SAT3: What happens when national monopolies end, and what does this mean for policy-makers and regulators? 

A background briefing paper for the media

The issue: In June 2007 the national monopolies enjoyed by the SAT3 Consortium members in Africa will end. Up until now, the price of fibre bandwidth has either been the same as or only slightly higher than that offered by satellite operators. For high volumes of traffic, fibre ought to be cheaper.

The development of the EASSy fibre project for the eastern side of the continent has been accompanied by a discussion of who will get access to the capacity and how can this be achieved as cheaply as possible.

SAT3 is the subject of a (confidential) international shareholders agreement that binds the parties involved. Also those countries whose traffic has to cross other countries to get to the SAT3 landing stations are affected by pricing decisions made in another country. 

This workshop is the first time that Government policy-makers and regulators along the route of the SAT3 fibre cable have come together to address these issues. Policy-makers and regulators have it within their power to address monopolies and the pricing issues they create, either directly by legislation or through existing competition legislation. 

In the case of the proposed EASSy cable, Government policy-makers and regulators were able to create a policy climate that will ensure that the mistakes of the SAT3 consortium are not repeated. The end of the national monopolies in June 2007 provides an opportunity to examine how best to deliver cheaper international access prices on the western side of the continent. This forthcoming workshop looks at how best this might be achieved.

1. Why Africa needs affordable international bandwidth

International bandwidth is what connects Africa’s telephone and Internet users to neighbouring countries and the rest of the world. It is delivered in the main either by fibre optic cable (like the existing SAT3 cable) or via satellite. For higher volume use, fibre provides a significantly cheaper way of carrying traffic than satellite, although the latter remains essential for connecting rural areas and places where fibre does not currently exist. 

Currently Africa has some of the highest international bandwidth costs anywhere in the world. Although it varies, the international element of the cost to the consumer is significant proportion of the overall cost he or she pays. The same is true for institutional users like Governments or for companies in the private sector. This cost affects both voice (fixed and mobile) and data users alike.

Where competition has existed at a country level in Africa, prices have come down and service levels have increased. Falls in price have ensured that larger numbers of people have used the means of communication – whether mobile or e-mail – to improve their lives. Until recently, Africa’s international connectivity was often in the hands of monopoly providers, whether fibre or satellite and therefore did not benefit from the full impact of competition.

International trade and the exchange of ideas are essential to Africa’s success. Therefore the cost of international bandwidth poses a significant barrier to African countries ability to participate in world trade and to increase its capacity and skills. Without cheaper international bandwidth Africa runs the danger of being left behind in the global race.

Some examples of the impact of cheaper international bandwidth illustrate the key impact it has:

•
Several African countries (most notably South Africa) have sought to attract outsourced call centre work, anything from directory compilation to answering customer queries. In most cases, the cost of calling from Africa to the developed world is significantly higher than for other continents. Indeed President Thabo Mbeki complained that his country’s international call charges were too high to encourage this kind of business.

•
University students will make up Africa’s next generation of leadership. For those unable to get scholarships to study internationally, it is extremely important that they have access to the ideas and knowledge available in other countries. Few African universities have Internet access for all students and where some provision is available, cost remains a key issue for the providing institutions. Research institutions are not linked to their counterparts in other African countries or to others elsewhere in the world. Expectations are changed by having an idea of what is possible.

•
Cheap phone and Internet access allows African businesses better access to world markets. The existence of a modern communications infrastructure is a significant positive factor for international investors. So whether you’re in the continent wanting to do business with the rest of the world or contemplating investing in Africa as an emerging market, the existence of cheap voice and Internet access is an essential pre-condition for economic development. Because Africa has so many other structural barriers to taking part in world trade, the existence of effective, cheap communications would send a message that the continent was open for business.

•
There are many areas of social development where cheap international access would give the continent’s professionals access to knowledge, expertise and involvement in global discussions. Doctors in Senegal have already used the Internet to call on expertise from their colleagues in France. Teachers would be able to access classroom materials and schools partner more effectively with their developed world counterparts. The existence of effective teleconferencing would allow African professionals and civil society organisations to participate more effectively in international networks. All of this would deliver direct benefits to Africans, whether they are patients, pupils or simply users of Government services.

