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ABSTRACT

Taldng into account the social and economic benefits of telecommunicatioDS

development, universal access has gained remarkable importance in the sector's

regulation. From a global perspective, the penetration of telepbone lines in Colombia is

quite poor; there are only seventeen lines for every one bundred people. In this thesis,

access to telecommunications from a structural viewpoint is examined. According to

social, economic, and historie factors, the approach to universal service in rural areas

must differ from that of urban centers. While stronger govemment intervention is

required in the Colombian countryside, the same rigid universal service regulation is not

necessary in the main urban areas. This assumption is supported on two main arguments.

Firstly, universal setvice regulation might protect self-setving interests while constraining

the market from increasing the number of users. Secondly, the starting point of the rigid

cross-subsidization structure is the economic capability ofcustomers. This policy restricts

greater penetration because it fails ta consider people's communication interests and

needs as the core objective ofthe telecommunications policy. Under a different approacb,

telecom operators might be able to accomplish successful market segmentation according

to the particular needs of different regions and communities. Efficient market

segmentation would acknowledge the low...income customer's potential in the market

place, while at the same time encouraging innovation by operators. Thus, affordability

and profitability would not oppose eaeh other.

This thesis considers three different zones in the Colombian tcrritory, showing that the

Communications Fund's investment should he used in regions with greater levels of

violence, poverty and migration. In addition, we propose that a universal aceess policy

should be applied in arder to shrink the already large gap between rich and poor people in

the heterogeneous Colombian society.
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RÉsUMÉ

En raison des avantages socio-économiques découlant du développement des

télécommunications, l'accès universel a pris une importance particulière en matière de

réglementation de secteur. De façon générale, le taux de raccordement téléphonique en

Colombie est relativement faible: on compte seulement dix-sept lignes pour cent

personnes. On retiendra ici une approche structurelle de l'accès aux télécommunications.

Découlant des facteurs sociaux, économiques et historiques, l'analyse de l'accès universel

est différent selon qu'il s'agit des zones rurales ou urbaines. Alors qu'une intervention

gouvernementale renforcée est nécessaire dans les zones mrales colombiennes, une telle

réglementation rigide n'est pas décisive dans les zones principales urbaines. Ce postulat

repose sur deux arguments principaux. Premièrement, la réglementation du service

universel peut protéger des intérêts propres en restreignant le marché afin d'accroître le

nombre d'utilisateurs. Deuxièmement, le système rigide de subventions croisées est

fonction de la capacité financière des utilisateurs. Une telle politique va à l'encontre

d'une meilleure pénétration car elle ne considère pas les besoins et intérêts en

communications de la population comme l'objet principal de la politique des

télécommunications. Suivant cette dernière approche, les opérateurs en

télécommunications peuvent parvenir à une segmentation profitable du marché l'adaptant

aux besoins particuliers des différentes régions et communautés. Une efficace

segmentation du marché tiendra compte du potentiel commercial que représentent les

utilisateurs à faible revenus et encouragera les opérateurs à innover. Ainsi, prix

abordables et protitabilité ne seront plus des intérêts

opposés.

Finalement, cette thèse analysera trois zones différentes du territoire colombien. Le mIe

de l'investissement du fonds de Communication sera souligné en raison de son impact

social important dans les régions à fort taux de violence, pauvreté et migration. C'est un

plaidoyer en faveur d'un accès universel afin de réduire l'écart déjà important existant

entre les populations riches et pauvres de la société bétérolène colombienne.
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INTRODUCTION

Just as raiIroads once supported industrial societies, telecommunications is the backbone

of the post-industrial age. 1 An efficient telecommunicatioDS inftastrueture is required for

the transition from industrialism ta an information society.2 Moreover, some studies

suggest the direct impact of a basic telecommunications infrastructure on a countrYs

economic growth.3

Access to telecommunications means competitiveness, the opportunity to exchange ideas,

access to markets, public assistance and education.4 However, many people, particularly in

developing countries, do not have aceess to basic telecommunications services.

Govemments have tried ta compensate for this lack of aceess by implementing public

polieies that guarantee aceess to services in law-incarne regions. During the last two

decades, regulators have pursued the goal of universal service in the telecommunications

sector.

1 Sec 1. Schmandt. F. Williams & R. Wilson. eds., Telecol1llmln;cations Policy and Economic
Development: The New State Role (Austin: Praeger - The University ofTexas al AustiD, 1989) al 7.
:z Sec O. Bell, The Com;ng ofPost-Industr;a{ Society: A Ventrue in Social Forecasting{New York: Basic:
Books, 1973).
J "Rescarch bas c:Iearly dcmonsualecl a correlation bctwecn telcpbone peDCttation and gross cIomcstic:
product (GDP). It bas sbown the benefilS of teIccommuniWllioDS bath as an iDput and • a eataIyst of
developmeDl. .•. [T)1le addition oC a single pbone line coa1ribules an aven. or $3,700 ta GDP in
dcveIoping natiODS.- B. Mody, J.M. Baucr & J.o. SlraUbbaar, eds., Teleco"""""ications Polltics:
Ownenhip and Conll'o/ of the Information Highway in Developi1lg Cormtries (Mahwab. New Jersey:
LaWRDœ Erlbaum Associa.. 1995) Il xvi.
4 Sec OECD. N.twoI'b ofEnterprises andLocal /)eve/o".'" (Paris: OECD. 1996) Il 54.
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Universal service, a fundamental regulatory principle in basic services, attempts to equalize

social opportunities by guaranteeing access to people who cannot afford the service.

Telephone service used to be regulated pursuant to the oatural monopoly theory;S where

one provider can take advantage ofeconomies ofscale over the entire output necessary to

service the market, the regulator must guarantee public benefits.15 But with technological

change the paradigm bas changed, and basic telecommunicatioos have been opened to

competition. However, regulation is still justified for three main reasons:

(1) Telecommunications is a public service and, as such, requires State intervention.

(2) The market is not completely open because telecommunications are based on the

use ofnetworks. When more than ~ne competitive provider use the same network,

the system requires a regulator in order to guarantee interconnection rights.

(3) Govemments have assumed that, in a competitive environment,

telecommunications providers would not offer the service to unprotitable sectors.

This assumption bas led to universal service obligations.

Even though regulation pursues public benetits, it may also protect selt:serving interests;

the telecommunications seetor is susceptible to such înterests. Sorne studies 5Usgest that

s The Natura1 Monopoly tbcory condudes abat production must be pcrformed by a single cnterprise in
order to minimizc C»Sts. In order CO dcwIop the iDfrasUucIure. sn.nlial iJMsImeDt is n:quired bef'ore
rea1izing ccooomics of scaIe. CoDRqUClltly. die provision ofthe servicebr a siDgIc entity is more efficient
and cœnomically ralionaL The same serviee ofrered by difIèreDl pnwidcrs wouIcl ccnainly ead in a
monopoly. According to the Natural Monopoly tbeory, the Swe sbouIcl replate die serviee CO avoid priee
abuse. Sce O. Teece. .,.elccommuaications in traDsition: Unb...Mlli"ls ReiDtepalion md Compelition­
(1995) 4 Micb.. Tel Tech.. L. lev.• hUp:lllaw.umich.edullIdIr(datearccC8d· 28 January 1998)•
cs Sec D. Railla. "Privatization ofTdec:ollllllUllic:ati ia LaIia America- (1996) 41 AdmiD. L. Rcv.479
at480.
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regulation: (1) is often intluenced by political interests, and (2) restricts market

innovation.7 This thesis argues that most universal service regulations in Colombia are

inetfective pubüc poücies, particularly as they apply to urban areas.

The international community bas highlighted the importance of improving

telecommunications infrastructure in arder to better global weifare. Economie and social

goals have motivated govemments ta enter inta a new era in telecommunications services,

and sorne economic agreements have been adopted in pursuit ofthese goals.'

The laek of access to telecommunications bas been studied in severa! forums. At the 1998

World Telecommunication Development ~onference, which took place in Valletta in

March 1998,9 the Valetta Declaration and Action Plan acknowledged the importance of

promoting private mvestment and fair regulation of competition.10 Furthennore, the

Valetta Declaration emphasized the imponance of evaluating the social, economic and

cultural impacts of telecommunications. Il This thesis considers those social, cultural and

eeonomie factors that should determine the UDÎversal access poücy ofColombia.

7 "[Olne of the major lessons of economics in the Iast fi.fty years is tbat regulation is almost never doue
right for a varicty oC reasons: imperfect information, indusUy -capture- of regulators and 50 OD.- M.
Lemley & D. McGowan, "Lep! Implications of Network Economie Efrects-.
hnp=/Ist1r.S1aDdf'onLcdulSn.R/WorkînLPapersl98_LcmIer_1/ (date accessed: 28 Juac 1998) 1112.6.
1 In February 1997, UDdcr the GcDcra1 Apœment on Trade in Services (GATS), sixty-nine COUDtriCS

es1ab1ishccl thcir c;ommitmeDts relating tG the market 1ibcraIization of saDIe or ail of thcir basic services.
The wro Agreement on Basic Telecommunications Services was incorporated as Ibc Founh ProIacoI tG
the GATS. See L. Silerman. I"""dllctory Note 10 Wtwld T",. OrganizGliOll: AgNe,.,.t on
TelecoftllnllnictllionsServius (1997). http://www.wto.orgIwtoIservicesftcl.bam (date accesscd; 15 February
1991).
9 See International Telecommunications Union. "ITU WorIcI TeIeconunUDicatioDS DcveIapment
Coofereucc Press Releaselt, http://www.itu.cbllICMIOOmlpreulreIcasesIl998191-16.hbnl (date accesscd: 2
April 1998)•
10 Sccibid.
11 Seeibid.
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Telecommunications development is tbreatened by two factors: (1) the failure to

acknowledge regional differences, and (2) the use of telecommunications as an instrument

of"regulatory capture".

If social diff'erences intensify, Colombia will be unable to realize an appropriate level of

development. Access to basic services can be either a way ta distribute economic benefits

or to magnify social ditrerences. According to international comparisons, Colombia is one

of the countries with the greatest disparities in welfare distribution; the average incarne is

thirty times greater in the highest Colombian social class than in the lowest. 12 Ifaccess to

information becomes an important economic factor, the potential for a widening gap will

have a devastating etfeet 00 social stabilitY..13 As one of the most violent countries in the

world, any step that Colombia takes to diminish social distinctions is a step towards

peace. 14

This thesis analyses social and communications inequalities and suggests that universal

access policies must vary according to the oeeds of different regions and people. Firstly,

12 Sec J. ûonzaIcz et O. Argos. "Eficicncia Econ6mica y Distribudôn dc1 Ingrcso" in J. Bcmal. ccL.
Integ,aci6n y EqJlidad: Democ,acia. Desarro/lo y Poillica Social (801018: Vava la Ciudadanfa. 1994) 163
al l77.
13 C. Haody, "Findinl Sense in Uncenainty" in R. Gibson. ccL, Ret/tinlcing the F"tlln: Retlrin/dng
Business. Principles. Competition. Leade,ship. Markets and the Wo,ld (LoDdon: Nicbolas Brealey, 1997)
at27:

Ecooomie progras bas tumed out ta bc an cmpty promilc. Wc bad bopcd tG bave a fiin:r
society. A mare ordered society. A society wbere pcapIc basically Iiwd seasible. quiet. deccDt
lives. And it's IlOt tuminl out Iike tbaL Wc bave socielies wbich are mucb more divided tban
we wamcel tbcm 10 be, bccause iD our rdendess seaICh Cor -dliciençy" _ are polarizin&
oursches iDto the -haws- and the -ilbe-DOIS-••. 50 die rich stiJl pt ridIcr wbile the poor..
poorer, 50mctimcs iD relative and someIimes in absolute tenDS.

14 sec M. Deas ~ F. GaitaD, Dos E1ut:Iyœ &p«:vlalivos Sob~ la Yiolellc;a en CoIOlllbta (Bopd:
FONAD~ 1995).

4
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there are regional conttasts inside the country. Secondly, there is a competitive

disadvantage for the country in a global information society. Although telecommunications

technology is beightening development, it might widen the already large gap between rich

and paor countries.l'

Although the telecommunicatiens infrastructure in Colombia bas grown faster than in

ether developing countries, penetration rates are still inadequate. Telecommunications

underdevelopment is the consequence of structural fallures. Economic, social and politica1

structures detennine the adUal level of penetration and must be considered during the

policy-making process.

The Gap between Rich and Poor Countries

Underdevelopment is attributed to "pervasive market imperfection".16 Developing

countries require a vigorous approach to universal service ditrerent from that utilized in

bigh-incorne economies. Under the current circumstances, global welfare will be difticult

to achieve. 17 While a small part of the world bas easily-accessible telephone service, four­

tifths ofthe worldts population does not have the same facility.l'

IS "Without action on the part of the world collUllUDÏty. tbere is a vay real danger that the &lobai
information society will be global in aamc omy; tbat the world be divided ÏDIO abc -information rich" and
the "information poor"; and tbat the pp bctween devc10ped and cIcvcloping countrics will widen inIo an
unbridgeable cbasm." lTU. wo,./d Telecon"mtnieations Drlelopment Iœport 1998. WClltÎW SIUJIIftaI'Y,
hUp:lIwww.itu.cbltilpublieatioœlWTDR_981wtdr98se.pdf(date acccssed: 1 Apm 1991).
16 A. AmsdeD. A Slrategic Policy Approadt 10 ~",,.,,t InlerwntiOlf (ADn Arbor: The Uniwnity or
Michipn Pn:ss. 1996) al 120.
17 •As wc ncwr ûœ oC n:praIiDg. in spitc oC die marveIaus pmaras or teeImololY. perbaps tweHbiJds or
the worlcl's people baw acver made a pbooe cali.- ft. Cbuia, "IDDavatM 0pIi0Ds Car Rural
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Sorne statistics help to illusttate these discrepancies:19

• Sixty-two percent of ail main telephone lines bave been installed in twenty-three
developed countries, which comprise only fifteen percent ofthe world's population.

• Although sixty percent of the population in developing countries lives in rural areas,
more than eighty percent ofthe main telephone lines are found in urban regjons.

• Eighty-four percent of mobile cellular subscnbers, 91 percent ofail facsimile machines
and 97 percent ofaIllntemet hast computers are found in developed countries.20

• In 1992 the number of main telephone lines in the world for each one hundred
inhabitants was 10.49. In 1996 this number increased to 12.88. While this represents a
20% increase in 4 years, Iittle ofthat increase bas spread ta developing countries.

• There are more cellular phones in Thailand than in the entire continent ofAfiica.
• Ooly thifty-four percent ofhouseholds worldwide have access to telephone service.
• Forty-two million households worldwide are currently on the waiting Iist for telephone

service.
• Six hundred and seventy-six million households cannot afford a telephone connection.

This number is higher than the number of households with telephone service, which is
504 million.

• One-quarter of International Telecommunications Union (ITU) members have less than
one telephone for every one bundred people.

• While more than ninety percent of Canadians have access to a telephone, ninety
percent ofsouthern Afiicans have never used one.21

• There are more telephones in Hong Kong (population of 6 million people) than in the
southern Afiican regjon (130 million people).22

This thesis suppons the hypothesis that two ditferent approaches to universai service are

needed in Colombia, one for urban areas and one for rural areas. In urban areas, effective

regulation of competition can better accomplish social objectives than excessive State

intervention through universai service regulation; the rigid cross-subsidization structure

Telecommunications- (Speech at !TU ConCcrenœ in Intelcvent 97, Budapest. 30 Septcmber 1997),
bttp:l/www.itu.intlcbasialspecc:hcsl1997/indev97.html (date aa:essed~7 July 1998).
II "ApproximalcJ.y 4 billion of the world's S billion people still do not bave a telepbone-. Mody, Baucr cl.
Straubbaar, SIIp'a DOle 3 al xvi.
19 Sec lTU, -rru Rclcascs Key Rcpon on Universal Access ta Telccommunic:ations·
bttp:lIwww.itu.chlnewsmomlpresslrc1eascs1l991198-07.btml(date accessed: 2 April 1998).
20 Sce ibid.
%1 The southcm ACrican rqioa includes AnIO~ Namib" South Afiica, 21mbia. Bocswaaa, TIDania.
Mozambique,~ Swaziland. Lesotho and Zimbawe. Sec S. Tabares, "Helio- Tclcpbone
Communications Law aacl OeveIopmcDt inSoutbcmMrica- (1996) 3 TeIccomm. A Sp. L. J. 23 lit 233.
n SceibitL

6
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currently in place is Dot socially efficient because it does not induce solutions to the

deepest social problems. On the other band, rural areas require more govemment

intervention and participation. The Colombian countryside is characterized by violence,

poverty, migration and regional disparities, and due to these factors, the State must

intervene in order to promote social development. In contrast, in rural areas market forces

aiooe will oot increase the public benefits resulting from the telecommunications

infrastructure. The current universal service policy bas failed to equalize intervention and

mvestment in these two different sectors of the Colombian territory. This thesis u1timately

suggests that policy makers and regulators must concentrate their universal service poticies

and investments in rural areas.

This study is divided into four chapters. The tirst chapter examines the universal service

theory and universal service policies in Colombia. The second chapter analyses the public

benefits of the rigid cross-subsidization structure in Colombia's urban areu. The third

chapter analyzes the structural considerations of telecommunications development and the

impact of this structure on rural areas. Finally, the fourth chapter explains the necessity to

recognize regional differences within the universal service palicy ofColombia.

Developing countries should be infonned about the problems associated with foUowing a

unifonn model ofregulation.

7
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CHAPTERI

UNIVERSAL SERVICE IN COLOMBIA

This chapter descnbes the basic universal service theory and the approach to universal

service in Colombia.

"l dreamed ofwires extending ail over the country and ofpeople in one end ofAmerica

ta/king to people in anolherpart ofAmerica. ,,1J

The concept of universal service was introduced at the beginning of the century by then

AT&T President, Theodore Vail,24 who wanted all consumers ta subscribe to bis

telephone system.2S He believed that the- more lines bis company installed, the more

important the system wouId become. However, few lines made the new service almast

useless.

There are two substantive e1ements to the current analysis ofthe universal service concept.

Firstly, digitalization and convergence have led to increased competition. Seconclly.

universal service is an evolving concept.26 This study shows that actess ta telephone lines

is the tirst $lep in achieving universal service, given that Colombia bas not yet achieved

anything close to complete penetration oftelephone lines.

