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Basic Telecommunication Service
Negotiations in the World Trade
Organization: Impetus, Offers, and
Prospects

Richard Brown
(202) 205-3438
rbrown@usitc.gov

Negotiations to liberalize basic telecommunication services are
presently scheduled to conclude by February 15, 1997. The WTO
Secretariat extended these negotiations, which were originally
scheduled to conclude on April 30, 1996, after the United States
determined that “a critical mass” of trade-liberalizing offers was
lacking among its 52 negotiating partners. More than 40 percent
of world telecommunication revenues' and nearly 34 percent of
global telecommunications traffic were not covered by offers
acceptable to the United States.? This article explains why some
countries have liberalized their telecommunication service markets
and have promoted negotiations intended to place disciplines on
international trade in these services. This article also summarizes
the content of foreign offers as of April 30, and identifies elements
of certain offers that were objectionable to the United States. In
addition, the article lists key issues needing resolution by February
1997 and reviews the initial achievements of the negotiations.

The United States and its trading partners are obliged to keep their most liberal offers on the
table until January 15, 1997, but are not obliged to accord foreign firms market access, national
treatment,? or most-favored-nation (MFN) treatment.* Beginning January 15, 1997, for a period

! The global telecommunications market is valued at $513 billion. See International
Telecommunications Union (ITU), World Telecommunication Development Report 1995 (Geneva.
ITU, 1995), p. A-59.

2 Office of the United States Trade Representative (USTR), Statement of Ambassador Charlene
Barshefsky, April 30, 1996.

* National treatment generally accords to foreign firms the same rights and obligations accorded to
domestic firms.

* Most-favored-nation (MFN) treatment accords to one trading partner terms and conditions of
trade that are no less favorable than those accorded to any other trading partner. The right to withhold
(continued...)
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of one month, nations will regain freedom to make new offers, whether more or less liberal than
current offers, and to list MFN exemptions. Despite extension of the talks, the basic
telecommunications agreement, if concluded, will enter into force as initially scheduled, on
January 1, 1998.°

Factors Driving Liberalization

Enlightened self-interest promoted heavy regulation of the telecommunication service market
in the past, just as today it promotes the deregulation and liberalization of the same market.
Historically, government regulation has been rooted in the belief that telecommunications is a
public good, offering economic and social benefits to the public beyond those delivered directly
to individual consumers. Until recently, government regulation also stemmed from recognition
that wireline telecommunication networks were “natural monopolies,” characterized by
specialized technology and high barriers to entry. Government regulation was designed to
maximize direct and indirect benefits, usually by requiring or promoting universal coverage,
high service quality, and affordable prices.

The belief that telecommunications is a public good still holds, but technological developments
have steadily chipped away the foundation of the natural monopoly argument. In the United
States, for example, microwave transmission technology enabled U.S. regulators to introduce
competition in the long-distance telecommunication market, and cellular communications and
personal communications technology promoted competition in the local market. Satellite
technology, and satellite networks such as those comprising low-earth orbiting satellites
(LEOS), promise to complement existing cellular services and provide viable alternatives to
submarine cables used to provide international services. Cable television networks, which are
capable of providing telecommunication services, also have made inroads into a large number
of homes. In short, technological progress and the subsequent emergence of new industries have
reduced the cost of entering the telecommunication market, made by-pass of the preexisting
telecommunications network viable, and therefore reduced the applicability of the “natural
monopoly” argument.

Technological developments also have enabled a multitude of firms to provide enhanced , or
value-added, telecommunication services. These services include facsimile transmission,
electronic mail, voice mail, on-line information and data base retrieval, on-line processing,
electronic data interchange, and other services that add value to telecommunication services
beyond the transmission of voice or data signals. The advent of these services created a

* (...continued)

MFN treatment from trading partners is one, although not the only, critical difference between the
WTO’s interim financial services agreement, scheduled to last until December 1997, and the present
situation regarding basic telecommunication services.

3 For coverage of the extension of the talks, see John Parry and Mark Felsenthal,
“Telecommunications: WTO Telecom Talks Near Failure as Last Day Approaches; U.S. Criticizes
Offers,” BNA International Trade Daily, May 1, 1996; John Parry and Mark Felsenthal, “Telecom:
World Telecom Services Talks Extended as U.S. Takes Dim View of Other Offers,” BNA
International Trade Daily, May 2, 1996; and “Telecommunications: Trade Official Defends Move to
Delay World Telecom Pact: Lawmakers Support,” BNA International Trade Daily, May 13, 1996.