2.
Background: Who is involved in SAT3 and how did it come about?

Africa’s main fibre route is provided by SAT3 that goes from Portugal down the west side of the continent to South Africa before becoming the SAFE cable that crosses the Indian Ocean to India itself. The map attached as part of this briefing (named IDRC Acacia Atlas Africa Transmission Map.jpg) illustrates in diagrammatic form the international transit route and the different landing points on the continent.

To give it its full name, the SAT3/WASC/SAFE Consortium is an international fibre that goes from Portugal to South Africa and out across the Indian Ocean to Asia. The Cable system is divided into two sub-systems, SAT3/WASC in the Atlantic Ocean and SAFE in the Indian Ocean. The combined length of the SAT3/WASC/SAFE system segments measures 28,800km. It has 36 members who put up US$600 million to build and operate it for the life of the cable over the next 25 years. 

Its international carrier members include: AT&T, Belgacom, BT, China Telecom, Cable and Wireless, France Telecom, KPN, Marconi, Sprint, Swisscom, Telecom Italia, Telefonica, Teleglobe, Telstra and VSNL.

The SAT3 consortium web site states that the building of the cable “results in much of the revenue it generates being ploughed back into the continent. This is a major departure from the current scenario, where many African countries rely on foreign operators to route their international traffic which results in revenue generated in Africa, leaving Africa”.

Launched in 2002, it is believed to have 10 African members: Sonatel (Senegal); Cote d’Ivoire Telecom; Ghana Telecom; OPT (Benin); Nitel (Nigeria); Camtel (Cameroon), Gabon Telecom; Angola Telecom, Telecom Namibia and Telkom (South Africa). There are two African members on the eastward portion of the cable from South Africa: France Telecom (La Reunion) and Mauritius Telecom.

Telecom Namibia was the only consortium member not to invest enough to purchase a landing station. It is believed that other African telcos not connected directly to SAT3 bought into the Consortium. Each of the African Consortium members were granted a monopoly for five years and this ends in June 2007.

3.
How was SAT3 financed and why?

Before markets were liberalised, telephone companies were in the main government-owned institutions. When they wanted to build undersea cables, Governments financed this activity and the project was carried out by the Government-owned telephone company.

Liberalisation has opened the market to new competitors at both an international and national level. However competition in the building of new international fibre routes has been slower to arrive. International fibre routes are in effect a form of shared infrastructure and are often shared between potential competitors. To build them requires considerable capital sums and there has to be ways of managing the risk. Unusually the risk is long-term and spread over the life of the cable, usually 25 years. Their subsequent management requires a clear framework for co-operation between participants.

In broad terms, two structures of financing have evolved to meet the conditions of a liberalised market: construction by private companies like Flag Telecom and the Club Consortium of operators. In the case of Flag, it seeks investment from countries through a combination of: a contribution to the landing stations on the route; advance purchase of capacity and an element of its own financing. Subsequently Flag operates and manages the cable. The process takes a long time and it seeks to limit its risks by selecting routes with proven traffic. The EASSy cable project on the eastern side of the continent is pioneering a third way using what is believed to be a Special Purpose Vehicle, full details of which will emerge shortly.

SAT3 was built by telecoms operators all owned by their Governments at the time. They raised money through a combination of their own resources (often supplied by Government) and donor funding to the some of companies involved. In addition, a significant number of international companies participated, partly because SAT3 capacity is used for global traffic and redundancy if other international routes go down. Money was raised against advance purchase of bandwidth to be built. The participants also elected a managing agent (Telkom SA) to handle management and maintenance issues on behalf of the Consortium.

Several issues are raised by this structure that affect how it has operated:

3.1 Ownership: The members of the Consortium are now more or less fixed and it is difficult for a new shareholder to join the Consortium. The Consortium can reject new shareholders on the basis of a single vote. The Nigerian Second National Operator Globacom asked to join and it was rejected.

3.2 Access to capacity: Everyone is forced to buy their international capacity from the monopoly operator and this allows a single company to have dominant market power over prices. Satellite capacity is only an alternative in those countries where it is legally possible to get VSAT access.

3.3 Pricing: Because consortium members are a monopoly provider in their own country they have the ability to set prices high without any form of competitive challenge. Where satellite operators are allowed to compete with the SAT3 fibre providers, prices have only come down to the same level as satellite or just below. (see next section)

Organisations buying bandwidth are able to get cheaper international bandwidth beyond the European landing station in Portugal but not for the African leg to Portugal. With the end of national monopolies, users should be able to purchase bandwidth from a range of suppliers. 