23 Alexander Graham Bell. quoted in C.C. Miller. -Wbitbcr Uareplateel Acceu Competition?". Book
Rcvicw on Univena! Service: Competition. Interconnection. Md Monopoly in the Malcing of the
Anrerican Telephony System by Ml- MucIlcr Ir.• bttpi/www.lawinclia g eduI (claie ICCCSscd· 8 February
1998).
14 Sceibid.
2S SecibitL
26 Once aunivenal service pal is accompIisbcd. the dcfiaitiOllmay cbaD&c.

1
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1.1 The New EnvironmeDt in Telecommunications

The break up ofAT&T in 1984 started a revolution in the telecom market27 that bas had a

number of regulatory landmarks, including the 1987 European Commission Green Paper

on the Development of the Common Market for Telecommunications Services and

Equipment21 and the 1996 World Trade Organization (WTO) agreement to liberalize basic

telecommunications services. The Reference Paper that forms part ofthe WTO Agreement

states that Ifany member has the right to define the kind of universal service obligation it

wisbes to maintain".29 The purpose of the Agreement is to hoeralize the global market.

However, tbis approach purports to proteet market players trom anti-competitive

regulations rather than obligating them eiTectively to guarantee universal service. It is

worth asking whether, in this era of globalization, markets have become more important

than society and consumers more important than people.

When telephone service was provided by monopolies, the State pursued universal acccss

through rules imposed on the providers. But ooly the most developed countries achieved

any significant levels ofpenetration for telepbone service.

r7 In 1982 the Modificalion oC Final Judgmeut in the United States diwsted ATATs local-a:baDIC
operation by providinl tbc local excbaDlC compaDics \Vith equal ac:œa ta ail tbc intadIanp CIIricn of
IODg-distaDcc SClViœs. Sec A. DllÛcIscn & D. lCamcrschen. TeieCOWJllfJl,,;catiOllS i" the Po.st-Divatilflre
Era (Lexington. Mass.: Lexington Books) al 11.
21 S. Lauda. "The European Community's Raad ta ICIcc:ommUDicaâoDSDcreplation". (1993) 62 Fordham
L. R.
:z9 Sec wro, "Rdcrenœ Papcr. Agreement on Basic TcJccomnnmieations Saviœs", bap=llwww.wto.orgl
presslrefpap-e.lulIl (claie acccaed: 9 Fcbruary 1991). ne RcCen:aœ PIper ÎI iDcorporaIed inIo tbc
œmmi1lllelllSofover60 Mcmber S....
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Within the new competitive telecommunications market, providen might not otrer services

in non-profitable sectors of society,30 which are primarily rural areas composed of low-

income consumers3l that require special protection by the State.32 However, new

technologies bave made network expansion cheaper.33 Funhermore, effective competition

should increase the market players' ÎDterest in acquiring new customers. The question is

whether, in the current environment, law-incame eamers cm be effeetively proteeted by

universal service regulation.

1.% The Tbeory of UDiversal Service

1.2.1 The Problem

A service is "universal" when everyone in a given territory bas access to il. Policy makers

have two main concems. The first is whether people cao atTord universal service and

network development, while the second is how to detine universal service.34 The definition

la "People have a right ta csscntial services rcprdless oC where thcy live or thcir ability to pay.
Govemment Business Enterpri5es have an obligation to take into account suuctural incquities whidl
restriet aa:ess by sonte groups to essential scrvîces. Law income people will be disproportionately afl'ected
by priees changes." Vietorian COUDeil of Soc:ial Serviœs submission 10 a Parliamcntary inquiry in
Australia. For the quotatio~ sec OECD. Univenal &",;c~ Obligations in a Competitive
Telecommunications Environment. Informatio, Computer. Communications Policy No. 38 (Paris: OECD.
1995) at25.
31 Economie and location factors have detcnninccl whctbcr or DOt oue penon bas aa:ess 10 a telepbone
lïne. The fint factor reCers 10 afl'ordability and the seconcl to those aras wbcre the developmcnt oC the
network is more expensive.
32 However, sorne authors do not support the above point ofview. Gwen Urey holds tbat the argument tbat
suppons the necessity 10 extend services 10 the lasprivilcpd secIOrs is only a political discoursc~ "Even in
industrializccl countries, marpnal groups. by dcfinition, arc imlcvant 10 arpmcnIS about suategic
industries.- G. Urey, "Telecommunications aDd Global Capitalism- in Mody, Baucr Il Straubbaar, .pra
DOle 3 al 78.
33 See M. Feldman, -CoIDlDClàal Speech, Transborder Dila Flows aad the Rigbt 10 ComnnmicaIC UDder
IntemalioDal Law· (1913) 17 Int'l Lawycr 87.
l4 Sce C. KirkbaIn, "BuItin& tbe AdmiDisUativc Trust: An ExperûœDtaIiIt AppraIch 10 UDiwnal Service
AdminisuaIioa in TeJecoaununieatioas Polic:y" (1991) CoIum. L. lev. 620 (LEXISINEXIS).
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is important because it determines the scope of services that should be considered

universal in arder ta determine the obligations ofthe providers.

The regulatory process must, in addition to basic considerations, weigh structural factors,

such as history, geography, economic performance and weifare distnbution among people

and regions.

1.1.1 DefiniDg UDivenal Sen'ice

A proper definition seeks an appropriate balance between the interests of the consumers

and those ofthe providers.35 Regulators m~st establish the types of services that should be

considered to be "universal" in arder to guarantee their availability.36 For example, the US

Telecommunications Act of 199637 incorporated, within the scope of universal service, the

obligation to provide advanced services to schools, libraries and health care institutions,

and the Federal Communications Commission (Fee) established subsidized Internet access

15 "Ddining Ihe scope or the universal service obligation represcnts a clelicate balance Too aarrow a
vision of universa1 service and the citizen may he kcpt out of tùll participation in society. Too broad a
vision and the compclitive forces which are the principal driver ofbet1cr saviccs, lowcr priees and pater
ianovation will be bclcl back as new players in the market will be detemd fiom enterin& the lIIIIket.- EC
Commission. U"iwrsal ~rviœ fo,. T~/l!co"",,"nications in the P~"qJI!ctiw 01 F.lly Lib~rtllized

Envi1'Onml!nt~hUp:llcuropa.eu.mtlcnlrcccmUtelccomlenfcbap3.html (clate acccssed' 2 April 1998).
36 Sec Acœss for AD. "Univasal Service-, bttp:l/accesâoralLoqfuniversal.html (date accesscd: 29 lune
1998).
:J7 Sec A. Hammond, lV~ "The TeiccolDIDUIlicatioas Act of 1996: CodifYinI the Diptal Dividc" (1997) 50
'ncUana L. 1.. hnp:llwwwJaw.incliana cdulcgi-biDlprint_bît_bold.pllfclj/publlvSO/ao1JbamJDoncllblml
(date acœssed· 1 February 1998).

Il



•

•

for schools. Telecom providers are opposed to such high obligations.31 High universal

service obligations may hinder firms' competitiveness in local and global markets.

The European Commission bas adopted a restrictive definition,39 which is based on three

arguments: (1) that a broad concept may result in users paYing for services they do not

want,40 (2) that an extensive definition may decrease the interest of new entrants, and (3)

that the EC must achieve its first universal service objective (telephone penetration) before

assuming another.41

1.%.3 The Definition in Colombia

Resolution 087 defines "universal service" to Mean the following in Colombia: "Universal

Service is the minimum group of telecommunications services established from time to

time, of a cenain quality, accessible to the entire population independently of their

geographicallocation at a reasonable priee.,,42

3. The "Education Rate Program" attcmpted to collect SI.3 billion in 1998. Most oC the money came from
long distaDœ providers. In(obeal News, "FCe Will Undcrfimd but Not End Scbool Internet Subsidylt,
http://www.infobcatcomlstorieslegilstory.egi?id=2554601631-ea9 (date acœsscd: 16 June 1998).
39 Community Legislation dcfines universal service as Ifa dcfined minimum set of services of spccificd
quality which is avaiJablc to al1 uscrs indepcDdent of tbeir geographical location and, in the lipl of
specifie Dational conditions, al an a1J'ordablc priœ." EU Commission, FinI Monitoring &port on
Un;vena/ &rvice in T,lecommll1l;cations in the EliropeQlf U"ion,
http://www.ispo.ccc:.befmfosocltelecompolic:y/cnI
unisrvmain.dac: (cIa1c acœsscd: 20 man:h 1998).
40 Sce E. Paul Il G. Mckcnna, "Univcrsal Scrviœ: The EU Approach- (1996) 3 Telccomm. & Sp. L.J~ 213
at216~

41 Sce ibid.
42 Resolution 087 cie Scpticmbre 5 de 1997, an 1.3.65. [Translated by Comisjon de ReplaciOD de
Telccomunicadoacs (CAT.)J [hcreiDIftcrRao/lldon 087).
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It is important to note some distinctions amons concepts. For instance, the ITU

ditrerentiates between "universal service" and "universal access". "Universal service" is

considered to be a developed-countries approach, referred to as a telephone line in every

home,43 while "universal accessIt means aeeess to a telephone line within a reasonable

distance.44 Under these definitions, developing countries should establish Ituniversal

accessit objectives.

In Colornbia, both Ituniversal service" and "universal accessit have ditrerent meanings.

Resolution 087 of 1997 defines universaJ access as "the right that all users ofBasic Public

Switched Telephony (PBST) have to communicate with any other user of the

telecommunications network of the Govemment or with any other foreign

telecommunications network" .45

A third concept to be considered is social telephony. The "Social Telephony Plan" bas as

an objective the operation and maintenance of telephony service for urban and rural users

who, because oftheir incorne levels, cannot pay the entirety ofthe rates for the service.46

It is important to note the difFerences among the three concepts. "Universal aeeess" is a

right for cuneot customers. "Universal service" defines the minimum set of common

services. '·Social telephony" is the public policy that pursues universal service. For the

43 Sec lTU, -World Tdccommunic:ations DcveIopment Report 1991: Univcna1 Access • Executive
SUll1lDllY", bnp:lIwww.iw.cbltilpublic:atioasIWTDll_981w1dr9I1c.pdf(daIe accessed: 2 April 1991 )
'" Sceibid.
4S Sce Ruo/ucion 087, supra note 42, art 1.3.2. [Translated br C.R.T.l.
46 Sce ibid., an 1.3.44. [Translated byCATI
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purposes of this thesis, the term "universal service" is used to descnbe the general

objective ofmaking telephone service accessible to everyone in Colombia.

Universal service is an evolving concept. According ta Resolution 087, the minimum level

of services that should be considered in the range of universal service MaY change in the

future.47 Due to the increase in technology and new offers of services, what today is

considered a new technology might tomorrow be considered an essential service. For

example, the Internet is a new and groWÎDg telecommunications service whose penetration

in Colombia is below one percent of the population.41 According to the National Plan of

Communications,49 by the year 2007 Internet penetration will have reached ooly 2.7% of

the population.50 However, in the near future the Internet may be included within the

scope ofuniversal service in some develope~ countries.

1.2.3.1 The Scope orUnivenal Service

The range of services supplied pursuant to a universal service obligation should not be

more extensive than needed by the country. Universal aeeess obligations in Colombia are

Iimited ta voice telephony. Providers have four basic universal service obligations:51

(1) ta make available public phones, which must be adapted to transmit voice, fax and

data when possible;

47 see ibid., art 1.3.65.
.. ln 1997, there were 164,000 U5Cf5. PeneuatiOIl reacbed 0.5% of the population. Sec Ministerio de
Comunicadoncs. "Plan Nacional de Comunicadoaes". bItp:JIwww.ett.IOV.CO (date aa:cssed. 2 March
1998), table 4.1 [hcreinaftcrPIQII NGCional de Comtlnicaciones)•
.., In 1997, the Minisuy ofCommunications proposcd a NatioDl1 Plan ofCollUllUlÙcations (or the period
1997-2001.1bcPlan is cIividcd iDto lCIl cbaplers. one beiqlbe Social Telephony Plan.
50 Sec ibid., table 4.1.
51 SecRuolllc;on 087, SIIpN DOle 42, an. 6.3.
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(2) to contribute five percent ofgross revenues to the Communications Food;

(3) to ofFer aeeess to telephone books; and

(4) to ofFer special aeeess to people with disabilities.

This range of services is meant ta reflect the capacity of the sector. However, policy

makers have failed to monitor whether phones thus suppüed are in faet used effectively. It

is questionable for the Communications Fund to finance the installation of telephone lines

unless social and economic research documents their use. It seems that public policies

focus on increasing the number of lines for the sake of "increasing the number of lines"

rather than ensuring that increases reflect increased access.

1.3 Measuring Penetration

ltTeledensity", the MOst common measure ofuniversal service, assesses the number ofmain

telephone lines per every one bundred inbabitants.52 However, teledensity weighs the

development of the infrastructure rather tban the level of penetration. For example, with

the advent of the Internet, more lines for residential customers are necessary, but such

demand is restrieted ta tbose customers who already have a telephone line. Consequendy,

an increase in the number oftelephone Iines does Dot Mean that they will he used by people

who did not previously bave aeeess ta a phone.

52 A tcledcuity of 10 iDdieata abat tbae are 10 liDes for each 100 people.
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According to ITU statistics, a teledensity of forty-five impües penetration reaching more

than ninety percent of the population.53 In 1996, the teledensity in Colombia was only

twelve fines per one hundred people.54

Teledensity is a useful parameter for drawing comparisons.5
' However, there are other

yardsticks to determine penetration:~6

(1) Distance. This is measure of the number of lines per kilometer. This criterion gives

a better idea of communication in rural areas. However the National Plan of

Communications does not consider tms indicator.57

(2) Time: This is measure of the number of lines within a specifie number of walking

minutes.51

(3) Other indicators: One telephone per family,59 and one community telephone per

village.60

The current policy in Colombia is based on two indicators: (1) the percentage of people

with aeeess to basic services,6l and (2) the number of villages with access ta main

telephone lines.62

53 Sec: ITU. Universa/ Access Report. bttp:l/www.itu.inlinewsroomiresslWTDC98JWl1)RlsIdOI7.htm
(date accesscd: 2 April 1998) [hereiDafter Universal Acce.u Reportl.
s.- Sec ITU, SIIpt'a DOte 43.
55 rru comparisons amoDI COUDtries arc basccl on telcdcnsity. sec ibid.
56 Sec: UnÏ1le'SflIAce.oU Report, SIIpra note 53.
51 Sec J. Renteria. tlPIan Nacional de TeleœmunicacioDCS VIStO por Dcntrotl• (1997) 4.11 Rcvista
Colombïana de TcIccomUDicaàoncs. bttp:l/www.colcicncias IOV.coIdntelIrevislalvo14nlllvisto.hbn1 (claie
acœsscd: 23 MareIl 1998).
51 Sec lTU, supra DGIC 43.
59 China CoUows a mixcd system: thcre is one telepbone pet family in UJban arcas aDd a rclepbone service
ta every administrative vilIase in nua1 aœas. sec ibid.
60 Forexample. Colombia.
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1.4 Telecommunications Development and Sector Structure in
Colombia

Basic Telecommunications Indicaton in Colombia:*

Figure J

Indicator Value u of 1996
Telephone densitv {Unes in service} 13.7lines Der 100
Telephone density (lines installed) 17 lines per 100
Public Telephone Density 1 Der 1,000
Mobile cellular and PCS density 1 per 100
Line waiting time averaae 8 months
Number offailures per line per year 1.7
Time to tix a line fallure 40% oflines fixed witbin 10 days
Household coveraae ]0010 (estimate)
Range ofrural eoverage From 60% to 72% ofvillages
TV aeeess rate 90010 households
TV per-subseriDtion aecess rate 20% households
Internet access 25,000 users

• International Telecommunications Union, "Case Study oC the Changing International
Telecommunications Environment: Colombia" (Draft Repon. 1998), http://www.itu.chl
wtpflcaseslfinallcolom_O:.pdC(date acc:esscd: 28 April 1998).

Network development is direetly related ta penetration. In Colombia, the number of

telephone lines has inereased slowly. In 1965 there were 365,850 lines,63 and the number

inereased to 878,000 by 1975." In 1985, there were 2,057,980; in 1995 the number had

increased to 4,904,746.65 These statistics show a uniform increase of 230010 per decade.

61 "Scc:ondly, it is the pwpose oC the govemment to accomplish peœtrations of 75% in estrato 2
bouseholds. and 25% oC estrato 1 households in the National level." This amounIS to 15 fines pcr 100
inhabitants in cstrato 2 and S lines pu 100 iDbabitants in estrato 1. Plan Naciona/ de COnnln;Caclonu.
SIIpra note 48 al 6·3.
52 Ibid.. s. 6.
63 Sec Empraa Nacional de TelecomUDicacioues. DelMapan a la Fib,a Optica: Oônica de las
CotmUl;CQCÏones (SantaCé de Bogotâ: GeDIe Nueva. 1995) al 244.
64 Sec ibid. al 253.
155 Sec J. TafiIr~ "DcsarroDo de la TeieCoDfa Social en Colombia·~ Rcvista CINTEL,
hUp:lIwww.coIcicacias.
gov.caIcinlc1hcvi1ta1 (claie accellell' 20 MareIl 1998).
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• Furthennore, digitalization reacbed seventy percent in 1995, which is expeeted to grow to

eighty-three percent by the year 2000."

Despite the raet that teledensity does not measure the number of people who can

communicate, it gives an indication of telecommunications development. In 1996, there

were 13.7 lines in service per one hundred people.67 In comparing the teledensity of South

American countries, Colombia is behind Argentina, Chîle and Uruguay.

Figure 2*

• Bascd on Basic Indicators Intcmauonal Teiecommumcal10DS Umon 1994 and 1991.
•• Density pet km2•

" Sec lTU, Draft. Report, CQ2 Smdy ofthe Ch_ging International Te/eco""""n;catiollS Envi1'onnle"t:
C%mbia (1998), bttp:lIwww.itu.cblwtpflcaseslfiDallcolom_lk.pdf (date accesscd· 28 April 1998) al 6
[bereiDafter Que SlIIoYl·
liT Sec ibid.

Country Population GDP per capita in Main Telephone lines
Total - Density·· US$ per 100 inhab.