2
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regulatory dilemma, which in countries such as Austria and Belgium motivated
telecommunication authorities to establish boundaries between basic services, essentially voice
and data transmission, which would remain the preserve of traditional monopolies, and value-
added services that would be provided on a competitive basis. These boundaries became
increasingly arbitrary as analog networks were replaced by digital networks, which transmit
voice signals just as they would facsimile or other value-added services. In other countries, such
as the United Kingdom and New Zealand, telecommunication regulators opened all services to
competition among the preexisting monopoly and new market entrants. This option eliminated
the need to establish problematic boundaries between basic and value-added services, but if
coupled with high leased line® fees, discriminatory interconnection’ policies, or other anti-
competitive practices, the approach may still adversely affect the development and
competitiveness of value-added service providers. Still other countries may introduce
competition in both infrastructure and services. This approach could create dynamic markets
with relatively low service fees and broad service offerings, but regulators also recognize that
the approach could promote duplicate, perhaps wasteful, investment.

Factors Driving Negotiation

The emergence of multiple regulatory frameworks, in part, underlies interest in convening global
negotiations on telecommunication services. The creation of widely varying regulatory
frameworks has increased the complexity of conducting international business and, in certain
instances, reduced the transparency of regulatory policies. These factors may have grave
implications for virtually all developed countries and many developing countries whose gross
domestic product and private sector employment are predominantly rooted in what is variously
referred to as the service, information, or knowledge-based economy. Irrespective of what this
economic configuration is termed, it in large part focuses on the collection, storage,
manipulation, analysis, and dissemination of information. Consequently, a telecommunication
network fraught with uncertainties and inefficiencies acts as a brake on global economic growth.
Additionally, those countries with relatively higher telecommunication costs and narrower
service offerings are likely to experience a decline in the global competitiveness of their firms,
service providers and manufacturers alike.

The need to eliminate current trade-distorting practices, and avert potential ones, also underlies
interest in negotiation. For instance, some developed countries have pushed for
telecommunication negotiations because they post chronic deficits on trade in

¢ Leased lines are lines dedicated to users requiring exclusive or continuous capacity for rapid voice
and, principally, data transmission. Because leased lines are one of the integral building blocks of
private and value-added networks, their availability and pricing significantly influence the competitive
position of the lessee.

" Interconnection is the technical interface between two networks, such as that between a private
network constructed by private firms and the public switched network operated by the state
monopoly. The terms and conditions of interconnection significantly influence the competitive
position of the firm seeking connection to the public switched network.

3
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telecommunication services.® The United States posts the largest of these deficits by far. In
1995, the United States recorded a $3.9 billion deficit in the telecommunication service
account.’ The deficit principally arises because the United States records more outbound
telecommunications traffic than inbound traffic. Telecommunication carriers with excess
outbound traffic periodically compensate carriers terminating that traffic with settlement
payments. The size of settlement payments is dependent on accounting rates'® that were
negotiated by monopoly carriers beginning in the late nineteenth century. Where monopoly
carriers still exist, these rates have exhibited a tendency to remain high: Thus, factors that
adversely affect the U.S. trade balance include relatively low international calling prices in the
United States, which promote outbound calls; the average length of outbound calls, which are
longer for calls originating in the United States; and devaluation of the dollar, which increases
the size of settlement payments. '’

Moreover, the disparity of international calling charges has promoted the development of new
international calling services, which have contributed to trade distortion in recent years. In
particular, the increasing popularity of call-back and country direct services are inflating the
deficits recorded by the United States. Call-back services are provided when a customer outside
the United States places a call to an assigned number, hangs up after a specified number of
rings, and immediately receives a computer-driven return call with a dial tone from a U.S. call-
back firm. This customer may then place a call to any destination, with the call appearing as
an outbound call from the United States for accounting purposes. Country-direct services
provide U.S. customers in foreign locations with direct connections to U.S. carriers, which then
provide calling services to desired locations. These calls, too, appear as outbound calls from
the United States.'?