4.
Satellite vs fibre pricing and countries without access to a landing station

A Senegalese ISP buys one mbps per month from Sonatel for just US$1316
 and that is probably the cheapest rate on the route. But satellite is not a customer choice as it is forbidden by current regulation in Senegal. 

In contrast, smaller customers in Ghana are paying between US$4250-$4900 per mbps per month and larger customers as low as US$3,000 per mbps per month. Satellite prices from Ghana are in the same range with one reseller offering equivalent capacity for between US$3500-4000 per month.

Further down the route, Cameroon’s incumbent telco Camtel (in the process of privatising) was selling one mbps per month for US$15,000 in mid 2005. But in Cameroon satellite prices are actually significantly cheaper: a Cameroonian ISP in our pricing survey is paying US$8514 per mbps per month and has dedicated downlink bandwidth. Fibre should be cheaper to provide on the volumes of traffic involved.

All of the above prices are for countries that have their own landing station and do not need to transit another country to reach a landing station. But problems of price and access do not just affect landlocked countries but also those without direct access to international fibre. Namibia invested in the SAT3 consortium but did not put up enough money to buy a landing station. So it has to ship its traffic through neighbouring South Africa to get to its landing station in Cape Town. The price offered by South Africa’s SAT3 member Telkom mean that it is still cheaper for Telecom Namibia to use satellite connectivity which elsewhere would be more expensive than international fibre.

Countries like Mauritania, Mali and Gambia either have to pass their international traffic via the landing station of Senegal’s SAT3 member Sonatel  or use satellite. There is no competition to the international fibre and they are unable to deliver their traffic to another country’s landing station that might be more competitive.

Therefore non-competitive transit routes are producing market distortions. A Malian ISP is currently paying US$6500 per mbps per month and says that fibre prices are only “a bit lower”. The Malian ISP is not a large-scale customer so it is not getting highly discounted prices.

Since the Senegalese ISP quoted earlier is getting the same bandwidth for $1316, we can estimate what the Bamako-Dakar portion of the route is costing. Let us assume (rather generously) that the fibre price from Bamako to Dakar is $6,000, this means that the overland transit portion costs $4684. Any reasonable person might be asking themselves at this point why it costs more to get bandwidth from Bamako to Dakar than it does from Dakar to Europe?

The case of landlocked Lesotho provides further evidence of the same market distortion. It has a fibre connection with Telkom SA but a Lesotho telco buys an international satellite connection for US$8693. In other words, it can send and return traffic all the way to Europe for that price. Since Telkom South Africa is charging its South African customers US$11,000 from Cape Town to Europe, it is quite clear that it would not want to match the satellite operator’s prices. 

The question for Government policy-makers and regulators is how to open up a competitive market in international bandwidth supply and remove the regional market distortions?

5.
An international issue – other examples from around the world

The issue of access to international fibre cables is not one that affects Africa alone. In the Caribbean for example, Jamaica is entirely dependent on a fibre cable operated by the owner of the incumbent, Cable and Wireless.

However in India the regulator TRAI decided to take action because monopoly control of its international submarine landing cable was causing high prices. Its report on the situation concluded (among other things) that:

- New operators (need to) have access to the information about available capacity in the same way as consortium members.

- Activating IRU (Indefeasible Rights of Use) (see definition below) capacity is not unduly delayed by consortium members.

- Tariff conditions must be transparent and non-discriminatory to consortia members or non-members.

- Restoration and maintenance services need to be ensured/provided through a Service Level Agreement.

Furthermore it concluded that there needs to be:”Close monitoring and scrutinizing (of) the situation of possible anti-competitive behaviour in order to ascertain whether the incumbent operator continues to control most of the submarine landing facilities in this country.”

What is an Indefeasible Right of Use?

Indefeasible Right of Use (IRU) is the effective long-term lease (temporary ownership) of a portion of the capacity of an international cable. IRUs are specified in terms of a certain number of channels of a given bandwidth. IRU is granted by the company or consortium of companies that built the (usually optical fiber) cable. Some IRU legal agreements forbid resale of the capacity ownership. For at least one major international cable owner, an IRU ownership period is granted for 25 years.

� Figures are taken from a pricing survey in African Satellite Markets published by Balancing Act.
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