Argentina (92) 33.1 - 12 3,945 11.12
(96) 35.22 ... 13 8,042 17.38

Bolivia (92) 7.8 ... 7 660 2.38
(96) 7.59 ... 7 939 4.32

Brazil (92) 156.3 ... 18 2,745 6.83
(96) 157.8 ... 19 4,591 9.57

Chile (92) 13.6 - 18 2,340 8.92
(96) 14.42 - 19 4,714 15.59

Colombia (92) 33.4 ... 29 1,310 8.44
(96) 39.51 - 35 2,044 11.76

Ecuador (92) - 23 1.070 4.95
(96) 11.7 ... 25 1,563 7.33

Paraguay (92) ... Il 1,420 2.83
(96) 4.96 - 12 1,820 3.56

Peru (92) 21.9 -17 2,295 2.81
(96) 23.9 ... 19 2,440 5.99

Uruguay (92) ... 17 3,155 15.72
(96) 3.2 - 17 5,564 20.89

Venezuela (92) 20.7 -23 2,655 8.71
(96) 22.7 -25 3,438 11.74.

•
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Despite the number of lines, the main problem in Colombian telecommunications

development is its focus on urban centers, particularly in the bigest four cities. In 1987,

despite the govemment's efforts to expand the service,61 75% of the telephone lines were

installed in four cities and 94% were in forty urban centers.69

1.4.1 Regulation

The State is responsible for the development, exploitation and distribution of public

services.70 The Ministry of Communication is the policy maker. The Comision de

Regulacion de Telecomunicaciones (C.R.T.)'l is an independent regulator, as established

in 1992. It bas operated independently fro~ the govemment sinee 1994.72 However, the

fact that its members are nominated by the Colombian President73 sugests wlnerability to

politica1 interferenee.

The Ministry of Communications' Decree 1900 of 1990 was the tirst regulatory measure

modifying the telecommunications environment,,.. and in 1994, Law 142 of 1994

introdueed the general framework for competition75 and liberalization.76 Before the market

61 ln 1978 the govemment proposed Ihc National Plan for Rural Tdephony.
69 See Empresa Nadonal de Telecomunicaciones supra note 63 al 256
70 See Constiœc;on de C%mbia, an. 334.
71 Tdecommuniœtions Regulatory Commission.
71 Sce Resolilcion 087••pra DOte 42. bdc VDI.
73 The OlT is œmposed of four membcrs: The MinisUy of Communications and tbRc cxpcns. wbich are
;tppOintedby the PresideDL Sce ibid.. an. 8.7.
74 Market libcraIiza1ion spread tG Latin American COUDIries by 1990. The Colombiall President. César
Oaviria, inuoducccl scvcral morDIS ta the State, iDdudinl relaxation and iDceative tG foœilll ÏJl\IeIbDCDt.
Iabor refOnDS, and market liberalizalion.
15 Sce Ley 141 cie Iulio Il cie 1994. art 2.6 [haeiaafterLey /42).
76 Every pcnoa bas the rilht ta operatc pub1iç savic:a adCIpIÎICS. !ce ibid.. art. 10.
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opened to competition, the structure was composed of one long distance monopoly,

Empresa Nac;onal de Telecomun;cac;ones (TELECOM), and thirty-seven local

operators.77 In 1996, competition started in the local service market.7I Liberalization ofthe

long distance market bas been affected by several obstacles.79 In 1992, the Colombian

President, Cesar Gaviria, developed a process to privatize some public entities.IO The

govemment wanted ta open up the long distance provider, TELECOM, to private sector

ownership.11 As a result, TELECOMs labor union sabotaged long distance

telecommunications for one week.12 Negotiations ended with an agreement ta suspend the

privatization process. So far privatization has not been possible, but competition in the

long distance market started in 1998.

1.4.2 UDivenal Service Policy

Two elements are the backbone of the universal service policy in Colombia. Firstly,

network development is supported by the Communications Food. Secondly, law-incame

consumers are subsidized by high-income consumers. The foUowing describes the main

elements ofthe social telephony policy in Colombia.

Tt see CQSe SllIdyt supra note 66.
7' ln 1996. CAP~ owned by TELECOM Colombia. entereel into competition with the former
monopolYt Emprua • T~/ifonos d~ Bogotâ (ETB).
79 Dcspite lowrnmeDtai d'ons to open the long distance market to competition, the proœa was DOt
successful UDtil Octobcr 1991.
10 This process was caUed -Apcnura-. Sec 1. Ramirez, "The Colombian Apcrtura: An Assasmcnt- in E.
Posada-earbo. ccL. Colombia: The Politics 01R~/onrIi. tIIe Slale (LoDdon: 1nIIi1Ule of Latin American
Studïes University ofLoadon) 117.
1. In February. 1992 the aovemmat proposecl the privaIiDIiOllofm ECOM.
IZ Sec Empresa NacioDaI de TeIecoaaunicacio-. supra DOle 63 Il 2••
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1.4.2.1 Social Telephoay

Social telephony is the public poücy that attempts to supply telephone services to

inhabitants in rural and urban areas who cannot a1ford regular tariffs.13 The subsidy system

in Colombia is ditrerent from that ofother countries because the structure is supported by

the cross-subsidization among customers. In MOst rural regions, the long distance

monopoly, TELECOM, provided the service.14 However, since the introduction of

competition cross-subsidization among services is no longer pennitted.15

Tariffs for public services are established according to economic stratification.16 Subsidies

are granted to the people with the lowest ~comes, and the installation is financed by using

regional17 and national funds.

The system consists on six IlestTatoslt
, Il estrato one composed of the people with the

lowest income and estralo six, of the people with the higbest incomes.19 Subsidies are

granted to estTalos one, two, and three.9O

Estralo 1: 50% ofthe regular tariff.

EstTalO 2: 40010.

Il Sec Resolllcion 087~ supra DOte 42~ an. 1.3.44•
•e Sec Plan Nacional d~ Comllnicaciones~ SIIpra note 48 al 6-1.
as Sec RuolllCiolf 081~ .pra DOle 42.
16 Sec Ley J42, SIIpra note 75~ an.. 86.2.
17 Sec ibid., art. 89.1.
a The foUowingaretbe six resideDtialestratos: 1. Low·low. 2. Low. 3. Micld1c-low. 4. Middle. 5. MiddIc­
bigb. 6. HiJb. !ce ib;d.~ art. 102.
19 Each municipality must clivicle ilS popuIaIïOD IIDODI tbac six estraIOS. Neigbborboods are c1allificd
accordinl to die averqe incomcs oflheir ïnbIbitaD1s.
90 Sec Lq 142,.".Dale 15~an. 99.6.
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Estrato 3: 1S%.

Estrato 4 and Public Offices: Neutral.

Estratos S and 6: 120010.

A persan in es/rato one benetits from the universal access policy in two ways. Firstly, the

installation may be tinanced by the Communications Fund through the local operator.

Secondly, once a customer bas the service, he or she will be given a preferential rate of

50% ofthe regular tarifI: The first mechanism is the social telephony policy and the second

is the subsidy system.

Although this is the national poliey, it is no~ easily applied in every region. While in Santafe

de 80gota there are many users in estratos tive and six, in small towns there are no

consumers in the highest estratos. If there are not enough customers in the highest

estratos, there are no subsidies.

The second nactortf of the policy is the Communications Fund, whose main objective is to

finance universal access. Figure 3 outiines the main tinancial sources and the general

objectives ofthis policy structure.
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Figure 3

Investment (Objectives)

•

1. S% ofgross revenues /1. Community phones

ofail operators "
2. New lines in &fralos:,......--- 1 and 2

2. New licenses and COMMUNICATIONS
Concessions FUN» ~3. Rural householders.

3. Fines ~ "4. Schools, Hospitals
and Libraries.

The Communications Fund bas three main sources of financing: tive percent of the gross

revenues ofaU operators, concessions to new operators and services, and fines imposed on

operators.91 The fund's income is expeeted to grow to US 52 billion in the next ten years.92

The Universal Service Plan bas four main objectives.93 The tirst objective is to install

community phones in those villages without service.94 The govemment estimates that

2,000 villages in the country do not bave aeeess to telephone service. AlI of them should

have service by the year 2000.95 The second objective is to install 1.7 million telephone

lines in eslratos one and two in the next ten years.96 The third goal is to increase

penetration in rural areas. Two hundred and ten thousand lines should be instaUed in not-

91 Sec Plan Naciona/ de Comun;cac;ones, supra note 48 at 6.
9'l See ibid.
9] Sec ibid. al 6-2.
94 Community phones will be installed in lbose scctors wberc bouseboldcrs canaot a8"ord cven subsidized
services. Sec ibid.
9S Sec ibid. al 6-4.
96 Secibit/.
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remote rural areas.97 FinaIly, there is an institutional objective, whieh is to supply aeeess to

information systems to schools, hospitals and public hbraries.

Aeeording to the marketing forecast of the Communications Plan, the number of installed

lines is expeeted to increase nom 18.8% in 1997 to 30.1% by the year 2007, while the

number orlines in service is expected ta increase from 15% in 1997 ta 24% by 2007.

Figure 4 91

Year Espected IDstaUed lines Lines in services Number oC lines
demand Der employee
1997 6,700 lines 5,360 ÜDes 198

18.8% penetration ·15% penetration
1998 7,362 5,840 174

20.3% 16.2%
1999 7,981 6,385 155

21.6% 17.3%
2000 8,572 6,857 139

22.8% 18.2%
2001 9,163 7,331 127

23.90A» 19.1%
2002 9,754 7,803 118

25.0% 20.0010
2003 10,943 8,755 110

26.0% 21.6%
2004 10,943 9,253 103

27.1% 22.5%
2005 11,566 9,757 98

28.1% 22.5%
2006 12,196 9,757 93

29.1% 23.3%
2007 12,827 10,262 89

30.1% 24.QlIO

9T Non-remote rural aras are those thal are no furtber than S ldIomcters fiom the center oC the
mUDidpalily.
• !ceP/QIf NtJCiOllaJ de CO/IIfIIIicacio"a••pra noce 41. fipre 4.1. al 4.3.
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Despite the fact that there was Dot any ten-year plan in previous years, the expected

increase in telephone Iines is the same increase per decade since 1965, 230% in ten years.

1.4.2.2 Funding Plan

Social telephony plans were implemented in 1995. In the tirst year, the Communications

Fund invested $10,198,000,000 pesos (1995 US $10 million), financing the installation of

12,980 new lines;99 9,030 were installed in rural areas and 1,888 in urban centers. lOO In

1996, the Food invested US $7.3 million in the installation of 3,183 new lines in rural

areas, and US $8.6 million for 41,246 new lines in urban areas. lOl One million new lines

should be installed in 1,018 municipalities between 1997 and 2000.

The C.R.T. established the goals that should be accomplished by the Social Telephony

Plan between 1997 and 2000: 102

(1) Penetration for villages must increase from 60% in 1998 ta 10CO/O by the year

2000.

(2) The Fund should invest ooly in the following: local community phones, local public

phones, rural community phones, rural public phones, and private phones in

estratos 1 and 2.

99 see Coasejo Nacional de Polilica EcoDOmica ySoc:ia1 (CONPES), "DoculDCDto CONPES 2925: Plan de
Telefonïa Sadal 1997-2000'" hUp:lIwww.dnp.gov.c:alPublicaclConpeslDocsl77612925.btm (date accessed­
20 lune (991).
100 Seeibid
101 Seeibid
101 Resolucion 067 de Maya 21 de 1997.



• (3)

(4)

The priority is the installation ofcommunity and public phones.

The Plan must be revised annually.

•

1.4.2.3 Financing Rural Areu

The Social Telephony Plan considers three kinds of areas: (1) sub..urban, (2) non-remote

rural, and (3) remote rural. 103 The Communications Fund should finance the total

investment in sub..urban areas104 and non-remote rural regions. 105 In remote areas,106 where

future use rates will not guarantee recovering the investment, the Fund will only finance

the installation of community phones;107 they will be installed in convenience stores and

public places. These kind ofpublic phones ~ust be able ta make and receive callS. 101 ln the

next ten years, the government will invest US 524.2 million in arder to install two

thousand community phones. 109

103 Sce Plan Nacional lM ComvniCDCiones. supra note 48.
104 Sub-urban areas are considcred tg bc smaIl urban œnters. wbich are difl"erent !rom big and
intermediate cilies.
lOS Sec svpra note 97.
106 Those aras that arc loc:ated more tban Skilometers away !rom the cenaer orthe closest villqe.
107 See Plan Nacional lM Connmicacionu. $IIpra note 48 al 6-9•
le. Sec ibid. al 6-9.
109 Sec ibid.
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• 1.4.2.3.1 Social MiBOrities aBd People witb Disabllities

Resolution 087 recognizes some additional obligations for operators of basic services.

Users will also have other rights, suc:h as access ta unified telephone books, and

telephones will be accessible to people with disabilities. 1lO

1.5 The Goal: Universal Access

The goal of the telecommunications sedor in Colombia is to elevate the quality of life of

Colombian inhabitants through its telecommunications infrastructure. III

•

Telecommunications should promote the political, economic and social development of the

country.

The following section describes the structure and the ditrerent assumptions supporting

telecommunications infrastructure.

110 Sec R~solllcion 087, SIlprtl DOCe 42. art 6.3.
III -x.os servicios de TPBC debcr;in set gtUzaclos como insIrumenIo para impuIsar el dcsanoUo politic:o•
ccon6mico y sodal ciel pais con el objeto de eIeYat el nMl Y la caIidad de vida de los babitaDICI en
Colombia.· RuolllciOll 087, ."a..42, an. 2.1.
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• Figure 5

IMPROVE 1lŒ QUALITY
OFLIFE

SATISFY OPERATORS' INTERESTS

PROFITABll.lTY

SATISFY USERS' NEEOS

AFFORDABILlTY

•

In competitive markets, universal service can be explained as a confliet between

affordability and profitability. The confliet can be explained using the foUowing

assumption: Any service has a specifie fair priee. Anything above that priee means more

exeess profitability for the provider and anything below that priee means exeess

affordability for the customer.

Customer and provider Înterests thus oppose each other. Since some people cannot afford

the service, the key for regulators lies in reconciling both Înterests. On the one han~

making the service a profitable business attraets investment. On the other band, making the

service more atrordable attraets customers. In the case of low-income consumers~

regulators seek to find a compromise.
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Figure 6

PROVIDER

MIN--~t--l--+-------MAX

Subsidics

Affordability "Fair Pricell Profitability

•

This simple graphic describes the confliet of interests faced in achieving universal service.

According to the consumers' interests, the optimum price would be zero, and according to

the providers' interests, the optimum price would be the maximum that it could charge a

consumer without provoking cancellation of subscription. A variety of factors cao alter

this equation. Govemment intervention can oblige market players ta offer service to low­

incarne users (subsidies). This relation between the interests of market players and users

might be interpreted as the relation between efticiency and equity.112 The State bas tried to

protect efficiency in order to offer competitive services, and equity in order to guarantee

social justice. At tirst glanc~ competition pursues etliciency and regulation seeks equity.

Cross-subsidies promote aeeess for low-incorne users and bigh-eost areas. The economic

112 Sec GoIl7Jilez. supra DOle 12.
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discussion concems how efficient the protection of equity is through subsidies) and how

efficient the protection ofcompetition is through regulation.

The foUowing section describes the subsidy system as the key e1ement in the current

structure 50 as to find the proper balance to the contliet of consumer and provider

interests.

1.6 The Subsidy System

An adequate pricing system is instrumental in promoting cast efficiency and expanding the

network. Cross-subsidization bas been a common praetice in telecommunications. For

example, telecom providers used to cover the operation of one service at a lower

incremental cost,113 by using revenues from another service.114 Cross-subsidization bas

used the following rate-setting concepts:115

(1) Long-distance service subsidizing local service. The Fully Distributed Cost

methodology distributes costs among categories of services of regulated firms. 116

The regulator allocates common costs of the network between local and lon8-

distance services. ll7

113 "Incrementai c:ost il the addition to the finn's total cost whcn ilS output oC a service cxpands by a
selectecl inacmenL" F. Miller. "Predatory Pridng in Dcn:gulateel TeJcc:ommunications Markets" (1991)
21:2 World Competition: L. & Econ. Rcv. 65 al 82.
tt4 "A aoss-subsidy exisIs wbcn the revenues from one service are used ID priee anotbcr service below ilS
incremcntal costs." A. Larson, "Cost Allocations. Predation, and Cmss·Subsiclies in Tclecommunie:atioos"
(1988) 14:2 J. CorporalionL. 377 at380.
115 Sec L.S. West. "DerepIation TcJecollllllUllÏcaIÏOns: The Confliet Between Competition aDd UaMnal
Service" (1996) 9 DePlu! Bus. LJ. 159 (LEXISINEXIS)•
116 Sec Lanon, SIIprtl note 114.
117 Sec West. $llpI'tl DOle 115.
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(2) Business customers subsidizing residential users. This involves the "Value of

Service Pricing" system. Despite the faet that the cost of providing the service is

the same, the rate is determined by the value the service bas for ditrerent

customers. III While the cost for the provider is the same, the cost for the business

customer is higher tban for the residential customer.

(3) Light users subsidizing heavy users. Through tlat rates for local service, customers

paya monthly rate witbout considering its use.

(4) Urban and Rural areas. Regulation bas been required to expand the network to

tbose aceas with low or nil retum on the investment. The Rate - Averaging system

requires aIl the users ofa service to pay the same price for the service. 119

(5) High-income households subsidizing low-income households. This is the current

structure in Colombia. High-income seetors ofthe population pay more, while low-

inceme sectors pay less.

In Colombia, the fully-distributed cost and rate-averaging systems have been used to

subsidize rural areas. The long distance monopoly bas provided the service in some rural

aceas, and local operators have averaged their rates for rural and urban users.

Nevertbeless, in urban areas cross-subsidization bas benefited low-income consumers. l20

Tariffs for telecommunications services are established according to income levels and

economic stratification.12l

III Sec ibid.
119 Sec ibid.
120 Sec lTU~ "Case Study of the Cbanging lnIcmational Tdccommunieations Environmcnt: Colombia.
DraA Report-~ http://www.itu.dllwtpflr:aseslfiaallcoIom_tk.pdf(date accessed' S May 1998).
111 Sec Lq 142~ -pra noce 75.
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The foUowing example represents the pricing system in the city ofManizales in July 1998:

Figure 7122

In US doUars. 1 doUar: 1.450 pesos.

Min. cbarge per CODlume laltaUation
cali

Estrato 1 1.90 0,007 per min 107.04
Estrato 2 2.27 0,008 128.42
Estrato 3 2.66 0,010 150.43
Estrato 4 3.54 0,013 199.94
Estrato 5 4.24 0,016 239.93
Estrato 6 4.24 0,016 239.93
Industrial 4.24 0,016 239.93
Commercial 4.24 0,016 239.93
State offices 3.54 0,013 199.94

Sorne authorsl23 in the United States have discussed the economic efficiency of the subsidy

system. l24 Kaserman and Maya suggest that fWly-distributed cost pricing maY(!êdûCi) 1,
efficiency losses by more than us 510 billion annually in the United States. l25 Such

subsidies among services~ot permitted under the current regulatory ftamework in

Colombia.