U.S. trade can be further distorted as a result of unequal market access. Telecommunications
traffic entering the United States can inflate U.S. settlement payments if carriers from
unliberalized markets route a substantial number of calls to the United States through resold
international leased lines, while U.S. carriers are prohibited from routing calls to unliberalized
markets using the same type of lines. Under these conditions, inbound calls (over leased lines)
would not be subject to the international settlements process, whereas outbound calls would be.
In other words, U.S. carriers would not be able to “charge” inbound calls against foreign
carriers, but foreign carriers would still be able to “charge” outbound calls from the United
States against U.S. carriers. Unequal market access may also distort trade if countries with
relatively liberal investment climates, like the United States, allow foreign telecommunication
monopolies to establish affiliates in the U.S. market, allow these affiliates to send outbound
calls to their monopoly parent company, and collect rebates from the monopoly to offset
accounting rates. Theoretically, this would allow foreign-owned affiliates in the United States

# Organization for Economic Cooperation and Development (OECD), Services: Statistics on
International Transactions, 1970-1993 (Paris: OECD, 1996), pp. 70-73.

® For a fuller discussion of U.S. trade in telecommunication services, see U.S. International Trade
Commission (USITC), U.S. Trade Shifts in Selected Industries: Services, publication 2969.

12 An accounting rate is the price-per-minute charged by communication carriers for terminating
inbound international calls.

' 1TU, World Telecommunication Development Report 1994 (Geneva: ITU, 1994), pp. 27-29.

12 Ben Petrazzini, Global Telecom Talks: A Trillion Dollar Deal (Washington, DC: Institute for
International Economics (IIE), 1996), pp. 21-23.
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to provide international calling services to their parent company’s home market at far lower
prices than competing U.S. firms, which would be obliged to make settlement payments to the
foreign carrier without collecting offsetting rebates.

Prior Trade Agreements

The WTO’s efforts to liberalize trade in telecommunication services are unprecedented in scope.
Prior to the ongoing WTO negotiations, trade negotiators usually focused their efforts solely on
liberalizing trade in value-added telecommunication services, which reportedly account for about
15 percent of global telecommunication services.”> Basic telecommunication services,
accounting for the remainder, fell outside the scope of negotiations, although some trade
agreements include language that appears to endorse the principle of liberalizing trade in basic
telecommunication services in the future.

In the European Union (EU), a directive adopted in 1990 liberalized the market for
telecommunication services other than basic voice telephony. By adopting a complementary
framework directive on Open Network Provision (ONP), the EU intended to promote
competition in the provision of value-added services by compelling national regulatory
authorities to provide value-added service providers with access to the public switched network.
In 1993, the EU reached internal agreement on liberalizing domestic and international voice
telephony, but established January 1998 as the time for implementation, and granted
derogations of up to 5 years to Ireland, Spain, Portugal, and Greece."

The North American Free Trade Agreement (NAFTA) provides a framework of rights and
obligations conducive to trade in value-added telecommunication services. Basic
telecommunications fall outside the scope of the agreement, although NAFTA partners agreed
to hold future consultations on broadening the scope of the pact to cover basic
telecommunication services and telecommunication infrastructure. The NAFTA assures that
value-added service providers will be able to lease lines at flat rates; interconnect private
networks and public networks; and use operating protocols of their choice. North American
firms will receive the better of MFN or national treatment, and monopolies will be prohibited
from anti-competitive practices such as restricting access to the public network and cross-
subsidizing (i.e., subsidizing affiliates competing against foreign value-added service providers
with revenue derived from the provision of basic services)."

Under the General Agreement on Trade in Services (GATS) negotiated during the Uruguay
Round, 58 signatories, including the United States, scheduled commitments on value-added
services. Consequently, these countries are obliged to accord foreign firms market access,
national treatment, and MFN treatment, subject to exemptions explicitly specified in their

13 Testimony of Ambassador Jeffrey M. Lang, before the U.S. House of Representatives,
Subcommittee on Commerce, Trade, and Hazardous Materials, May 9, 1996.

! The Economist Intelligence Unit (EIU), The EIU European Yearbook 1994-95 (London: EIU,
1995), pp. 101-105.

13 Gary Clyde Hufbauer and Jeffrey J. Schott, NAFTA: An Assessment (Washington, DC: IIE,
1993), pp. 74 -75.
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national schedules.'® Value-added service commitments scheduled by GATS signatories are
standstill commitments, which bind the status quo, rather than liberalize trade. Nevertheless,
these commitments appear to ensure the continuance of comparatively liberal regulatory
environments,!” reflecting widespread belief that value-added services can be provided on a
competitive basis without endangering the public good.

