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The National Broadband Network – transitional issues


Introduction
AIIA supports the Government’s revised national approach to the establishment of a high-speed NBN along with the associated review of the national telecommunications regulatory environment during the transitional period leading to the rollout.  The Government’s decision represents a courageous step designed to deliver essential components of a future smart economy.  Addressing dysfunction in the current regulatory regime is necessary now, during transition to the NBN, because it will determine the nature and scope of competition in the telco market while the NBN is being rolled out. If those competition settings are not appropriate for all stakeholders, carriers and customers alike, the NBN is unlikely to be successful in delivering its potential economic benefits.

Commitment to the aggressive timetable set by the Government is essential, and AIIA welcomes recent moves by the Government to commence blackspot and backhaul activities in various jurisdictions.  Appointment of the Lead Advisor will also facilitate commencement of robust analysis of the key competition, network design and operational issues.

Open Competition
There are “hidden” costs associated with the Government’s decision on the NBN. The investment/build cost (up to $43billion) of broadband technologies is readily apparent and easily understood by most, but a bigger and ‘hidden’ cost that could hamper realisation of the benefit of genuine broadband is the cost of an imperfect market structure and insufficient or distorted competition in the provision of broadband services.  It has been estimated by the CIE that over a period of 20 years the economic cost of less competition and higher prices resulting from some degree of monopoly power could be 3-4 times more than the initial cost of providing the broadband facility.  Accordingly, it is essential that open competition becomes the lynchpin of the new NBN implementation and that the ACCC has appropriate and sufficient powers to deal with anti-competitive behaviour by any stakeholder. 

It is critical that the NBN delivers value for money to consumers; anything less will hamper uptake of the benefits offered by the government’s decision.  This will depend to a large extent on the build cost of the network, and the consequent fair return available to the investors.  It will also depend on penetration levels, which should be high enough to guarantee reasonable pricing for consumers. While AIIA has not analysed the market dynamics, it would seem on first principles that Australia’s population density may be too sparse to support more than one universal network; duplicating the existing networks (whether the aged copper asset or other networks), may not offer the most efficient way forward. 

AIIA notes the possible ‘digital divide’ between consumers receiving the lower service speed of 12mbps as opposed to the larger demographic (90%) coverage receiving fibre-to-the-premises (FTTP) at 100mbps. This aspect will need to be carefully managed through the policy formulation process going forward. This is not to make comment on any choice of technology; AIIA rather sees the objective to be universal access to one single, high-speed broadband network, without technological discrimination or capability differentiation.  The choice of wireless and satellite 12mbps service provision raises the issue of spectrum allocation once analogue television is switched off; while increased spectrum will become available, its allocation by government will need to be cognisant of current wireless licences which are due for renewal at or around 2011-2013.  Any shortfall caused, for example, by allocation of inappropriate spectrum space to broadcast interests may compromise the objective of delivering 12mbps to the 10% population mentioned in the Government’s announcement. Satellite space available to assist with the provision of the 12mbps service will also need to be secured; current advice indicates that this may prove problematic.

Access Regimes, Network Design and Pricing
Appropriate access models that are not subject to any monopoly obstruction by incumbents or other stakeholders are crucial to success. The promotion of equivalence through the adoption of a wholesale-only open access model is to be welcomed; this model should facilitate business uptake and flow-on applications on the back of the NBN.  A wholesale-only organisation has little or no incentive to engage in anti-competitive behaviour such as unfairly discriminating between or towards retail providers seeking access to declared services. 
Equivalence should extend beyond just service and price; access to non-price information about the network such as billing data, ordering, provisioning, maintenance information etc should also be included as part of the equivalence concept. One aspect that will need to be clarified in the debate about equivalence is the issue of bulk discounts; if equivalence is the norm, implying non-discriminatory prices, then bulk discounts to major retailers could be used to distort competition.
Network design issues must be addressed as soon as practicable; of some concern to AIIA is the increasing incidence of a patchwork of  network “thickets” currently being established around the country as various state and local governments rush towards the establishment of locally focussed wireless or fibre networks to meet specific, and quite reasonable, local needs.  Integration and management of this patchwork into the national network will be a key policy and operational task for NBN Co.  
Longer term competition depends to a large extent on geographical locations; with rural and regional areas providing little competitive attraction because of the costs involved in dealing with backhaul and tails, there may be an argument for the government to build and control infrastructure in rural/regional areas because population density is too sparse to support competition on the network longer term. 
The Government will also need to ensure that private telecommunications suppliers who may obtain shares in NBN Co do not turn that to their own advantage.  In this regard, if the government decides to avoid overbuild or duplication and requires current infrastructure, ducts and other assets owned by Telstra to be vended into NBN Co, an appropriate and fair return must be provided to Telstra; ownership in NBN Co would be an appropriate return, but the level of that ownership needs to be carefully managed.
Setting access pricing will be key to the success of the NBN. Prices should be based on true costs, and be predictable for all stakeholders.  AIIA suggests that there are other competitive sectors where price setting examples may provide useful learnings for the telco sector; the Australian Energy Regulator today sets access prices for gas and electricity at arm’s length, and maintains vertical separation between transmission, generation and retail, which may be emulated by the ACCC in the telecommunications sector. 
ABOUT AIIA
The Australian Information Industry Association (AIIA) is Australia’s leading information and communications technology industry body.  AIIA's role is to lead and represent the ICT industry in Australia to maximise the potential of the Australian economy and society.  AIIA's membership encompasses all sectors of the ICT sector including hardware, software, services and telecommunications.  It has almost 500 member companies, from individual consultants, small to medium enterprises to the world's leading multinational corporations.   AIIA member companies employ over 100,000 Australians, generate combined annual revenues of more than $40 billion (approximately 5% of GDP) and export more than $2 billion in goods and services each year.  AIIA’s Board of Directors includes the Chief Executives of some of the world’s leading global ICT and telecommunications organisations.
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