122 Email Crom andres.villcps@usa.nct (Andres Villegas. BiDing Depanment, EMTEL5A) to
monlOf_a@lsa lan mcpn.ca (Andres MODtoya). "Billing Telephone Services in Manizales" (receiwd 21
July (998).
1%5 Sec West. .pra note 115.
124 "An eflident pricing sysICIIl usuaUy cxisI5 wbcn the priee ofa pocl or serviee is cqua! to the maqiDal
cast of produdDg iL" D. Kaserman & J.Mayo. "Cross-Subsidics in TeJecommunic:alions: Roadblocks OR
the Rœd to More InIcIIipat Telepbone Pric:inI" (1994) Il:1 Yale 1. Rqulation 119 Il 123.
125 Sec ibid.. Il 12L
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It is argued that the system creates disincentives to use the service. l26 Furthermore,

subsidies might better be invested by developing new tecbnology. Besides, advances in

technology have decreased costs. On the other band, it is argued that the cross­

subsidization system is designed principally to maintain political support. 127

Despite the faet that subsidies according to the economic stratification is an incentive for

law-incame consumers, it is an expensive obligation for the provider, especially in small

cities, where the number of customers in the higher estratos is a relatively small

minority.121

Tariffs in Colombia are lower than in other Latin American countries. l29 The National Plan

ofCommunications suggests that these tariffs should increase, risking affordability.

126 "Ifthc Universal Service charge were IOWCft long-distanœ rates would drop and die amount of minutes
sold would iacreasc." Ibid
127 Kascrman and Mayo couder the system to be pcmsivc aud iDefticient. Rcgulaton bave DOt adopccd a
more cflicicnt system due to "ïmpodaDt political CODSCqUellœS". Kaserman & Mayot npranole 114 Il
120.
121 In Manizal~ fOf examp~ almost cighly percent ofpublic services usas arc located in the four Iower
cstraios. OoIy tweDty percent is in tbe bigbcr eategOIY, wbich mcans that lWeDly percent ofthe usas must
support tbc large majorily. Consequendy, priees must 10 uP in order tG preserve abc system. SIe
"DesmoDle de Subsidios: Cono CiR:uito- P,riddico [NNsptlpe'J Ltl PGlriI4
bap:lIwww.lapauia.c:omIbo)'02.sbtmI(date ICcClRd· Il NOYeIIIber 1991).
129 Sec Pla NIJCio"Glde ComrnricaciOllU, $IIprtl note 41 al 4.1.
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CHAPTER2

CROSS-SUBSIDIZATION IN URBAN AREAS

"Every exercise ofthe lawmaking function is accompanied by certain tac;t QSsumptions.

or implicit erpectations, about Ihe lcind ofproduct that will emerge from the legislalor's

efforts and theIOTln he willgille 10 that product. ,,1JO

The government can utilize different means to finance aceess for low income customers.

General tax revenues should attend to other investment priorities, and any increase bas

considerable political casts. Consequently, the seetor must distnoute its own resources.

Cross-subsidization bas been common practice in telecommunications. There are two basic

sources for subsidization. Firstly, the govemment pays the provider a subsidy for the

provision of the basic service ta law-incame customers. 131 Secondly, the service provider

direetly finances the provision ofthe service ta low-incame customers. 132

Cross-subsidization is usually associated with economic inefficiency,133 and universal

service may be considered "an instrument for regulatory capture" .134 The foUowing chapter

proposes that the current universal service regglation (USR) in Colombia does not

130 L. Fuller, "The Implicil Laws oC Lawmaking- in K.I. WiDdslon, ccL, The Princip/es ofSocial Ordu
(Dur~N.C.: Duke University Pras, 1911).
131 In Colombia. it is usccl in e1cetricity services.
131 Sec B. Mildlcll & L Vogclsang, TelecollUftflniClllions Pricing: Theo')' and Praclice (Cambridp:
Cambridge University Pras, 1991).
133 Sec ICascrman & Mayo. supra note 124•
134 T. Kelly. "UDiversal Service: An Instnuœnt for RcpIatory CapIurc?- (1995) 2 Te1ecomm. 4. Sp. 1.
1995 al 75.
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necessarily promote the public utility benefits that it purports ta pursue in urban centers.

On the contrary, the current structure restriets competition. Althougb competition is not

an end in itselt: effective competition cao better benefit public interests. Effective

competition, for example, lowers priees. In OECD countries, prices have fallen faster in

competitive than in non-competitive environments. 135 In the Philippines, new licenses were

awarded in 1993. The increase in lines was greater in one year than "in al1 the previous

years added together". 136 Chile adopted different policies ta improve the

telecommunications infrastructure, one of them being ta eliminate cross-subsidization.137

Chile has increased penetration more than any other Latin American country. 131

The following are the main arguments supponing the hypothesis that the curreot subsidy

structure in Colombia does not necessarily further its well-intentioned objectives:

(1) Universal service regulation is wlnerable to the economic and political influence.

(2) The current structure does not encourage social development.

(3) The incumbent monopolies would be injured if universal service were

accomplished.

(4) A rigid tariff structure limits innovation in competitive markets.

(5) With the advent of competition and new technology, low-income consumers are

potential market players.

135 Sec: ibid. al 79.
136 Ibid. al79.
131 Sec Il Buchi. La T'ansformQci6" Eco"dllJictt de Chil~: Del EstatiSllfo a /a Libertad EcoII6",;ca•
(BogOli:No~ 1993).
1. Sec figure 2 aboYc.
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2.1 USR is Vulnenble to Narrow Economie and Political Interests

Despite the faet that regulation seeks to guarantee social benefits, sorne of its

cbaraeteristics suggest that it does not always accomplish its explicit social objectives. The

economic theory of regulation139 explains this phenomenon. It is not the purpose of this

thesis to prove particular economic or political benefits of telecommunications regulation

in Colombia. However, this study presents sorne arguments against the cunent system and

regulation.

2.1.1 Vulnerability of the Telecommunications Sector to Regulatory Capture

Regulation interferes with market performance,14O and such interference may advance or

impede social goals. Sometimes regulators must help one seetor of the economy in order

to proteet public interests. 141 Regulation is the result of different interests. Thus, there are

two types ofregulation: (1) regulation that proteds public interests, and (2) regulation that

responds ta self..serving interests. This chapter emphasizes the economic and political

interests involved in telecommunications regulation.

139 George J. Stigler proposcd tbis thcory in 1971 in bis article entidccl "The Tbeory of Economic
Regulation".
140 See BM. Mitnick, The PolitiCDI Economy of Regultllion (New York: Columbia University Press
RcMcw. (980) al 2.
1~1 For cxamplc, wben die purposc is 10 proœct a sociaI1y SCDSitive scctor because of the employmeat il
gencrates. Tbase mans milbt be lUbeDefill, sublidies, or impon coatrols.
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2.1.1.1 Public Interest Tbeory ofRegulatioD

Telecommunications is a social commodity.142 The State must intervene in order to

guarantee equal aeeess and opportunities, a concept that is based on the assumption that

telecommunications providers will not supply the service to non-profit-generating

consumers. Consequenùy, the State intervenes through reguJation that attempts to correct

market imperfections. 143 This is the .trationale ofgovernment reguJation". 144

The public interest theory of regulation explains regulation as a proeess of seeking public

interest benefits. 145 In telecommunications, ttregulators will adopt pricing poticies that

enhance overall economic efficiency while ~imultaneously promoting universal service't. 146

Priee caps are a common practice used to protect consumers tram market players' abuse.

2.1.1.1 Economie Theory of RegulatioD

')fs a rule, regulation is acquired by the industry and is designed and operaledprimari/y

for ils beneftt. ,,/47

142 "A commodity is defincd as sociaIizcd ifevcry CODSUIIICr is given the oppoltUDity oCequal aa:ess to the
coDSUIIIpÛon oC the good or service reprdlcss oC bis iDcome or weallb.· Sec D. BGs. Public Ent~rpris~

Economies: TIr~o'Y andApplication (AmsIerdam: Elsevier Sc:icaœ Publishers S.V., 1916) al 35.
143 Sec Peacock, infra noie 148 al 8.
144 Ibid.
145 Sec Kascrman~Maya, supra note 124.
146 Ibid al 142•
141 G.I. Snller, "The Tbeory oC Economie Replation· (1971) 1:1 Bell 1. Economïcs & MaDapmeDl
Scieuce (quoWion in Peacack, infra DGIC 148 al 15).
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At tirst glance, market players might dislike regulation because it restriets market freedom.

However, market players can also be protected by regulation because it restriets market

eoUy. Hence, reguJation cao be used by market players to avoid new competition. Some

studies suggest that regulation is used by market players in order to proteet or augment

their profits. l48 Current taritf regulation in Colombia restriets new competitors' ability to

enter because it is difficult to penetrate a market under high universal service obligations.

The economic theory of regulation explains that regulators' decisions refleet particuiar

political or economic objectives. 149 This behavior is also ca11ed "regulatory capture". 150 It

assumes that people are motivated by the same reasons not ooly in their private but a1so in

their political behavior. 151 Consequently, r~gulation is subjeet to political and economic

pressure. Under such pressure, interest groups benefit from regulation. 152 According to the

"Interest-group Theory of Govemment", a1l govemment aetivities can be interpreted as a

response ta interest-group pressures. 153

%.1.1.3 Regulatory Capture iD Colombia?

The telecommunications seetar is particularly wlnerable to regulatory capture, as

suggested by two recent faets in the development ofthe sector. The fiest is the process of

14 Sec A. Peacock. Th~ R~p/atio" Game: How Brllisla and W~st ~nnan Co",ptmi~s Bargain witlt
Govemment (New York: Basic CJackweIL 1984).
1<49 Sec Kaserman & Mayot .pr4 DOle 124.
150 Sec Peaœck. _pra DOCe 148 al 14.
lSI Sec ibid
151 Sec Kaserman & Mayot _pra DOte 124.
153 Sec ibid.
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opening up the long distance market to competition in Colombia. The second is that two

recent awards of license in the telecom sector have been questioned in ligbt of corrupt

practices.

1. Tite liberali:,atioll of the 10'" tlûta"ce market ,""ests vu,,,ertlbility 10 reru1lltory
capture

Competition in telecommunications services was introduced in Colombian legislation by

Law 142 of 1994. However, competition only began in October 1998 because the process

was extremely slow. Political factors account for thîs.

The TELECOM Union paralyzed long dist~ce communications in 1992, demonstrating its

strong political position. The Union's power became even more evident during a period of

political instability between 1994 and 1998. At this time, the President of Colombia,

Ernesto Samper, was accused ofhaving received money from Cali's drug trafficking cartel.

The accusations created the worst political instability in the past two decades. However,

the President gained the support of the main labor unions, including TELECOM. Rad the

government opened up the long distance market ta competition, it would have lost the

union's support. Thus, the govemment was not interested in opening the market, a factor

that benetited the State-owned provider.

The introduction ofcompetition depended on the coming into force ofa Cll.T. resolution.

This resolution should bave bem promulgated ten mantbs after the adoption ofLaw 142 in

39



•

•

1994,154 but a resolutioD was suspended by the Consejo de Estoda. us A new resolution

was promulgated only in 1997; only as a consequence ofseveral acc;ones de tute/a. 156 The

Commission might not be interested in taking the final step in the liberalization process

during a period of political instability, and the government was protected by the Union's

support.

2. Co",,,ptiOft;1I p"blk tulCtiOIlS

Ourlng the same period of political instability, the govemment had the opportunity to

confer new licenses in radio and TV. In the course ofthe licensing process, the Minister of

Communications was caught in a private c~nversation, the objective ofwhich was to favor

one of the bidders in the public process, something he in faet did. One of the President's

supporters was favored in the public auction. 157

The second notorious incident provided the granting of TV news licenses. In 1996, the

govemment awarded new licenses for newseasts on the two main State-owned networks.

The licensing of newscasts by the Comision Nacional de TelevisionJ
SB favored the political

lSt Rcsoludon 014 de Agosto 14 de 1994.
155 The Conscjo de EsIado is the Supmne Court orAdministrative Law.
1S6 ne accid" de trltela is a public procas used CO prolect any penon fiom violation of hisIber
fiJDdamcnral buman ripu. The Co",ision de Regulacid" de TeleCOtll"",icac;ones promulptcd four
n:solutiODS in order CO camply with judges' onlas. Sec Rcsoludon 068 de Junio Il de 1997, Rcsolucion
078 de Julio 8 de 1997, Rcsolucion 079 de Julio 18 de 1997, Resolucion 010 de Julio 18 de 1997, wbich al1
complied wim judicial ordcrs and cstablisbccl the œquiremcJds Cor Resolucion 017.
157 Sec Rcvista Semana. ·Conversaci6n entre Ministros-. bttp:l/semana cam.coIuscrs1scmanalap
181Dacion.bbn (claie aa:essed. 11 July 1998).
15. National Television Commission.
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supporters ofthe President during the politica1 crisis while eliminating the President's main

political rivals nom public newscasts.159

2.1.1.4 The Reaulatory Tbreat

The previous examples are ooly indications of regulatory capture in the Colombian

telecommunications secter. The main regulatory threat is that Universal Service bas

required strict tariff regulation, and this regulation may protect incumbent monopoly

providers. If current universal service regulation benefits market players ratber than

societyt its structure should be modified according to the telecommunications' goal.

2.2 Social Efficiency of the Subsidy Structure

Subsidies to market demand are a social policy based on Itfocalizaciôn". 16O The

government identifies wlnerable groups in the population and grants them subsidies.

The current subsidy structure in Colombia clearly demonstrates incame redistribution

goals. Tbrough a subsidy structuret govemments gain politica1 support. Sïnce it is a social

poliCYt we will concentrate on the social efticiency ofthe current structure.

159 E.g., sec Semana. "La Revancha de MejfaW~ bttp:J/semaM com.coIusersIsemanalnovlOltelevision.htm
(date acœsscd 18 luly 1991).
160 -Foca/izaci6n- is a social polic:y tbat ideDtifies wlnerable SCCIOrs of society and offers direct subsidies
upon dcmancl In LaIin America il was iDUaduced by the Chilan aovem-nt in order ta soM tbe
bousiD& prablcm. Sec Buchi. SIlprtl DOle 137 al 131.
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Regulators bave assumed that low incame customen require a lower tariff in order to use

the service. Despite the positive etfects of establishing subsidized tariffs, they are not

necessarily socially efficient. The following arguments suggest that the structure can

produce the opposite etfects.

1. Teleco"""""icatiolU providers will COllcelltrlJte 011 I,;gla Îllcome CII.Omers beclIIIse il
;s the mastprofitable business

"Empresa de Te/ecomunicaciones de Servicios Agregat/os" (EMTELSA) is a local

operator of telephone service. 161 The finn studied the economic etfeets of the current

stratification structure and concluded that the enterprise cannat afford more than two

customers in the lowest two estratos per every six customers in the highest two

estratos.162 While estratos five and six pay 1200A. ofthe regular tarlft: estratos one and two

pay only 50% and 60%, respectively. In order ta subsidize one customer in estrato one,

the operator needs three customers in estralos five and six. On the ather band, only twenty

percent of the population in Manizales163 live in estratos five and six. l64 This means that if

the operator otTers the service to ail the population, the enterprise would end in

bankruptcy. Consequently, EMTELSA bas had to rejeet applications ftom low incame

customers under the argument of no available telephone lines. 165 If twenty percent of the

population in one city bas ta subsidize the other eighty percent, universal service will never

161 Il is the lœal operalor in the àty orManizales.
162 See Villeps. supra ooœ 122.
163 Manizales is an intermediale city in the ADdean region of the COUDIIy. 115 bas a popnlation of
~roxjmatelyfive hundred tbousandpeop~
1 Sec La Pauia. _pra noce 121.
165 Sec ViIIeps. _pra DOle 122.
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be accomplished because the sector must be profitable to generate those subsimes.

Moreover, priees will finally increase, making the service less accessible to everyone. l66

Subsidized tariffs increase aeeess for some low...income consumers. However, the opposite

etfect is that subsidized tariffs do not encourage telecom providers to otfer the service to

Iow incorne customers. On the contrary, U1Ùess the subsidy bas neutral income effects for

providers, their market strategy concentrates on high-income consumers.

2. Silbsidiu clin pmmote service waste rtltller tlllUl rtltÏollalllse

Communication means are used for ditferen~ purposes, and not all of them ought ta benefit

from universal service policy. For example, economic activity, aceess to emergency and

health systems and political participation are purposes that merit promotion. However, the

telephone can also be used for "uMecessary communications". For example, one CID use

the telephone for gossip. In the Colombian society, such conversations cao last for hours.

When a subsidized service is used for gossip and "useless" conversations, subsidization is

not accomplishing ilS purpose. However, it would be impossible for the telecom provider

to ditferentiate between useful and useless conversations. One system might be to create

usage caps; once the use has reached the cap, the user would lose the subsidized tarit[

When the budget of a customer is limited, he/sbe must ration its use. Consider the

following example.

166 Sec Buchi..pra DOte 137.
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A seeks a telecommunications service. Ns economic capacity ta afford the service is "IX".

However, the price is 2X. In order to equalize Ats capacity and the price, there are two

options:

Option 1: To reduce the price (2X) to IX througb a subsidy.

Option 2: Telecommunications tarifFs depend on the use of the service. Consequently, in

arder ta equalize the capacity and the price, the user will use the service less than someone

who can afford the total price. Because of A's economic capacity, A will have ta use the

service ooly half of the desired time. This is rationing. Subsidization restriets operatorst

interest in the law-income market while failing to cansider the consumer rationing

alternative.