Objectives of WTO Negotiations on Basic
Telecommunication Services

A Ministerial Decision in the WTO created the Negotiating Group on Basic
Telecommunications NGBT) in April 1994 and mandated the conclusion of talks by April 30,
1996 (subsequently extended by the WTO Secretariat to February 15, 1997). Unlike prior
scheduling on value-added telecommunication and nearly all other services, members of the
NGBT sought actual liberalization of basic telecommunication markets.  Standstill
commitments that preserve significant restrictions on competition and foreign ownership would
not be acceptable.’® Within the NGBT, the United States endeavored to obtain a level of
openness similar to that achieved in the U.S. market after passage of the Telecommunications
Act of 1996. The Act provides for competition in the local, long distance, and international
calling markets, through all telecommunication infrastructure (e.g., wireline, radio-based, and
cable television), and for 100 percent indirect ownership of U.S. telecommunication firms.'

Specific aspects of the U.S. approach were to obtain foreign commitments to market access and
national treatment, and foreign adoption of pro-competitive principles. In addition to
establishing agreement on common regulatory approaches to basic telecommunications,
adoption of pro-competitive principles was necessary to preserve the meaningfulness of value-
added service commitments. The Uruguay Round Agreement includes a “Telecommunications
Annex” that guarantees access to infrastructure necessary to provide value-added services, but
the annex does not impose disciplines in areas such as licensing and interconnection
requirements, which significantly affect the competitive position of value-added service
providers, as noted earlier. Pro-competitive principles developed in an NGBT reference paper
include: '

16 For a fuller discussion of the GATS, see USITC, General Agreement on Trade in Services:
Examination of Major Trading Partners’ Schedules of Commitments, publication 2940.

17 Under the terms of the GATS, signatories are proscribed from imposing new, more onerous trade
restrictions in areas where they have scheduled commitments.

'8 GATS signatories did likewise in negotiations on financial services and maritime transport
services, which along with basic telecommunication services are sometimes called infrastructure
services. Trade impediments in these industries adversely affect all other industries, so WTO
members established actual liberalization of these industries as their objective. Financial service
negotiations ended July 30, 1995, having achieved an interim agreement which lasts until December
30, 1997. The United States did not find a critical mass of liberalizing offers regarding financial
services and, as a consequence, listed a broad MFN exemption and declined to join the agreement.
WTO negotiations on maritime transport services concluded June 30, 1996 without an agreement.

19 Foreign entities may indirectly own 100 percent of U.S. carriers through establishment of a U.S.
holding company. There is a limit of 20 percent on direct ownership.
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= safeguards against anti-competitive practices, including cross-
subsidization, among monopolies or other firms with market power;

= timely and cost-based interconnection under non-discriminatory terms,
conditions, rates, and quality;

= transparent and nondiscriminatory universal service requirements that
are no more burdensome than necessary;

= transparent and publicly available licensing criteria and reasons for
denial;

= independence of regulators and suppliers of basic telecommunication
services;

= timely, transparent, and non-discriminatory practices . regarding the
allocation of scarce resources, such as radio frequencies; and

= publication of international accounting rates.

The ultimate objectives of the NGBT were to benefit telecommunication service suppliers by
increasing investment opportunities and establishing competitive markets abroad; benefit
telecommunication consumers, including multinational corporations, by achieving lower prices
and broader service offerings; and increase business opportunities for manufacturers of
telecommunication, computer, and aerospace equipment.’ In sum, NGBT objectives were to
spur global economic growth by encouraging competition.

April 30 Offers, and U.S. Perspective

Among its 52 trading partners, the United States identified only 11 high-quality offers by April
30, 1996. High-quality offers were those that would afford U.S. firms unfettered investment
rights; access to all basic telecommunication services and facilities, including satellite services
and facilities; and pro-competitive regulatory climates by January 1, 1998 (table 1). Most of
these were tabled by EU member states, namely Austria, Denmark, Finland, Germany,
Luxembourg, the Netherlands, Sweden, and the United Kingdom. Iceland, Norway, and New
Zealand also tabled high-quality offers.?