J. Effective competition can hetto redllce prices tllan goverllllleltt intervention

"One key 10 the formulation ofappropriate deregulatory policy is the recognition that where

competition is effêctive. the market regulates the activities offirms far more surely in the public

interest than can be achieved by the besl ofpublic-utility style rep/ation".I61

Under the current conditions of technological change, a market with efficient competition

can weil serve the public interest. This assumption favors the emergence of a multi-

supplier private sector. However, it is commonly argued tbat public policies should not

favor market players in sensitive sectors such u public services. Politically, it bas been

161 R. W'1lli& ·CoDlCllablc Market Tbcory and ReguIatory RcCorm- in 1. AIIison &t D. Tbo~ cds.~
T~/~co""".,,;ctlliolU DeNgultltiOff: Mar.t Power' andCœtAI/OCIIIiOlf /.,u (New York Quorum~
1990) 103 al 104.
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easier to promote a clear social policy such as subsidization rather than favoring market

forces. 161 The former Finance Minister ofChile, Hernin Bucbi believes that the challenge

of the government is not to favor the private sector. The real task is to persuade people

that the market can be more efficient in deüverlng social benefits than State intervention. 169

The faet that competition is possible in the telecommunications sector does not guarantee

that competition per se will inccease public benefits. In the absence of significant market

power,I70 the presence of competitors or the lack of barriers to market entrances will

control priees. Incumbent providers will maintain affordable prices, and competition can

increase the number ofcustomers while reducing priees. 171

Competition is effectively proteeted under the current regulation. l12 The reguIation also

guarantees interconneetion rights and establishes a different tariff structure according ta

market power. Resolution 087 of 1997 establishes three ditferent kinds of tariffs: (1)

regulated taritTs, (2) supervised tariffs, and (3) tariff freedom. l13 Regulated tariffs are

established for those providers with market power. Whatever the tariff regime, providers

must maintain the subsidy structure.

161 An ïnhabitaDt with DO ccooomiç background will believc tbat a tariff favoring low income people is
equitable. Howcvcr. policy makcrs cannot provc the soc:ial justice orstructural policics tbat CVCJUUaIly will
reduœ priccs for all.
18 SecB~ .pra note 166 al 155.
110 Market power dctcrmincs scvcral regulatory coaditions. For cxample. in CoIombia il dctcrmincs tbe
tariffsystem. In Germany. market power deIemùncs die identity orthe universal service provider.
171 For cxamplc. duringlbc first two moDlhs ofcompeIi1ioa in tbe long distance market, priees decIeascd
~more tban fifty percent, which il equivaIent ta tbe subsidiud priee in cstrato one..
1 Resolucion 017, .prQ DOte 42, litle m.
173 Sec ibid.. an. 5.1.
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Nevertheless, as is discussed in the folloWÎDg section, subsidies cm dissuade the entrance

ofnew competitors. The theory ofperfect1y contestable marketsl'" suppons the argument

that in the absence of market power, effective competition is the best way to serve public

interests. 175 Public style regulation cannot guarantee public benefits in the same way as

markets can. 176

4. The subs;dy st1'IIcture is " regulatory banier ID New entry Md CIIp;t'" ;11 tlle sector

The current rigid subsidy structure does not in itself impede new competitors ftom

entering the market. However, it does discourage investor mterest because of the high

operating costs it implies. Entrepreneurs seeking profitable opponulÛties for entry will

enter iota a market if they can otrer better priees than the incumbent provider and if the

service will still be profitable at these lower prices. 177

The current pricing system forces new entrants to compete for the small segment of

estratos five and six eustomers sa as to offset the unprofitable subsidiezed customers. But

this puts them in a priee squeeze, since they must lower estratos five and six priees to get

those customers, which in tum makes subsidized customers, paying a fraction of estralos

five and six priees, more expensive.

174 Sce Willig. .DIpra note 167.
17S Sec ibid. al 104.
1'6 -'t is equaIly valid aad widely UDderstoocI tbat public-utility style replation. DO matter bow well
ÎlUCDtioned and skillfbI1y implcmcmcd, caDIIOt succccd in adûcviDg the samc beDefit for the œuuming
public: as competition wouIcl providc ifit were viable.· Ibid. al 104.
117 Sec ibid.
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The telecommunications sector requires high investment. Recent history shows that the

State was unable to invest the high amounts ofcapital tbat the sector requires. Ifinvestors

are discouraged trom investing, this affects competition negatively.

The system denies the less privileged population access to the market place. It does not

trust their ability to ration use. In addition, it limits social justice to satisfaction of needs

rather than orienting public policy toward deeper social structures such as unequal

distribution ofincomes. 17.

s. Tlae tariff structure does Ilot lIecasarily embody tlte redimiblltioll prillcip/e ;1
PUrslles

While incomes are thirty times higher in the highest estratos than in the lowest,l19 the

prices of public services are no more than three times lower. Therefore, redistribution is

only partial. Funhermore, even at subsidized prices, universal service is a far off' dream in

sorne seetors of society.

If the provision of the service bas a priee, under current economic conditions universal

service will not be possible in severa! regions. It is not possible for people whose daily

income is less than US 52 to atrord private service. The foUowing example iIlustrates tbis

problem:

17. Sec Gonz3lez & Arlos. _pra DOle 12 al 17S.
l79 Sec Introduction. abave.
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Consider a new user in estrato one in ManizalesllO whose monthly income is the minimum

wage (US SI80). His family is composed of bis wife and two children. Ifhe makes phone

calls an average ofonly ten minutes per day, he will pay approximately US S6.111 Despite

the fact that the installation charge is deferred for eighteen months, the monthly charge is

US $14. 112 The total charge during one month would be no less than US 520. Telephone

service becomes unaffordable according ta bis incame and expense priarities.

In the absence ofdownward competitive pressure on overall prices, the subsidization of a

high cost service produces a somewhat lower cost, but nevertheless high cast subsidized

service.

2.3 The Incumbent Monopolies Do Not Benefit from UDiversal Service

It might be a contradiction ta propose that the incumbent monopolies, which are the main

supporters of the universal service policy, do not benetit ftom the regime. However, this

hypothesis will be supponed based on some common sense suggestions. Figure 8 proposes

sorne links among what is required to accomplish the goals of the telecommunications

system.

The purpose of telecommunications is ta promote the political, economic and social

development ofthe country.

110 The SCVCDIh bigcst city of the COUDIIy. Il is locaICCl in the CIIIIer mile. Ils telcpboœ providcr is
EMTELS~ which was the first in the COUDIIy to o8èr shares for new iJM:stors.
III Sec VtllCIUt _pra note 122.
InSee ibid..
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Figure 8 descnbes the effort to extend the benefits of universal service both ta operators

and customers. The State is responsible for creatins a propitious environment for

accomplisbing the universal service goal. In arder to do so, the interests of usees' and

providers' must be satisfied. Figure 8 sets out the logical links between the goal and the

requirements to accomplish it. 114

Goal (A) ofthe system is universal service in competitive environments.

A-8: In arder ta accomplish universal service, the State must satisfy the operators'

economic interests. Otherwise there would not be private operators.

A-C: In arder to accomplish universal service, the State must satisfy the users' needs. Ifthe

system does not satisfy users needs, no one. will use the service.

There is an obvious relation between the goal and its main requirements. However, the

purpose of this section is to question the social benefits of universal service regulation.

Consequently, two simple hypotheses are proposed with a view to exploring the logical

links between them.

lM see E. Goldratt, W1f1l1 is Ibis lhing ca/led Theory o/Constrtli"tsadhow slrould il b. illlJ1le..,,'ed?
(New York: Nonh River~ 1990).
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RYPOTHESIS #1: WbUe operaton r.vor uDivenalservice dereplation, ulen r.vor

uDivenal service replatioD.

Universal service reguJations are all those universal service obligations that are imposed on

the providers. These obligations can be divided into three categories: (1) contributions ta

the Communications Fund, (2) the subsidy structure, and (3) the provision ofthe service ta

a specifie number oflow-income customers.

For each of these categories, market players would appear to favor universal service

deregulation, whereas consumers would appear to favor universal service regulation. This

need not always be the case, liS but it is a hypothesis that supports Itcommand-and-control"

public utility regulation in universal service. The hypothesis can be elaborated as foUows:

B-D: In arder ta satisfy the operators interests the State should DEREGULATE universal

service; because:

(1) the more regulation, the less economic freedom, and

(2) universal service obligations are expensive charges.

B-D: In order to satisfy the users' needs the State should REGULATE because:

(1) the State must intervene in arder to correct market inefticiencies; and

(2) regulation is required in arder ta supply basic services to everyone, which means

that regulation is required in arder ta accomplish UDiversal service.

Ils Some operaton might be ÙltCrated in somc Idnd oC replatioa ÏJl order to be pJOlCCted apiDIt. œw
market entraIItS. Somc usas will considet that thcywill bene&t tiom dcrepIation as weil.
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From this we CID derive the foOowing postuIate:

Postulate 1: "Universal service repladon" is required ;n arder ta

accomplish unÏllersal service. Ifuniversal service ;s accomplished,

"universal service regulation" will not be required

HYPOTOESIS #1: Univenal service regulation benefits incumbent monopoly

providen.

Despite the fact that usa obligations are an expensive charge for telecom providers, sorne

providers might economically benefit trom .these charges. The main argument is that USR

proteets incumbent providers trom new market entrants, which translates ioto less

competition and more market power. Furtbermore, as previously discussed, usa can be

an instrument of regulatory capture in Colombia. The foDowing are sorne USR measures

that protect the incumbent monopolies:

(1) New entrants in the local market must have the same number of law-incarne

consumers as the former monopolies. l16 Universal service charges imply risles to

profitability, which makes the market less attractive.

(2) Communications Food mvestments: The Communications Fund bas financed the

installation of new lines since 1995. Most of these lines have been installed by

52



•

•

incumbent monopolies, which means that former monopolies have benefited ftom

the Communications Fund's investments. l17

Despite the faet that regulation seeks to protect the competitive environment, the usa cao

thus proteet the former monopoly providers tram new entrants.

From this wc can derive the following postulate:

Postulate 2: Incumbent monopoly providers beneftt from

unillersa/ service regu/ation.

This consequence questions the validity ofthe hypothesis that ail operators are interested

in universal service deregulation.

CONCLUSION

Now, we cao bring ioto consideration both postulates in order ta draw some conclusioDS.

Postulate 1:

"Universal service regulation" is required in arder ta accomplish universal service. If

universal service is accomplished, "universal service regulation" will not be requieed.

111 Sec CONPES, SIlJl'tlIlOle 99.
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Postulate 2:

Incumbent monopolies benefit nom "universal service regulation".

Postulate 1+ Postulate 2:

If "universal service regulation" is oot required~ incumbent monopolies will

not benefit from "universal service regulation", which means that the

incumbent monopolies do not seek universal service. In other wards, "the

lformer monopolies need the universal service problem".

If the universal service problem disappeared, monopolies would be in trouble. This is the

great contradiction of "universal service regulation": The State is trying to solve the

problem through players that would not benefit from solving il. After~ one of the main

arguments for avoiding liberalization is the universal service problem.

It is not the purpose of this work to suggest extreme positions. Incumbeot monopolies

have supponed access to basic telecommunications in Colombia. They have supponed the

infrastructure that permits aceess in rural areas and low-incorne households. However, in

the current competitive environment, regulators should be mindtùl of the potential

contradictions of the system. USR does not simply benefit the public interest; it aise

benefits market players.
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2.4 A Rigid Tariff Structure Restricts lanovation and Limits Low­
income Eanen' Potential as Market Players

"Casting one's nets very wide, one may ftnd lhat virtual/y ail laws, regu/alions. and

po/icies aimed at a country's economy are bouM 10 affect ils performance in invenlion.

innovation, and the application ofnew technology"./88

Competition has market benefits. It dernands of market players ongoing improvement,

efticiency and innovation. Innovation is the great advantage of competitive markets.

Hence, if innovation is constrained in non-competitive markets, the market will rail ta

improve.

Regulators begin with the assumption that telecommunicatioo providers are ooly interested

in high-income customers. However, telecommunications providers are interested in

serving as Many customers as possible. The notion that low-incarne earners are oot part of

the market is challenged by new technologies such as new kinds of public phones,

electronic cards allowing prepayment options,I19 cellular phonesl!JO and Personal

Communications Systems. There is a market for ditrerent communications needs that can

be satisfied through different approaches. For example, while in sorne sedors the

installation of private lines can be profitable, in other sectors, the installation of public

la G. Roselier. The Economies ofProduction andInnovation (Clcvcland: Butterwonh Heinemann, 1996)
at 252.
ln See M. MueUCl. "Telcœmmunicalions Acc:ess in the Age ofElccuonic CoIDlllClCC: Toward a Third­
Genaation UnMnal Service Policytt (1997) 49.3 Federal Communications L. J. t

bttp:lIwww.Iaw.indiana edulcgi-biulpriDt_hit_bolcLpllfèlj/pubslv49/no3/mueUcr.b1ml (date acc:essed- 8
Fcbnmy 1991).
1.. Despite the fact that lIIGbiIe tariffs are more expensivc, il is a chcaper option mmme rural lIaS.
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phones is necessary. Other services might be provided by shops seUing per call access to

cellular phones. The best way ta explore these possibilities is to promote innovation by

telecom providers. Telecommunications providers CID be 50 innovative to communicate

low-income customers as other industries.

Traditional universal service poticies, such as cross-subsidizatio~ rocus on the opposed

interests of providers and users. 191 The policy fails to focus on an important common

interest, which is ta increase the number of customers sa as ta increase the value of the

network. Herein lies an incentive to pursue universal service. Both providers and

consumers need more subscribers. The more subscribers are attached to the network, the

more useful it is for the consumer. The ~ore subscribers, the greater the economies of

scale that can be obtained by the provider and the greater the revenue base.

A universal policy that focuses on these common interests cm obtain better results than

one that does not. For example, regulators will consider providers not ooly as profit

seekers but alsa as universal service seekers. Thus, regulators will concentrate on creating

the appropriate environment to al10w market players to increase their profits through new

customers. Where market conditions allow telecom providers to seek new customerst the

State should restriCl the raie ofregulation. This is the case in the main urban centers.

In most urban areut market forces cao define the best way to penetrate the low-income

market. The role of regulators is Dot to constrain the market, but to create incentives to

Iii Sec fipre S. abcwe.
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investment, penetration and universal service acmevements. For example, the reduetion of

the gross revenue contributions ta the telecommunication tùncL tax exceptions, and

financial assistance for investment are ail economic incentives that contribute ta the

operators' own goals.

Despite the specificity of the teleeommunications induStry, other ecanomic sectars provide

examples of how some market players can concentrate marketing activities on law-incame

consumers. l92

2.5 (ncreasing Access in Urban Areas

The obvious problem is the limited capacity of law-income eamers to atrord service. It has

been assumed that the poarest sectors of society cannat affard basic public services

without preferential rates. Hawever, atfordability is not a matter of tariffs, but aise ofthe

means ta pay for them. When a family's budget is short, it is more appropriate ta distnoute

expenses according ta the distribution of the incarnes. For example, for law-incarne

consumers, it is easier to pay every month than every twa months. l93 The policy should

take account ofspecifie consumers' payment facilities. l94

192 For cxample. automobiles aud airliDes.
193 ..Affordability is DOt just a maucr of priees and thcir evolUlion but c:onccms tbc ability to monitor lIId
conttol expenditure and exploit Iariff' aDd billing plans that bat suit user needs.- Eumpcan Collllllission.
'Yust MODÏtoring Report on Univelsal Service in TcIccommunicalions in the European Union.
http://www.ispo.ccc.befmCosocJtlccompolicy/ealUIÙSIVIIIIÙLdoc (date accesscd- 20 March 199B).
194 The European Commission bas idcnâficd die (oUowina masures 10 bclp conswners control
expenditures: "(i) itemized biUing (ii) pœral or seIcctM CJUIIOÏDI caIl barriDl 10 basic or premium
services (ml pre-clctenDiDccl œiling oCameNDt spead on telephaae savice or (iv) prc-payDICDIS ofbiIII".
European Commission. .p'tll101e 193 al 16.
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While salaries in the lowest estratos are usually paid every two weeks, telephone bills are

charged on a monthly buis. This simple factor creates payment troubles. Long-term bills

are less affordable for people whose resources are limited. The spending babits of people

with low incarnes are ditrerent tram those with high incomes. The tendency is ta use public

phones according to specific needs. The following example bas been considered by the

Fundacion Carvaja/ in CaIL Colombia and provides a useful illustration:

Generally speaking, people in higher estratos buy food and groceries on a monthly basis.

They have stable and higher salaries. On the contrary, most people in estralo one do not

have stable salaries. Most of them work in infonnal activities. 195 Their incarnes and

expenses depend on their daily aetivity. B~sides, liendas or convenience stores play an

imponant role. The Fundacion Carvaja/ identified the following charaeteristics: (1) low

incarne eamers in Distrito de Aguablanca196 use convenience stores instead of

supermarkets (which are far away trom the zone), and (2) food and groceries in

convenience stores are more expensive than the same produets in supermarkets. However,

inhabitants in Distrito de Aguablanca use tiendas because they are closer to their residence

and more convenient when shopping on a daily buis. Rather than tryÎDg to change these

habits or creating non-profitable supermarkets in the zone, the Fundacion Carvaja/

created a Cooperaliva de tenderos. l97 The Cooperative is managed by the community.

195 In 1990, inCormailabor was My-four perc:enl of the totallabor aclivity. Sec L. Sarmiento, "PoUtica
Social: Estralqia para Ulla Colombia Modcma- in J. Bemal. IIItegracion y EqIIit/Qd (Slmafé de Bopca;
Corporad6n S.O.S. Colombia. 1994) al 283.
195 Distrito cie Agublanca is the poorest scctor in Cali. Pive lwndRd thon• net people iDhabit the JeIÏOD.
Ils main characteristic is the Iack ofaa:ess tG public saviCCl.
191 The ·Cooperativa de TCDdcros" (ConvenieDt Stores CooperaIiw) il a lJpe of supermarkct exduIively
used by "teDderos". Priees in this cooperative are lowt becauIe tbe iDtermediaries beuwa the pmducer
and the "1cDdcro" bavebccn reducecllt is one usefiIl way ta reduce priees wiIbout any subIidy.
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Produets are sold to "tenderos,d98 at lower priees because there is no intermediary

between producers and the Cooperative. The owners ofconvenience stores cao obtain the

lowest market prices, which finally benefit the consumers.

This example illustrates the spending habits in low·income seelors and the importance of

finding mechanisms that decrease market prices rather than subsidizing demand. For

example. organized communities can promote public information centers. Ifthe centers are

buitt with community participation, they can offer not ooly basic but alsa advanced

information services to the community.

Access to Public Phones:

The Comision Reguladora de Telecomunicaciones issued Resolution No. 115 in arder ta

increase universal access through public phones. l99 ln the future, public phones must fulfill

universal service requirements such as the possibility ta receive calls and free aceess to

emergency numbers.2
°O

Public and private providers in competitive environments can consult specifie community

needs in order ta detennine the kind ofservice that should be otfered.