U.S. negotiators observed that the offers tabled by some of the remaining EU member states,
Japan, and Canada did not adequately achieve trade-liberalizing objectives.” In large part, the
U.S. reaction stemmed from the investment restrictions that many of these countries retained.

* Universal service requirements generally specify that every citizen should have basic
telecommunication service at affordable prices.

2! Testimony of Ambassador Jeffrey M. Lang, before the U.S. House of Representatives,
Subcommittee on Commerce, Trade, and Hazardous Materials, May 9, 1996.

2 USTR, Statement of Ambassador Charlene Barshefsky, April 30, 1996.

» Ambassador Lang testimony, and USTR, “Status of NGBT Offers,” electronic mail, July 10,
1996; USTR, “World Trade Organization Basic Telecommunication Talks: Foreign Investment,”
electronic mail, July 10, 1996; USTR, “World Trade Organization Basic Telecommunication Talks:
International Services and Facilities,” electronic mail, July 10, 1996; USTR, “World Trade
Organization Basic Telecommunication Talks: Supply of Satellite Facilities to Provide Satellite-Based
Basic Telecom Services,” electronic mail, July 10, 1996; USTR, “World Trade Organization Basic
Telecommunication Talks: Regulatory Principles,” electronic mail, July 10, 1996.
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Offers as of April 30, 1996 in the WTO Negotiating Group on Basic Telecommunications

Argentina 100% shares allowable | Wil allow in 2000. Will allow in 2000. Adopted some
in all services and regulatory
facilities. principles in

reference
paper.

Australia Foreign investment Will allow in 1998, Foreign access to services and | Adopted
subject to screening, contingent on legislative facilities subject to investment reference
and unspecified limits approval. screening. paper on
on investment in regulatory
Telestra, Voda- phone, principles in
and Optus. entirety.

Austria 100% shares allowable | Will allow in 1998. Will allow in 1998. Adopted
in all services and reference
facilities. paper on

regulatory
principles in
entirety.

Belgium Limited to 49% share Will allow in 1998. Will allow foreign access to Adopted
for services and domestic services and facilities | reference
facilities, and number in 1998, but offers no paper on
of service suppliers commitment on international regulatory
limited. satellite services. Also, the principles in

49% investment limit applies. entirety.

Brazil 100% shares allowable | Foreign service provision Will allow access to services May adopt
in private networks. limited to closed user and facilities in 1998, but reference
Limited to 49% share groups (i.e., private suppliers of licensed services paper in
except for cellular and networks), but will bind are required to use Brazilian future, based
satellite-based service future, potentially trade- space segment if available on on legislative
providers. liberalizing legislation. equivalent terms and reform.

conditions. Also, the 49%
investment limit applies.

Canada Limited to 46.7% share | Will allow in 1998. Will allow in 2002, and may Adopted
for all services. require Canadian voting equity | reference

in mobile satellite systems. paper on
regulatory
principles in
entirety.

Chile 100% shares allow- Will allow in 1998. Will allow in 1998. Adopted own
able in all services and regulatory
facilities. principles.

Colombia Foreign investment Subject to economic needs No commitment. Adopted own
subject to govern- ment | test. regulatory
discretion. principles.

Czech Republic 100% shares allowable | Will allow in 2001. Will aliow in 2001. Adopted
in all services and reference
facilities. paper on

regulatory
principles in
entirety.
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Table 1--continued

Offers as of April 30, 1996 in the WTO Negotiating Group on Basic Telecommunications

Basic Telecommunication Services

Denmark 100% shares allowable in | Will allow in 1998. Will allow in 1998. Adopted

all services and facilities. reference paper
on regulatory
principles in
entirety.

Dominican Republic No commitment. No commitment. No commitment. Declined to

adopt any
regulatory
principles.

Ecuador 100% shares allowable in | No commitment. No commitment. Declined to
cellular services only. adopt any

regulatory
principles.

Finland 100% shares allowable in | Will allow in 1998. Will allow in 1998. Adopted
all services and facilities. reference paper

on regulatory
principles in
entirety.

France Limited to 20% share in | Will allow in 1998. Foreign ownership limited to Adopted
radio-based networks 20% in radio-based networks. reference paper
and limited investment in on regulatory
France Telecom. principles in

entirety.