,. Tenderos are the 0WDCrS ofCOllWlÙcnœ stores.
'w Rcsolucion liS clcOctubrc 2 de 1991. CJlT.
200 Sec ibid.
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CHAPTER3

STRUCTURAL APPROACH TO
UNIVERSAL SERVICE IN COLOMBlA

Universal access depends not only on the so-called "universal aceess policies", but also on

structural considerations. The most important structural solution is to increase efticiency at

the tirm and industry levels ofthe sector.

Developed countries have high rates of telephone penetration. Development cao be

explained trom a structural viewpoint,201 which describes economic growth as the result of

a historical process.202 Productivity depends on facilitating the creation of economie

struetures,203 which include three main levels: (1) the firm level, (2) the industry level, and

(3) economic relations.

Universal service policy should be based on structural considerations. Specifie

charaeteristics of the country have determined particular polieies, which must ditTer ftom

one region to another. Every region bas its own economic, social and cultural factors, and

when these factors do not facilitate telecommunications development, there are structural

failures.

201 See R. Lipsey & C. Bckar, ttA Sttuetura1ist View oCTechnica1 Change aDd Economie: Growth- in T.
Courcheœ, ed., rechnology. Information QIId Prlblic Policy (KinpIon: John Deutsch IDstitute Cor the
Study oCEconomie Polic:y QuecntsUniversity, 1994) al 9.
:m Sceibid.
:m Sceibid.
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3.1. Economie Relations

Despite the raet that the telecom sector bad CoUowed a command system even in the

capitalist world,204 market-driven economies, in contrast to planned economies, have been

more successful in offering their population a means of communication. Countries of the

former communist black used to provide the clearest examples ofcommand econolDÎes.205

These countries were unable ta accomplish high levels oftelephone penetration.

The approach taken by Hungary in the transition to a market economy is a good example

of a market-driven approach to the sector that bas been instrumental in developing

infrastructure.

3.1.1 The BUDgarian Eumple

According to the llUs World Development Repon, Hungary had the highest increase in

telephone lines between 1992 and 1996.206

:!OC The sector was charaderizcd by strong relations betwcen the govemmcnt aDd Providcrs. nctwork
~g and priœ setting.

Sec C. Hill. JlflemaliQna/ BllSinus: Competing ill the Global Marlœtplau., 2ad ed. (Chicago, UDited
SIaIes: IrwiD., 1997) al 39.
- See rnJ.. IIIprt1l101e 43.
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The country was able to double the number of lines within four years. This increase was

not accidentai; the Hungarian govemment adopted severaJ key policies.

Hungary was the first communist country in Central and Eastern Europe to move towards

a market-driven economy.207 Although this new economic orientation took place after the

collapse of the communist system, Hungary had begun to emulate the world market even

before the mid-1980s.201 International long distance rates were liberalized after 1986. At

the beginning of the 19805, a "competitive pricing system" was introduced as a general

economic palicy.209 This preliminary approach was unsuccessful, but it was instrumental in

~ See R. Wood et E. Tahnacsi. -Privatizaûon ïnHungary- (1995) 23 ml' Bus. Lawyer 243 al 243.
D In the seventies Hungary implemcnteel some markct-oriemecl modifications ta die centraIly planDcd
economy. See lTUt FinQlfc;al Pro"."",ing QlfdPoltcy: The Case ofHlI1Igary ( Washjnaton: lTUt 1992).
:zog Sec A. TOrat. ·CompetitionPolicy and De-lIlODOp)lizaûon inHungary Mer 1990· in B. SIay. ccLt ~­
monopolization and Competilion Policy in Post.co"""""ist Economies (lblkler, Cola.: Westview Press.
1996).
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preparing the country for its transition to a market-driven economy. Hungary started its

transition ta the new economic system by establisbing an adequate legal ftamework.210

Although Hungary was more reform·oriented tban most of the communist countries in the

1980s, its te1ecommunications services remained unmodified in a single organizational

model that was centrally-planned. It had a single monopoly provider and central

administration.211

The following features characterized the Hungarian model:

Telecom development as a priority: In 1988 the government considered telecom

development a national priority. A serious modernization effort required greater

investment and special consideration of so~al ditTerences.2l2

Long-term effort and visioll: The govemment fonnulated a ten·year plan. The plan was

discussed by Magyan Postats2
l
3 and the Ministry of Transport, Communications, and

Water Management. The 1990·2000 plan was based on liberalization, dereguJation and

privatization.214 This plan established specific goals that have been accomplished during

the decade.215

210 The Company Act of 1988 wu establishcd ta regulate the ncw ecooomic associations. Act XXIV of
1988 wu introducecl ta regulate Foreign Investment. Hungary bccame the tùst counlly in tbc region to
pass legislation establisbing tbc fimdamcnlals ofa market economy. Sec Wood, SIIpra lIOIC 207.
211 Sec E. Whitlock. -Natural Monopoly Replation: A Comparison of Hunprian aDd Ruaiaa
Telecommunications- in SJay. supra note 209.
212 Sec ibid.
213 Magyan Posta was the monopoly provider bcfoce privalization.
214 Sec P. HoMth. .,.cIccommunicalioDS in Hunpry- in G1 Pi~ ed., Eœt~m Evope: /"/omuJIiOlf ad
CommrmiCDlion T~clrnology CJrall~"gu (HUDpry: TlDE 2000 a.tJB, 1990) al 107.
215 For iDftnœ.. abboulh the pal for 1993 wu to ofIèr 13 liDes pu 100 peaple. by tbis yearthae wcre IS
lincs pet 100 people.
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Modemization: The process commenced by building an entirely new digitized network

over and around the existing analog network.216 ln spite of its high initial costs, this

strategy was chosen because it could introduce new technology at lower casts over the

long run.

Attention to the particularities of the sector: The Hungarian govemment understood that

teleeommunications should not be govemed by general legislation. Thus, the govemment

promulgated the Telecommunications Act. On the other hand, one failure of the Russian

reform was to use general legislation.217

Participation: Local and regional groups eomplained about low density targets and scarce

installation of lines in residential areas. The govemment was forced to modify the

modemization plan. Public opinion played ~ active role and was instrumental in ereating

the Communications Fund. The main purpose ofthe Fund is to guarantee universal aceess.

The Hungarian Govemment adopted the following policies:

Strategie Plan 1990-2000: This was based on strong financial Învestment virtually

independent ofState financing.

Legal reform of the provider: In 1991 MATAV wu transformed ioto a whoUy State­

owned joint stock company, the Hungarian Telecom Company (HTe).211 State ownership

was initially required to guarantee the control ofthe plan.219

216 Sec Whitlock. SIIp'a DOte 211 al 204.
217 Sec ibid.
211 Sec ibid.
219 "MalaY was traIISformcd into a US-style telcpboœ lIClWOrk, splittiD& local opcntors ÛOIIl the DIIioaa1
compaay aad paYÙII the way Cor competition-. Wood. supra DOle 207 11246.
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Privatization: HTC was privatized in 1993.220 Thirty percent ofthe company was acquired

by a joint venture between Ameritech Corporation and Deutsche Budespost Telekom.221 In

1995 the govemment sold forty percent of ilS participation in Magyarcom (the new name

ofthe Corporation). The same foreign joint venture paid US 5852 million for an additional

37 percent. MATAV became the fust operator in the former Communist black to have

majority foreign ownership.222

Legal obligations were imposed on the provider: Providers are obliged ta increase the

number of main telephone lines by 15.5 percent annually. As of 1997, the waiting time for

installation was not to be more than twelve months.

Local infrastructures. Despite the fact that local network expansion was left to local

communities and campanies, MATAV w~ obliged to add 350,000 lines thraugh these

companies.

Adaptation of the Regulatorv Framework: The 1992 Telecommunications Law oifered

market access and opened private investment.223 The priority was not universal aceess but

rather the modemization of the infrastructure. According to the ten-year pl~ ooly after

the most profitable markets were served, in 1995, would MATAV be required to transfer

its resources to less profitable settors.224

220 See L. Conner, "Tcleœmmunieations in Formcrly Communist œuntries" (1996) 48 Admin. L. Rev.
463 at474.
221 See ibid.
m Sec ibid. at 475.
:2) See ibid.
224 Sec Wbidock. SIlprallOlC 211 al 205.
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• The Hungarian approach to the telecommunicatioDS sectar is a good example of how

regulation can take into consideration structural failures and favor market forces.

Increasing line penetration does not ooly depend on so-called "universal service policies".

3.1.2 Economie Relatioos in Colombia

3.1.2.1 Economie Relations

Economie performance is a key factor in penetration. The greater the Gross Domestic

Product (GDP)~ the higher the levels of penetration. The foUowing comparison of South

American countries illustrates the influence ofGDP on the number oflines.

Figure JO

Teledensity and GDP per capita in the South American Region:m
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The question is whether a country is able to incorporate technology due ta its economic

performance or if it bas good economic performance due to the incorporation of

technology. In the capitalist world. technology bas been a main factor in regional economic

development.226 Technology improves the welfare ofnatioDS and individuals. Nations grow

through innovation.

Severa! models explain the competitive advantage of nations. Michael Porter distinguishes

two kinds of factors of production: (1) basic factors (e.g., natura! resourees), and (2)

advaneed factors (e.g., technological know-how).227 Advanced factors sueh as

telecommunieations infrastructure allow for a sceater eompetitive advantage, whereas

basic factors detennine only an initial adv~ta8e. In the absence ofbasic factors, advanced

factors such as innovation and investment must be promoted if a country is to survive in

the global economy.221 Colombia is rieh in Datural resources and, consequently. bas been

an exporter of raw materials (basic factors). wmch has led to economic dependency on

naturaI resources.229 The result of this dependency is Colombia's failure to develop the use

of advanced economic factors. lapan, Sweden, and Switzerland are examples that prove

that good economic performance does not depend on the size of the country or the

226 -Il is tbc most obvious cause and efrcet of the cumulative wealth of rich nations." E. MaI~
Techn%gy tlIId Economie Deve/opmen': The Dynamics of Local. Regional tlIId National
Competitivenesr. 2- ccl (London: LoapmaD. 1997) al S.
m Sec M. Poner, The Competitive Advtllltage olNatÎolIS(Ncw York: Frce Press, 1990).
m Sec ibid.
m Sec P. Gibbs. "Praspccts (or Suminable LiberaIizaIioIl orForeip fnwament LaM as a Concomitut
ofHemispbeœ1Dtepati0D inne Americu- (1996) 21 Univ. Miami Inter-Am. L. lev. 95 al 99.
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availability of natura! resources.230 Countries that have depended solely on natural

resources have not developed a competitive telecommunications infrastructure.

3.1.2.2 Economie System

According to Anicle 334 of the Colombian Constitution, the economy is under the

direction ofthe State.231 The State regulates public services pursuing tbree main purposes:

(1) to equalize social opportunities, (2) to guarantee welfare and developmen~ and (3) to

proteet the environment.232

Although the State must provide basic ~ervices to every person in its territory, this

obligation is restrieted to its financial capability.233 Economic scarcity explains this

restriction.234 Economie actors, including the State, would like to invest in every single

human need. However, resources are scaree, and economie aetors cannot atrord every

single good or service they want.235 Scarcity is intluential in two ways. On one band, if the

State cannat supply every serviee ta everyone, it must establish priorities amongst

services. The most common social investment priorities are hea1th and education.236

no Sec G. Roseucr. The Economies of Production & Innovation: An IndratriaJ Perspective. JAl ccl
(Cleveland: Bunerwonh Heincman~ (996) al 51.
231 See Constilllci6n de Colombia. ntpra DOle 70 an. 334.
mSeeibid
233 Sec Corte ConstitrlcionaJ. Mg P.E. CifUentcs. Sala Piena de ConslitueionaIidad C-566195 de
Noviembre 30 de 1995.
m Sec R. Malloy. Law ad Economies: A CompanJli\le Approac/llo Thcory tIIId Praclicc (St Pau1,
Minn.: West PubIisbiDg Co.• 1990) al 15•
m Seeibid.
D6 Sec PI. NtlCiOllQ/ de COIItIIIfictldOllU. supra DOle 48.
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Although basic telecommunieations are important, they are Dot a priority.237 On the other

band, people would like to have access to every service (e.g., water, electricity, health,

education, communications). However, if they cannot afford them, they will establish

priorities. Generally speaking, a telephone line is not a priority.

If economic resources are scarce, investment must be more rational and efficient.231

Therefore, any investment should maximize benefits. If the State confers subsidies, no

subsidy must be granted unless it is strietly required.

The General Law ofPublic Services239 foUows the social principles of the State. However

there is a difference between the Ilsocial State" and the "weifare State". The Constitutional

Court bas acknowledged this difference and, thus, the State is under no obligation to

provide public services ftee ofcharge, unless it is mandatory under the Constitution.240

Nowadays, the Colombian economy is at risk.241 Two main factors, one extemal and the

other internai, explain this situation. In 1998, the fear of economic crisis decreased

investment in Latin America. In Colombia, political instability det1ected Ernesto Samper's

%37 Furthermo~ the sector cm gcnerate its own profits.
231 Sec MaIIoy, Sflpra note 234
%39 Law 142 of 1994.
240 -A la luz de CSIa finalidad no pucde reduc:inc cl Estado social de dcncbo a la mera iDStaacia
prodigatoria de biCIICS Yscriviœs materiales. Por la via de exccsisvo asistcDcialims. corre d MIO de
anular la bDerlad yel sana y neœsario dcsmoUo persoDal.• CMt#! ConstitllciOlUÙ, supra note 233.
241 Economists pn:dict that in 1999 economic lfOWIh in Colombia will he al the 10MIt it bas been in the
Iast three etccades The journal "Dinero· Corcc:asts a zero ecollOlllic powtIL RevisIa diDcro, -cao
Crecimiento-, bttp;/lwww.dincro.comlreYis1alcdicion72/ponadafpodadalrevista.bIm (date 1CCCIIed· 6
Novembet 1991).
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govemment trom economic prudence.242 Andrés Pastrana's govemment bas taken

measures in order to save the economy trom coUapse; public expenses have been reduced,

and subsidies in public services will soon be eliminated. Under these circumstances,

funding opportunities are reduced, Dot ooly in the public but also in the private setter.

3.1.3 PolilieaJ RelatioDs

Sorne govemments place more importance than others on providing communications

opponunities. Totalitarian states generally offer a poer level of penetration. For example,

the underdevelopment of the telecommunications infrastructure in Seuthem Afiican

countries is considered a "Iegacy of colo~tiontl.243 Development was restrieted to high-

incame and pawerful communities.

Power relations alsa play an important role in development. Knowledge and opportunities

are usually monopolized, particularly in economies charaeterized by inequitable income

distributions.244 For instance, religion bas played a preeminent role in Latin American

society.245 The Catholic Church and the Protestant movement had ditrerent attitudes to the

widespread use of printing in the sixteenth century. For example, whilst the Protestant

movement took advantage of new technologies to communicate and promote

242 Pubüç expenses BJCW DIOre than everbcfore. Sec ibid.
243 "Roads and rails permittecl the traDspott aad exuaction of raw maIeriaIs cIestiacd for expolt but DOt for
uavel by iDdipuous peoples.R SecT~ SIIprtl nace 21 al 132.
2.... liAs publicalioll 011 a Jarae scalc bcca"'C dIcap. ICIlIIÎDI cxplodccL Moœpolics of Jmowlcdp wac
upscL Thinkers c:ouId communicate with the ...... in ways Ibal wae quilC impoai.ble wben die oaly
texts availablc were writIcn in Latin aDd \\'CIe in scarœ supply.R Lipsey& Bckar. SIIpra note 101 at34•
245 Sec L Vallier. "RcIipous Elites: Difl'crenliatioas lIId Dc\reIopmeDII iD RomaIl CatboIicism· in SM..
Lipsct a: A Solari. Elites i"Ullin AwœriCII (New York: 0xC0nl University Pras. 1967) al 190.
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knowledge,246 the Catholic Church247 ofthe sixteenth century prohibited the translation of

texts tram Latin to the vemacular language.241

Less-developed countries are charaeterized by a strong concentration of power in the

hands of a few people and organizations, and litt1e participation in the decision-making

processes. In Latin America, pubic policies have been an instrument for concentrating

power. Govemments are readily intluenced by narrow political and economic interests.

The Colombian Constitution was reformed in 1991 in order ta eliminate sorne inetrective

institutions of the 1886 Constitution. It is important to consider this reform because it

emphasizes the raie of the State in equali:zing social differences. The 1991 Constitution

was written by the ItAsamblea Nacional Constituyente", which had the participation of

such diverse social forces as three former guerrilla groups,249 religious movements250 and

traditional political parties.251

:46 "The United Provinces of the Protestant Netherlands bec:ame one or the most bighly and broadly
educated 50CÏeûes in bistory to that lime. Enonnous eflicienc:y gains foUowecl on the creation or the Duteh
information nctwork". Lipsey & Bekar, SIIp'a note 201 at 34.
:47 More than ninety percent of the Colombian population is Catholic. See CoafCRDCia Episcopal
Colomb~ Colombia, hnp:llwww.adprensa.œm.œldtcolomblhbDI5 (date acœsscd: 17 June 1998).
241 sec ibid.
249 Guerrillas bave been the rewlutioawy forces apinst the Colombian regimc. For an introdudion to the
topic. sec J.p~ Politics and Social SlrIIctrlre in lAtin America (New York: Montbly Revicw Press,
1970).
%50 The Liberal and the Conservative panies bave allenlaJC1y he1d power during the CCDIUIy. with abc
exception orthe periocl between 1953 and 1962, during wbich lime thcre wu a militaly goycrumeDt.
m Movimiento 19 de Abril CM-19) was 01lC oftl1c SUOJllCSl guerrilla groups in the couatry. However.
aftcr a procas oC reiDsenalion tbat took pIace in 1919. the Cormer guerrilla group was constituted • a
politica1 pany. The murder of its Presidca1ial candidate. Carlos Pizarro. aad the eDJerICII'Z of new
politica1leaders gave the movement unexpected popular suppon. orthe 70 seaas available iD. the NatioDll
Asscmbly in 1990. die former guari1Ia ahtained 19,. GuerriIIa groups bave been iDspirecl br congmlnism
and mali. saates. M-19 supponcd this idcoJoIY.
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The political environment during the nineties bas been influenced by two ideological

positions in Colombia. On one band, there is a socially-oriented Constitution, which bas

demanded stronger State participation in equalizing social differences. On the other band,

a dominant economic policy bas demanded market hDeralization and less State

participation.:l'2 Tbese ideological debates are played out against a backdrop of organized

violence.25:'

3.1.4 Social Relations

There is a huge and increasing gap between the rich and poor in Colombia.254 HistoricallYt

aceess to economic sources bas been re~eted ta the upper social classes;25S access to

communications is no exception. Unequal aceess to political power bas created an

underprivileged society in which infrastructure is built around the rich and powerful

communities. When public services are provided by State-owned enterprises, personal

aceess to govemment officials becomes an important means of obtaining some kinds of

services.256

:52 The "Washington Consensus" was a neo-libcral policy orientation in opposition ta the "populist policy
cycle". The polic:y is rcpresenled in onhodox stabilizatio~ liberalization. export orientation ancl
fsrlvatization. Sec Gibbs, SIIpra note 229 al 99.

J Threc difl"erent types of intcmal violence bave becomc a major societal problcm: (1) left-rewlutionary
forces, gucrrillas, which appcmcl aftcr 1962; (2) paramilitarygro~ wbich are private forces orpnizcd
in orcier 10 tight against the gucrrilla; and (3) drug tramcking groups.
254 The miscry index readlcd 36.5 in 1991, up from 29 percent in 1994, and unemployment is 15 percent.
the higbcst in Colombian history. Sce RCN, http://www.rcn.COOLc:oIaetual.btm#IOO3, luly 27, 1998.
255 "In the closed, suatificd Colombian society of tbc Iast CClltury. cconomic resourœs weœ IDOnopolizccl
by a smaIl upper cIass interesteel in preserving ilS position and generaIly unable or unwiIIing tG &cucrate
new wealth..le C. Bergquist. CojJêe and Conj1ict in Co[ombiQ: 1886-1910 (Durkham: Duke Uniwrsity
Press. 1971) al 3.
256 The development of the c:urrent teIccomnumications iDfiasIIucture bas dependcd on public pIUVidas.
ne public scctor bas been idealificd with iaeflicicncy and polilical iDfl~ lIId comequeatly. dIGIC
people who bave ICCCSJ ta managcrsofpublic emcrprisa bawbcnefited fioIIl public poIic:ia
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From a sociological point ofview, tbere are two basic considerations that bave intluenced

telecommunications use in the Colombian economic context: (1) living expenses, and (2)

social behavior according to economic stratification.

(1) Living Expenses: Every persan bas a minimum set ofbasic needs. In 1993, the incorne

per inhabitant in Colombia was US 51,280.2'7 When incornes are low, expenses must be

prioritized, and telephone service, rather than food and health care, is not one of the tirst

priorities.

Telecommunications are instruments for other human needs. In Colombia, the te1ephone is

a new technology. New technologies are nçt perceived as basic needs until they have been

incorporated in to social relations. Once technology is thus incorporated, users aet

according to market conditions.251

(2) Social behavior according to economic stratification:2J9 A focus on living expenses

takes account of the cost of supplying the service.26O However, other considerations must

be taken iota account. Policy makers assume that everyone would be interested in

telephone service. The "demand curven261 detennines response ta market pricing.

ID Sec Sarmiento, supra DOle 195 at 283.
251 For example, wben mobile phones cntered the~ tbey were coasidered ta be a luxury item.
Nowadays, il is a common nccd aacl priees bave falIcn sipificantly.
259 "Stratification explaiDs other social lüe. The theory of historical lII8ICria1ism. Cor example, explains
diverse pbcnomena .. such as religion, marriaae. poUtics, and revolutioD" with the distnDuûoD or the
mcaJIS ofproduclioD.Il D. Black, Th~ &hllViorofLmv (New York: AcademicPrea. 1976) al 12.
260 The Itcost or supply cwvelt

• MalIoy, supra note 234.
261 "Tbc etemand curw repracnts the amauDt ofgoods that COIISUIIIeIS win Ile wiUing to bay -IllY gMa
pricc". Ibid. al 23.
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Consumers recognize the importance of the service only when it is introduced into the

marke~ 262 and persona! considerations can decrease market demand.

The social environment influences the incorporation of the service. Social bebavior

changes from one estrato to another. Stratification is not ooly economic but aIso social and

cultural. Generally speaking, family relationships and fiiendships are formed on the same

socio-economic leveL The telephone is used for several reasons. It plays a social role when

it is the main means of communications amongst members of a family and fiiends.

Whatever ilS Ifsocialization" purpose, ilS use depends on the "social circle" of the persan

involved.263 For example, ifonels Itsocial classlt264 is estrato two, social relations will tend

to be on the same level.265 Unless there are Many users on the same economic level, the

need ta be conneeted ta the network is lo~, and there will not be the great interest that

policy makers usually assume.

The following comparison is useful in highlighting this facto Student and academic

activities at the Faculty of Law at McGill University are usually announced by E-mail. A

law student at McGill knows that everyone within that community bas aceess ta hislher E-

2Q Saunders, WaJford and WIlcnius undcdiac thrce ïmpodaDl aspcdS: Allhough there is Jack ofdcmaucl.
it does Dot justify low investmcnL Demand excccds the supply orthe service in dcveIopiDg coUDlrics. And.
in thase villages that dicl Dot have the service, clcmancl arises "only der service is iDtroduccd al the
initiative ofthe govemmcnt, an operating company. ora spcdal inlCrCSt group". R. Saunder.l. WarfOrd.t.
W1lenius, TeleeolMlrlniœtions and Economie /Jeve/opment. 2- cd. (Baltimore: The World Bank, 1994) al
9.
m Stratification cxplains scveral aspcc1S ofsodallifc. Tbcrc is a vertical relation between the disuibulion
of wcIfare and mans of produdion with other aspccIS sud1 as relipOD, politics. fiiendshiJJl, and
inle1Jcetuallüc. SecB~ .pra DOte 259 al 12.
26t Sce 1. Stone.t. S. Mcnnea A./ais de TOCfl'lwil/e 0" DelllOCrtlCYt R~/IIIiO"t Q/ld Society (ChalO:
University ofChicago~ 1910) at 102•
:z65 "Ifpeople are suatificd. il is pOllible to dcscribc their IGCia1life by illlocatïon up and clown die rIIIks-.
Black. .pra note 259 al 17.
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mail account. Consequendy, he/she assumes tbat E-mail is the best way to keep in touch

with everyone. This assumption is quite different at the Law School at Caldas University in

Manizales, Colombia. At tbat Faculty, few people bave an E-mail accoUDt, and a student

does not Ceel the specific need to have aceess to E-mail. The best way to keep everyone

infonned is ta post a big ad in the main entrance of the Faculty. Consequently, while

aceess to the Internet is a basic need for a McGiIl student, it is not for a Caldas student. It

will become a basic need not only when the technology is available but also when the same

technology is used in one's social and academie environment.

This simple example helps to situate the funding problem as ooly part ofthe demand eurve.

Demand not only depends on economic bu~ also on social and cultural factors. The latter

example can be applied to any universal aceess policy. An operator can create the need to

use the telephone by installing as many lines as possible in the same group of the

population. Private lines are scarcely used266 in the lowest estratos, because few people in

the same estrato use the telephone. On the other band, a community phone becomes useful

when individuals in one particular seaor cannat themselves afford the service.

A second consideration concems the exploitation of panicuJar needs in the same social

estrato. [n the same estrato of one neighborhood, there are different customers. For

example, a persan who works in a faetory during working bours will not use a telepbone

during the clay, and the telephone will not have a direct economic purpose. A convenience

store owner will use the telephone during the clay, and the telephone will have a direct
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economic purpose. These two people have ditrerent needs. In this example, the telephone

will have a different impact on their economic adivities. Despite the ditrerent economic

impacts, in both cases the users receive the same subsidy.

Failure to take account ofthese factors leads to poor use ofprivate phones.

3.1.5 The Industry Level

An industry level analysis considers industrial structure, the degree of concentration, and

the amount of cooperation and competition among separate unîtS.267 The structure of the

telecommunication industry was quite simijar in the more and less-developed countries.261

Nevertheless, within a concentrated if not a monopoly structure, sorne countries achieved

universal aeeess while others were far ftom doiog 50. This impües that the industry

structure is not a significant factor determining telephone penetration rate difÏerences

among countries.

However, at the industry level, technologica1 innovation makes a great difference. While

telecom providers in most developed countries invest in research and development, firms

in the developing world are less concemed about technological change. For instan~

267 Sec Lipsey Il Bekar. SIIp,a note 201.
261 BeCon: AT&T's divestiture. the wire-basccl telcœm market wu IcncraIly characterized by aImost DO
competition or rquIatioo; tbcre wu one monopoly pravidct Cor 1001 cIistaDce serviœ. and llMI'a1
monopoly praviders Cor local saviœs dividccl among rqïons. One exc:epùOIl wu F"1OIaDd. "The COUJdJy
bas always bad an umasual telcpboae sysIeID: in the 19305 it bad more tban 600 IC1cpboae compuies•
many or tbem customcr C(Hlpelltives.· ·Survey in TeIccollUllUDieatioos- The EconoIftist (13 SepIcmber
1997) al S.
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AT&T bas registered 25,000 patents since 1925. The United States invests 2.5 percent of

its GDP in telecommunicatioos. 00 the other band, Mexico, whieh is one of the largest

Latin Ameriean economies, ooly invests O.S percent.269

3.1.6 The Finn Levet:70

Enterprises have re-evaluated the hierarchical model of organizations.27 l A lateral

organization of semi-independent groups enables internai innovation and efliciency.272

Most monopoly firms in the telecom business have been organized according to a

hierarchical model. This rigidity is a charaeteristic of State-owned enterprises with strong

controls and regulation. Flexible org~tions are difticult ta implement under such

conditions.

The main change at the tirm Ievel is privatization of State-owned enterprises. Most Latin

American countries have privatized their telecom providers. Govemments have been

269 Sec A. Ruclas, "Mexico y Estados Unidos en la Rcvoluci6n MUDdiaI de las Telecomunicaciones- (1995)
Univc:rsidad AUlOnoma de Sinaloa. bttp:l/www.laniç.utexas.c:dullalMexicolte:lecomt (date acœssed: 10
February 1998).
270 ItAs wc prepare to drive off the road and on 10 the unfamiliar terrain that lies~ il bc:comes clar
mat we are going to rc:quire a new kind of vehid~ SOlDe very diffcrent driving ski1Is and a wbole ncw
sense of direction. But even more fiandarnc:ntally. wc will nccd ta chaUenge ail our personal and
organizalional assumptions about the worlel we are beading into the vay difrc:rent worlel of the twenty-first
e:c:ntwy.1t R. Gibson, ItRetbhwag Businesslt in R. Gibson. ccL, R.thinlcing th. Futlln: /lethi"k Bui"•••
Princip/es. Competition. ua_nhip. Marlœts and the World (London: Nicholas Breaiey PubIishiD& 1997)
al 3.
271 Sec Lipscy .t BeUr, _pra note 201 al51.
mitA clivision ofleamiDg tbat suppons III iJl(OrmaliOIl"If resullS in a distribution oflalowledp ad
authority tbat c:uables a wide range of mcmbc:rs ta C:ODaribuJe ta these aetiviIies.- s. Zuboft: 1" th. A,. of
th. Smart Machi"e: Th. FulUn ofWon and Pow, (New York: Basic 80Gb, 1984), qUOIc:d in Lipsey .t
Bckar, ibid.
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motivated by goals such as more efticiency,2'73 increase in productivity. lower priees,

stimulation of investment, maximization of welfare,274 and improved govemment

revenues.275 In MOst developing countries, govemments have seen privatization as being a

good way to raise capital.276

However, privatization has drawbacks. ShouJd aState want to nationalize in the future, it

will be much more expensive. Some authars suggest that it is "a painful way for a country

to achieve economic development and modemization".277 There are losses of future direct

revenues. Moreover, privatization bas political implications.

Telecommunications is usually one of the. tirst sectors to be privatized.2'78 It is a buge

industry, with increasing demand for new technology,219 capital,210 and the necessity to

develop the seetor as a basis for the countryJs own development.211

m The following quotation may reflect the general assessment of state-owncd enterprises in Latin
America: "[1]n Mexico, as elsewhere. the "govemment-run telceommUDicaûoDS IDOnopolies" were besct
with the same inherent inefficiencies as olber 'state-owned entcrprises'. For example, Mexic:o, like othcr
Latin American naûons, failed ta modemizc the sysICI1l and to control COSlS. The system cleterioratcd 50

badly that fax tnae:hines were virtuaIly non-cxistent by 1989, tweDty percent of Mexico's phones were out
oC order al any given lime, and waiting periods Cor services were over six months. Mexico's
telec:ommunicatioDS system, in crisis due to inept govemment management, needecl a healthy close of
market.œsed rcform." B. Vannoy, "Mcxican Telecommunications: Privalization and NAFTA open the
door for U.S. Expansion into the Mexican markets" (1994) 17 Rous.J. Int'l L. (LEXISINEXIS).
214 Sec A. Chua, "The Privaûzation-Naûonalizalion Cycle: The Link betwecn Markets aDd Ethnicity in
Devcloping Countrics" (1995) 95 Colum. L. Rev. 223 al 224.
215 This is a strong inccntivc. "According to a stuely complelCd in 1994 by tbc United Nations Conference
on Trade and Development, ArgcntîDa earncd SlS.19 billion !rom privalization." C. Davidovi~ "The
Sc1ling oC Argentina: 15 the Pam to the First World Privalizccl?" [FaJlI9%] 28:1 L. & Policy in Int1 Bus.
lSl al 164.
216 Sec J. Straubbaar~ "From PTI' tG Private: Liberalization and Privalization in Eas1cm Europe aad the
Thircl Wodd" inMody~ Bauer& Suaubhaar, supra DOte 3 al 19.
m In Argenlina more than 400.000 employees wcrc fiRd, and Cor lDIIlY oftbcm il bas DOl bccn possible 10
find ajob. Sec Vauoy, SIIpra note 275 at 167.
m Sec A. Vemava, "Latin American F"manœ: AFinanda ., Ec:onomic and Lepl Synopsis ofDebt Swaps.
Privatizaûons. Foreip. Direct Investment Law Revisions and InIerDatioDal SCcurities Issues· (1996) 15:1
WISCODSÎIl Int'l L. J••9 al 110.
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In Chile, telecom providers were privatized. The new owners had the obligation to invest

S100 million in capital in the first twelve months. In 1993, ChUe became the third country

to complete network digitalization.

International institutions usually recommend privatization as a useful way to increase

universal access.212 Yet, if the market is open to competition., private companies will he

concemed about competing with public sector operators. There is a risk that private

players might be disadvantaged by universal service regulations.

The privatization of public enterprises in Latin America bas been useful in increasing

efticiency. Efticiency oftelecom providers i~ a key factor in increasing penetration.

Chile is a good example of how penetration bas increased through privatization.213

However, privatization is not the only way to improve the firm's efficiency. Privatization

has sometimes been the most pragmatic way to avoid difficult structural changes.214

Colombia bas avoided a radical change in the management culture of the State. Such a

%79 See ibid. al 111.
210 It is considcrecl that in~ the Pacifie, Latin America and Africa, in orcier la mcet the demand for
basic: telepbone service by the year 2000, global investmcDt in the region sbouId rcach US 525 billion pet
year throughout the Dineties. sec R. Saundcrs, Te/econummications and DweloJHMnt (Baltimore: John
Hopkins University Press, 1994) al 309.
Dl -(G}ovemments ale realizin& that a weil devc10pccl œ1ccommUDÏcaûoDS nctwodt is elSCDlial la survival
in the the global ccoaomy.- D.~ -PrivatizaliOD ofTeiecommunicalioDS in Latin America- (1996) 41
Admin. L. ReY. 479.
:zI2 "Devc1opÎJII a market cconomy must therefore bclin with the privatization of SIaIe enaerprises••
lnIemaIional MoIICIaIy Fund. Fiscal Po/iciu in Eco"OIfÙUin TrtJlUiliOlr (WasbiqIon: !MF, 1992) Il Il.
213 Chïle increased teJedcnsity fiom 9 10 16 betwccn 1992 ud 1996•
214 Il bas beea -. lIICticm. apiDst fiusIraIed pat expcricaces-. E. P08da-earbo. "RdecâoDl GD the
Colombiaa Sille: In Scarch ofa Modem RoIc- iD. PaIIda-carbo .prallatelO al 1.
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reform requires time and political decision. Any true telecommunications reform should

involve:

(1) Isolation of public enterprises ftom political parties' dominance.215 Public

enterprises in Colombia have been exploited for political purposes. Managers and

workers are usually nominated according to election results and political party

membersmp.216

(2) Avoidance ofspecial privileges of State-owned enterprises, for example, excessive

benefits for labor unions.

(3) A new entrepreneurial perspective for public enterprise. Empresas Pub/icQS de

Mede/lin is the best example of a profitable and efficient State-owned enterprise in

Colombia.

(4) Appropriate control of corrupt practices. Corruption bas spread within public

enterprises. Consequ~ntly, the control over public funds bas increased and

managers are restrieted by several internai procedures. However, inappropriate

regulation means not only control but alse restriction ofinnovation.

D5 -In the manaaerW perspective, dcmoaac:y is seen as a conscqucncc of cIilC competition Cor popuIar
suppo~ mainIy through tbc competition of political pany e1ites sceking clec:tora1 badring aDd oC otbcr
elilCS sceking political power.- R. Alford & R. Friedland. Pow~r$ of Th~ory: Capitali... Th~ Stat~. tlIfd
DemoCl'acy· (Cambridge: Cambridge University~ 1985) al 176.
216 This pbcnomcnon is cxplaincd. by the tbeory of -dientelismo-. The word ·cli."t.lïsmo- bas bccn
adaptecl fiom the business ta the poliùçal areaa. (t meus Ihat politic:ianl use citÎZCIIS 85 clieDII COt
pofitical purpGSCS. The conscqucnœs arc tbat tbose citizens who Cawr politiciaDs with tbeir \'OIes beDefit
fiom Iovemmeal cleciliODS such as employmcnt opportUIIities. E.g., _ 1. Duartc. -Slale Weaknels and
Cliemelism in CoIombian Education- in PoIIda-ca.bo, .",,"'10.
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There ue two approaches. at the firm lev~ to reform the te1ecommunications sectOf. The

first is privatization of State-owned enterprises. However, the second one, arguably more

desirable, is structural reform ofpublic enterprises.217

217 "This DCW vehicIe - die orpnizalioll ofabc tweDty-fint c:eDtuIy • CIIIIIOt be createcl tbroulh conti__
impnMIDeIIL ItCID oaIy be createcllbraup radical chaDp••G~ nlprtl DOle 270 Il1.
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CHAPTER4

A UNIVERSAL ACCESS POLICY THAT IS FOCUSED
ON SOCIAL NEEDS RATHER THAN THE
CONSUMERS' ECONOMIC CAPABILITY

Successfu1 telecommunications relies on a combination of human need and the availability

of technica1 means. However, policy makers oilen limit telecommunications policy to the

installation of telephone lines. This chapter argues that if universal service policy focuses

only on the installation of lines, the policy will be inadequate ta consider different

communications needs.