Germany 100% shares allowable in | Will allow in 1998. Will allow in 1998. Adopted
all services and facilities. reference paper

on regulatory
principles in
entirety.

Greece 100% shares allowable in | Will allow in 2003. Will allow in 2003. Adopted
all services and facilities. reference paper

on regulatory
principles in
entirety.

Hong Kong 100% shares allowable in | Foreign service provision Will allow provision of mobile Adopted
all services and facilities, |limited to resale of dataand |satellite services and provision of |reference paper
but local wireline and fax, call-back, and closed external satellite circuits by a on regulatory
wireless network user groups. No commitment | company or closed user group in | principles in
services limited to on local and international 1998. Interconnection to public |entirety.
current 4 providers. public wireline and wireless | switched network in Hong Kong

services and facilities, even | will not be permitted.
after expiration of Hong Kong

Telecom'’s exclusive rights in

2006.

Hungary Limited to 75% share in | Will allow in 2002, with Foreign ownership of satellite Adopted

all services and facilities. |exception of cellular and services and facilities limited to | reference paper
satellite services and 75%. on regulatory
facilities. principles in
entirety.
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Iceland 100% shares allowable in | Will allow in 1998. Will allow in 1998. Adopted

all services and facilities. reference paper
on regulatory
principles in
entirety.

India Limited to 25% sharein | No commitment. Licenses No commitment. Declined to
all services and facilities, |may be issued based on adopt any
rather than existing 49% | economic needs testing. regulatory
limit. principles.

Ireland 100% shares allowable in | Will allow in 2000. Will allow in 2000. Adopted
all services and facilities. reference paper

on regulatory
principles in
entirety.

Israel 100% shares allowable in | No commitment. No commitment. Adopted some
domestic wireline of the reference
services. Limited to 80% paper on
for cellular services and regulatory
74% for international principles.
services.

ltaly 100% shares allowable in | Will allow in 1898. Will allow in 1998. Adopted
all services and facilities, reference paper
with the exception of on regulatory
state-owned Stet. principles in

entirety.

Ivory Coast 100% shares allowable in | Foreign firms limited to Will allow in 1998, although Adopted
all services and facilities. |following services and foreign firms will be allowed to reference paper

facilities: analog cellular provide non-voice services only. |on regulatory
services, personal principles in
communication services, entirety.
mobile services, and non-

voice satellite-based services.

Excluded from voice and

telex services.

Japan 100% shares allowable in | Will allow in 1998. Will allow in 1998. Adopted
all services and facilities, reference paper
with exception of NTT on regulatory
and KDD, for which there principles in
are 20% limits. entirety.

Korea Limited to 20% share for | Will allow in 1998. No commitment. Adopted
Korea Telecom, and to reference paper
33% for all other service on regulatory
providers. principles in

entirety.

Luxembourg 100% shares allowable in | Will allow in 1998. Will allow in 1998. Adopted
all services and facilities. reference paper

on regulatory
principles in
entirety.
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Basic Telecommunication Services

Mauritius 100% shares allowable in | Will allow foreign provision of | No commitment. Adopted
all services and facilities. |voice, data, telex, and reference paper
telegraph services in 2004. on regulatory
principles in
entirety.

Mexico 100% shares allowable | Wil allow in 1998 with the No commitment. Adopted own
for fax and private leased |exception of satellite-based regulatory
line services. Limitedto |services. principles.

30% for wireline
services, and 40% for
cellular services, despite
the current 49% limit for
all services.

Morocco No commitment. Unclear. Appears to provide |No commitment. Declined to
for foreign provision of adopt any
domestic packet switched regulatory
data, mobile, paging, and principles.
personal communication
services.

Netherlands 100% shares allowable | Will allow in 1998. Will allow in 1998. Adopted
for all services and reference paper
facilities. on regulatory

principles in
entirety.

New Zealand 100% shares allowable | Will allow in 1998. Will allow in 1998. Adopted
for all services and reference paper
facilities. on regulatory

principles in
entirety.

Norway 100% shares allowable | Will allow in 1998. Will aliow in 1998. Adopted
for all services and reference paper
facilities. on regulatory

principles in
entirety.

Pakistan 100% shares allowable | Will allow foreign provision of | No commitment. Declined to

: for all services, but no domestic data, telex, and fax adopt any
commitment to extend services. regulatory
national treatment. principles.

Peru 100% shares allowable | Will allow in 1898. Will allow in 1999. Adopted some
for all services and of the reference
facilities. paper on

regulatory
principles.

Philippines Limited to 40% for all Subject to an economics No commitment. Adopted own
services. need test. regulatory

principles.

1
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Table 1--continued

Offers as of April 30, 1996 in the WTO Negotiating Group on Basic Telecommunications

Poland 100% shares allowable | No commitment. No commitment.. Adopted
for wireline voice and reference paper
data services, but limited on regulatory
to 49% for wireless, principles in
international and long entirety.
distance voice and data
services.

Portugal General 25% limit and Will allow in 2003. Will allow in 2003, subject to the |Adopted
unspecified limit on 25% investment restriction. reference paper
privatized on regulatory
telecommunication firms. principles in

entirety.

Singapore 100% shares allowable | Will allow in 2002. Will allow in 2002. Adopted
for domestic and reference paper
international switched on regulatory
resellers, but 49% limit principles in
for wireline and wireless entirety.
services and facilities.

Slovak Republic Limited to 40% for digital | Will allow in 2003. Will allow in 2003. Adopted
cellular services. reference paper

on regulatory
principles in
entirety.

Spain Limited to 25% for Will allow in 2003. Will allow in 2003, subject to the | Adopted
facilities-based satellite 25% investment restriction. reference paper
or radio-based network. on regulatory

principles in
entirety.

Sweden 100% shares allowable | Will aliow in 1998. Will allow in 1998. Adopted
for all services and reference paper
facilities on regulatory

principles in
entirety.

Switzerland Currently 100% shares | Will allow foreign provision of | No commitment. Adopted
allowable for closed user |data, telex, telegraph, and fax reference paper
groups only, but may services; private leased lines; on regulatory
bind future legislation and services within closed principles in
that would permit 100% | user group services. May entirety.
for all services and bind future legislation that
facilities. would allow full access to all

services by 1998.

Thailand Limited to 20% for local | No commitment. No commitment. Declined to

voice services only. adopt any
regulatory
principles.

Turkey No commitment. No commitment. No commitment. Declined to

adopt any
regulatory
principles.
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Table 1--continued
Off f Apri

130, 1996 i

Basic Telecommunication Services

United Kingdom 100% shares allowable | Will allow in 1998. Will allow in 1998. Adopted
for all services and reference paper
facilities. on regulatory
principles in
entirety.
United States 100% shares allowable | Will allow in 1898. Will allow in 1998. Adopted
for all services and reference paper
facilities. on regulatory
principles in
entirety.
Venezuela 100% shares allowable | Will allow in 2000. Will allow in 2000. Declined to
for all services and adopt any
facilities. regulatory
principles.

Source: Office of the United States Trade Representative.

France and Italy maintained unspecified restrictions on foreign investment in their dominant
carriers, France Telecom and Stet. Belgium, Spain, and Portugal set foreign ownership
limitations below 50 percent for all basic telecommunication service providers. Japan places
foreign ownerships caps of 20 percent on NTT and KDD, two of the largest telecommunication
service providers in the world, and Canada retains a foreign investment cap of 47 percent on its
carriers.?* In addition, offers tabled by Belgium, France, Spain, and Portugal limited U.S. firms’
ability to provide satellite-based services in their markets. Four EU member states indicated
that they would introduce liberalization after 1998. Ireland would liberalize access to its basic
telecommunications market 2 years after the scheduled implementation date, and Greece, Spain,
and Portugal would begin to liberalize their markets a full 5 years after others.”

U.S. negotiators also indicated that the offers tabled by ASEAN members® and certain other
East Asian countries failed to achieve market liberalization. Indonesia and Malaysia declined
to make offers. The Philippines indicated it would cap foreign investment in basic
telecommunication service providers and facilities at 40 percent, and condition market access
on an economic needs test.” Singapore would not open its market until 2002, and would restrict
foreign ownership of basic telecommunication service providers and facilities to 49 percent.
U.S. negotiators indicated that Singapore’s offer was difficult to accept in light of Singapore
Telecom’s $1-billion investment in overseas telecommunication firms. Thailand’s offer
restricted foreign investment in basic telecommunication service providers and facilities to 20

2 Ibid.

» Ibid.

% The Association of Southeast Asian Nations (ASEAN) includes Brunei, Indonesia, Malaysia, the
Philippines, Singapore, and Thailand. Brunei held observer status during the talks, whereas the latter
five participated in the basic telecommunication negotiations.

%7 In general, economic needs tests assess the impact of new market entrants on the indigenous
industry. Such assessments may result in negative determinations if market entry is considered likely
to have a detrimental effect on market structure, profitability, population density, geographic
distribution, or job creation. Thresholds regarding these criteria are subjective and largely non-
transparent, allowing regulators to exercise broad discretion with respect to granting market access.
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percent, and specified no commitments regarding market access. Korea, too, maintained
onerous investment restrictions, while India’s offer failed even to bind the status quo, reducing
foreign investment caps from 49 percent to 25 percent. India also indicated that, like Thailand,
it would condition foreign firms’ market access on economic needs tests. Among the Asian
countries discussed above, only Singapore and Korea adopted pro-competitive regulatory
principles in their entirety.”

Noteworthy Achievements

Some developing regions, however, tabled offers that appeared to achieve significant progress
in terms of market liberalization. Nine Latin American countries® and four East European
countries*® submitted such offers. U.S. negotiators report that most of these offers provided
reasonable investment climates and market access in light of the countries’ level of economic
development.*

In a broader context, the NGBT as a whole posted some significant achievements. Twenty-two
foreign countries tabled commitments allowing foreign firms to acquire 100 percent of basic
telecommunication service providers and facilities. Twenty-one additional countries specified
at least some level of permissible foreign ownership. Twenty countries will allow foreign firms
to provide all basic telecommunication services by 1998, and 10 others will phase-in this right
by a date certain. Fifteen countries will permit foreign firms to provide basic
telecommunication services via satellite by 1998, and eight additional countries will phase-in
this right in the several years following 1998. Most striking of all, perhaps, is that 32 countries
tabled offers that adopted pro-competitive regulatory principles in their entirety.>> Broad
interest in preserving these achievements motivated NGBT members to extend negotiations
though February 1997 rather than terminate discussions without agreement.

The Road Ahead

In light of the consensus for preserving the achievements of the negotiations, the WTO Council
on Trade in Services adopted the Decision on Commitments in Basic Telecommunications on
April 30, 1996. The Decision established the one-month period, from January 15 to February X
15, 1997, during which members may change their offers and list MFN exemptions, if any. In
addition, the Decision disbanded the NGBT and replaced it with the Group on Basic
Telecommunications (GBT) to provide for consultations through the period ending in February
1997.%

% Ambassador Lang testimony, and USTR electronic mail messages, July 10, 1996.

% Latin American countries that submitted offers include Argentina, Brazil, Chile, Colombia, the
Dominican Republic, Ecuador, Mexico, Peru, and Venezuela.

30 East European countries that submitted offers include the Czech Republic, Hungary, the Slovak
Republic, and Poland.

3! Ambassador Lang testimony.

32 USTR electronic messages, July 10, 1996.

3 USTR, “Singapore WTO Trade Ministerial Preparation,” June 13, 1996; and U.S. Department of
State telegram, “WTO Basic Telecom Negotiations: Extension,” message reference No. 3124,
prepared by U.S. Mission Geneva, May 2, 1996.
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Consultations will be used to obtain more high-quality offers, and to resolve safeguard issues.
Bilateral discussions held by the GBT indicate that a number of foreign offers may improve by
year-end 1996. The enactment of pending telecommunications reform legislation in Australia,
Brazil, Switzerland, and Thailand may improve the offers submitted by these countries. In
addition, it is reported that market reform in Egypt and South Africa may allow these countries
to submit offers before negotiations conclude. Last, Chile and Malaysia, which already allow
competition in their domestic markets, may be persuaded to submit offers that improve foreign
firms’ market access.>*

The most significant issue in need of resolution before February pertains to safeguards. GBT
members desire safeguards so that competition in the home market is not distorted after a basic
telecommunications agreement takes effect on January 1, 1998. In practice, safeguards entail
licensing procedures that permit countries to deny market access to firms that might distort
competition. Firms with domestic markets that are already competitive, like the United States,
the United Kingdom, and New Zealand, are concerned that firms from non-liberalized markets
will distort either incoming traffic through the use of resold international private lines, or
outgoing traffic by establishing affiliates inside their borders. '
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