Lack of consideration for social and cultural elements has led ta the "wûversalization" of

the universal service problem. "Universalization" here refers to the implementation of the

same policies in different countries, and the same policy for different regions in one

country.

The goal of universal service policy is not the installation of communications means, but

rather the facilitation of communication between people. At fiest gJance, these might not

appear to be ditferent. However, the telecommunications policy in Colombia bas restrieted

its goal to the installation of lines, and this limited objective fails to consider dilferent

needs, interests, and cultures. ConsequendYt universal service policy is usually curbed due

to economic factors. Different regions do Dot bave the same needs. For example, SantaCé
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de Bogoti2l1 does not bave the same communication needs as San 10sé dei Guaviare.219 In

Santafé de Bogota telephone lines are required ta promote economic aetivity. whereas in

San 10sé dei Guaviare communications means are required to promote development and

security for the population. While Santafé de Bogota presents an attractive market

opportunity. San José dei Guaviare does not. However. if the State does not intervene in

San José deI Guaviare, this region williag behind in communication opponunities.

Cultural factors create constraints to the incorporation of telecommunications means.

These factors include language, education level, preferences for personal communications

and adaptability to new technology. Against the backdrop of these cultural factors, this

chapter will focus on two social factors.. The tirst factor is the social reality of rural

development in Colombia, and the second is the adaptation of communication means and

ditrerent social needs.

4.1 Rural Development, Telecommunications Infnstructure and
Poverty

In Colombi, the levels of development between urban and rural areas ditfer

significantly.29O Most rural regions do not have the advantage of an adequate services

211 Santafé de Ba..is the capital oC tbc country. The city bas five million inbabitanlS and is the center of
the govcmmcnl and the main economic aetivitics.
119 San losé ciel Guaviarc is tbe capital of the swe ofGuaviaIe. Il is one of tbe Cew urban cemers in the
southeasœm regioD. Il bas a population oftlm:e bUDdn:d t_,sand people. WbiIe dch in natura1 resourœs.
tbe rcgion bas bcen afrCdCd by violence aDd dru& traflickinl aetivitics.
2!0 For cxample, wbile access tG sare WIICt in Colombia is guarantecd. to 97 percent of the urban
popuIaIion. the perccntqc cIecrea8 in rural aras 10 oDly 56 pen:cnt. !ce UNlŒF~ TIte St_ 01"
WO,./d's Chi/ch" 1997(New York: UNICEF, 1997).
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infrastructure. Only 72 percent of "mun;c;pios" and 60 percent of villages have telephone

access.29
1 In 1951, ooly 39.5 percent of Colombian inbabitants Iived in urban areas.

However, by 1993 the urban population had increased to 74 percent.292

Developmental differences between urban and rural areas are not just a Colombian

phenomenon.293 Even most developed countries have experienced these types of

differences, which are the result of longer distances and fewer users.2!U According to

Colombia's National Plan of Communications, investment in rural areas is a govemment

priority.

Despite the shrinking proportion of the .rural population, poveny in rural areas bas

increased to account for seventy percent of the national rate,m and migration ta urban

centers has increased due to violence and poveny in the Colombian countryside.

The main charaeteristics of rural life that bear upon telecommunications policy are: (1)

violence, (2) the decreasing productivity of rural areas, (3) economic ditrerences amongst

:51 Sec Plan Nacional de Comunicaciones, supra noce 48 at 3-16.
m Sec M. Palados, Entre la legitimidad y la violencia: Colombia /875-/994 (801011; Norma, 1995) al
300. Sec aIso A. Valdes & T. Wiens. "Pobrcza Rural en America Latina Y el Carme-,
hnp:l/www.rimïsp.cJI
r7va1des.htm (date accesscd: 2 November 1998).
293 By the end oC the eighÛe5, while 93 to 97 percent ofurbaa bouseholds in the U.S. bad private telcpbonc
servi~ ooly 76 percent ornuai households bad such service. Sce J. Scbmanclt. F. Williams, R.Wilson, al
S. Stro\'Cf, cds., TelecOIfUmI1IicalioffS QIId Rural Dewlopmellt (New York: UDiwrsity orTexas al Austin.
1991) al S.
:zM Sec ibid. al 4.
M Sec Vaides aad WieD, _pra DOle 29:L
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regions, (4) the contlict between centralization and decentralization, and (5) the

impossibility of"universalizing" universal service poHcy.

4.1.1 Violence

The twentieth century bas been marked by internaI violence. "La v;olellc;a"'l96 of the fifties

and sixties297 between the two main political parties, the war between guerrilla groups and

the govemment,291 the war between guerrilla and paramilitary groups,299 and the war

between the govemment and some drug-traflicking cartels3
°O have ail affected economic

development in the countryside. Recently, violence has bad a devastating effect.301 The

greatest social problem is the increasing ~umber of refugees moving from these violent

areas to the cities.302 Between 1985 and 1994, approximately 700,000 people were

displaced tram their homes/03 and this number increased to 1,200,000 in 1998.3o.t

Refugees are moving ta cities such as Santafé de Bogota, Medellin and Bucaramanga,305

adding to the urban crisis in these already populated cities.

296 "The violence".
m Sec A. TlfëIdo, "Violence and the State in Colombialt in Posada-carbo, supra note 80.
291 Sincc the bcginning oCthe sixties until today.
2.99 It bas incrcasccl in the Iast two decades Today, it is the main cause oC migration !rom rural areas to the
major cities.
lOO Sïnce 1984, but dec:reasing since 1993.
JOI Sec Tïrado, .P'Q DOte 301 al 112.
m Sec Consultoria para los Derccbos Humanos y el Desplazamiento - CODRES, "Desplazamiento Rural:
Violencia y Pobreslt

, bttp:llwww.derecbos.orglnizkor/co1ombialdesp1audosla.html (claie acceaed· 12
Seplember 1998).
J03 Sec ibid.
J04 Sec A. Raflb, "Una Cultura de ViolcDcia e InIolcrancia-, El Espec:aador
http://www.dcspc:clador.com/9809105/geDOIici.JdmM)1 (dalc acceaed· S Seplember 1998).
305 Sec ibid.
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The consequence ofdisplacement for telecommunications policy is that many people living

in rural areas do not have a permanent residence. Uncertainty defines the future of rural

inhabitants in violent areas.306 Since installing private phones would not be profitable for

providers, the best solution is to install community phones.

Other dimensions of violence influence the telecommunications policy. For example,

violent regions require a better infrastructure because telecommunications can be an

instrument to control illegal aetivities. Furthermore, the technological infrastructure is

under the threat of damage because wired communications are supported by physical

structures that can be attacked. The operation of the service in unsafe zones is risley and

expensive and, thus, operators require bett~r incentives. In addition, the operation should

be supported by different technology. For example, Empresa de Telecomunicaciones de

Servicios Agregados, EMTELSA, is planning to install12,OOO wireless lines in rural areas

in arder to satisfy particular communication needs.301

It is risky to penetrate markets in violent regions. However, people in areas of confliet

arguably need a means of communication more than others. The Government of

Antioquia301 bas based the fight against the guerriUas on communications. Sorne civilian

306 Unccnainty ofthe ftaturc. oflife. incomcs and pcrmancnt scttIcmcnt
1O7 This is tbc so-c:aUccl -fixcd-œl1u1ar" teehnology. Installation costs arc still bigh (US 51.700 pu Iinc)
but it guaraDtees security and continuity oC the service. $ce La Patria, "Minbacienda da Luz Verde a
Crédita para Infimanjulcs·~ bnp:JIwww.Japalria.comlhoyOl.sIdml(cIaIe acceaed' 10 Ncwember 1991)•
301 Antioquia, 10CdCCl in the Central rqion. is one tbe ricIIat saaœs in Colombia. McdeJUn. die capital of
Antioquia. is tbc second most imponantecoaomiçcenter ia the œantty.
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groups have obtained specifie communications means,309 permitting emergency

communication with the authorities.

It would be useless to approach the rural problem in the same way for ail regions. Peaceful

and non-peacefu1 zones require different telecommunications policies. Economic incentives

must stimulate penetration and the use ofnew technologies.

4.1.2 The Decreasing Productivity ortbe Colombian Countryside

The Colombian economy relies on raw materials and natural resources. Cotfee bas been

the primary economic activity since the mi~dle of the century and bas improved welfare in

the region. Economie development in other countries bas also depended on the availability

of natural resources.310 However, the predominant forces of economic growth in world

economic activity in the second half of the century have not depended on natural

resources. The gap between countries with economic dependency on natural resources,

such as Colombia, and those dependent upon information industries bas widened. Inside

the country, the gap between urban centers, which depend on industrial aetivities, and the

rural areas is larger as weil. The countryside depends on agriculture, but globalization bas

309 CONVIVIRES are coopcraIivcs wbose main objcc:tive is to es1ablish communications between the
civilian population and lovenunemal authorities. They bave bcen successfial in eliminarinl ilIepl
aetivilies.
310 The thcory of comparative advantage explaincd the locaaion of production cIuriDa the ninctecnlb ad
twenly centuries. Natural n:sources location usccllO dcIcrmiDc cconoDÙÇ power. -In the Iatc ni"CICC'IIb
and c:arly tweDtieth centuries, tbose wim aatura1 raourc:cs. sudl as AqcatiDa lIId CbiIe, were rich wbiIe
tbosc without naturaI raourc:cs. such as lapu, weœ dcsdncd 10 bc poor.- L. nurow, TIte Ffltun of
CapitaliSlll: How Today~Economie Forees Shape Tomorrow~ World (New York: William Monowa CO.,
1996) at66.
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cbanged this economic aetivity.311 The number of international competitors in agricultural

produets have increased while protectionism bas decreased. While sorne produets were

once subsidized by the government, most subsidies have been eliminated under regional

treaties.312 Small fanners must DOW compete with bigh tecbnology large scale production

in local and international markets. Agricultural and livestoek activities, which are the main

sources of support in rural areas, have dwindled. Consequently, poverty and migration to

big cities bas inereased. Rural areas are cbaracterized by poor aceess ta public services,

and basic telecommunications are no exception.313

4.1.3 Economie DitTerenees Amonlst RegioDs

Colombia is divided ioto thirty-three Departamentos or States. According to geographic

location, there are three regions: (1) the Central region, (2) the Eastern region, and (3)

West Andean region.314 Even though this division is based on geographic distnbutio~

imponant demographic differences are apparent. While the Central region comprises only

8.6 percent of the territory, it is home to 37.6 percent of Colombia's population. The

Eastern region is constituted by 57.8 percent of the territory, but only 27.2 percent of the

Colombian population lives there.315 The Central and West Andean regions amount for 87

311 During the 19905 most Latin Amcric:an c:ounuies enten:d inm a DCW era or Cree market and economic
întegration. In Colomb~ the César Gaviria govemmcnt caUed this proeess the "a~rtJI'a". Sec~
Sflf,a DOte SO.
31 Colombia is part or two regional treaties: Andean Pact and Group or Tbrec. Funhennore. il bas
bilateral agrccmcnts with South and Central Ameriœn counUÏes.
313 "The abscnœof the staIC is evident in the Iack ofroads. orschoo1s, ofpublic services. and. abo\'ean. in
the Iack ofautbority." luado~ supra DOte 301.
ll4 SceH. KliDe. ColOllfbia: lJenIocracy U"., As.ttaIlt~ Zad cd. (Boulder: WestView Pras, 1995) Il5.
liS Sec ibid.
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percent of the national industry and 73 percent of the population.316 The less a region

contnoutes to economic growth, the poorer its infrastructure. In Colombi, it is especially

the Eastern region ofthe country that lacks an adequate communications infrastructure.

Even uoder peaceful circumstances, economic conditions vary from one region to another.

Those regions \vhose products are more important ta the nation's economic performance

have a better infrastructure.317 Just as there is a contrast of wealth and poveny among

individuals, so too there is one among regions. The estrato system subsidizes people

according to their economic status. Yet, even though poorer customers are subsidized, in

Colombia poorer regions are 001.
318 In less productive regions, the population is poorer,

and there are very few high incorne custo~ers. When there are not enough high-incorne

customers, subsidies are not given to low-incorne users. The result is no service. The

Comision Regu/adora de Te/ecomunicaciones requires that, by the year 2000, every

village must have at least one telephone üoe. But, the Fund can only subsidize the

installation of lines.319 By the year 2000, Colornbia will have increased penetration, but

these lines will probably have no users. In a sector with insufficient funds, this is

wastefuL320 The installation of lines does not guarantee the incorporation and use of

communications technology. Even public phones require sorne kind of State subsidization

in order to guarantee their use.

115 sec ibid
117 For example, the œŒec region bas a better iofrastructurc in public SCl\'Îccs tban most rural aras in Ille
coUDlly.
111 Sec Plan Naciona1 d~ ComJl1liCQC;onu~ .praDOle 48.
119 Sceibid
320 Even the Communications FUDdts market becast sugcslS 1hat tbe difIèrence between die lUIIIIber oC
instaIlcd Iines and Iincs in service will increase!rom 3.1% tG 6.1-Y.. See ;bid.~ table 4.1.
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4.1.4 CeBtralizatioB ABd Deceatnlizatioa

Given that not ail the regions of Colombia have the same level ofeconomic development,

the question is whether telecommunications policy should be the same from one area to

another. Telecommunications policy, developed by the Ministry of Communications, is

centralized. However, the 1991 Constitution bas reinforced govemmental decentralization

by increasing fund transfers ftom the central to local governments (municipios).

According ta Article 334 of the National Constitution, the State must intervene in order to

guarantee an equal distribution of welfare amongst regions by promoting productivity,

competitiveness and equal development in ~very region.

This thesis has argued that the starting point for a successfu! universal service policy in

Colombia should be the acknowledgment of regional ditferences. A strategy that bas been

adopted in one region is not necessarily useful in another.321 This proposai may appear to

suggest an argument in favor of decentra1izatioD. However, decentralization is not

recommended in telecommunications because of the nature of the sector, the significant

risk of local corruption, and indeed precisely because of the great regional economic

differences that exist.322

321 For exampl~ wbilc pub6c phones are usefiIl in AllaDlico. wbcœ die popuIaIion is bigbly c:oaceatrateel
tbey arc far Icss uscful in(j~ wbcrc tbc population is more disperscd.
ln Sec G. BcU. -ne Dccenualisecl Saale: An AdminisIraIive or Po6tical CballenpT' in Posada-carbo.
supra DOle 80 al 97.
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Although decentralization enhances competition amongst regioDSt even in Federal States,

telecommunications policy bas primarily been centralized.323 Telecommunications depend

on integratecl networks, leading to centralized jurisdietions. Furthermore, centralization is

required in order to allocate resources efticiently. In pursuing common interests, some

regions must contribute to the development ofothers.

If telecommunications policy foUowed a completely decentralized model, regional

differences would încrease. Statistics produced by the Superintendencia Delegada en

TelecamunicQc;ones show that while the major local operators in some cities subsidize

telephone aceess for the lowest two eslratas, local operators in the poorest urban centers

and rural areas cannot not subsidize s~ch aeeess.324 For instance, while Empresas

Municipales de Cali325 has installed 27 percent of its lines in estrotos one and !Wo,

Empresas Municipales de MaicQo326 does not airer any telephone line for these two

estralos.327 This restrieted access for poor people in poor regions is explained not ooly by

the limited capability of local providers but also by the inability of their inhabitants to

afford such service.321

323 For cxampl~ the Caaadian telecommunicatioDS pllicy bas bcen ccnuaIizcd. Stentor, wbich is a
consortium of telcpboœ companic:s. bas playcd a sipificant role in dcvc10piDg the aetwork.
324 Sec Tafiarsrlpr4 note 65.
us Emprcsas Municipales de Cali. EMCALI. is the local operator in~ which is the main eœaomic
center in the Western Andean region.
326 Empresas Municipales cie Maicao is die local providcr in Maicao. a colllJDelCial city in the East Rqion.
327 Sec Tafiar, srlpra DOle 65 al 9·10•
la Taking into accounl that the CIOSS-subsicly sysICIIl ilbIIcd on~ tboIc people in the bilbcr
cstraIOS. in tbe absence ofCIIOUgh people in tbaeatratos,. tbcre Ile 110 poaibilities for sublMtizarioo.
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Population distribution and density requires different measures for universal aeeess among

regions. For example, the South-eastern Departmento ofAmazonas is the biggest state of

the country, with a land mass of 109,665 km2
, but its population is one ofthe lowest (ooly

39,600 inhabitants).329 On the other band, the Departmento of AtIântico bas 1,879,200

inhabitants in ooly 3)388 km2
. While the population density in Amazonas is 0.36 people

per square kïlometer, in Atlântico it is 554 people per square kilometer.330 It is clear that

the system used to measure telephone penetration these regions must be different.

The key question, however, is whether telecom providers should be direeted centrally.

While the economic activity in the private sector is becoming decentralized,331

telecornmunications development in rur~ areas in Colombia is still supported by

TELECOM, a centralized enterprise. Some analysts have criticized the role ofTELECOM

in increasing penetration while disregarding regional differences.332 The need to

acknowledge regional differences should lead to decentralized service providers and a

centralized administration ofresources through the Communications Fund.

ln particular, the central govemment must aIIocate resources in order to distribute benefits

and equalize differences. Otherwise, the gap among regions will increase. A centralized

administration should nevenheless be able to oversee ditferent approaches from region ta

region.

m Sce IDstituto Apstin Cgdani, Allasde C%mbia (SaDtaf'é de BoJOl': Arco. 1995) al 23.
DO Sce ibid.
331 See Ki.rkbam. SIIpra note 34.
m See RcDteria, supra DOle 57.

91



•

•

4.1.S The Univenal Service 'oUcy Must Not Be So "Univenal"

In SUJD, it is not efficient ta have a universal poücy for universal service; the policy should

be sensitive to regional differences. In Colombia, the goal of universal service cannot be

accomplished through "universal policies". A uniform approach to service needs leads to

an inefficient allocation ofresources.

The traditional understanding of universal service in developed countries is not applicable

to developing countries such as Colombia. There are structural differences that are not

only economic but social and cultural as well.

"Universalizationlt fails to consider factors 50eh as the foUowing:

(1) Universal access is not guaranteed by the installation of telephone lines accessible

ta the whole population. The problem of poor penetration relates not only the

installation of communications means. Installation of means must be linked ta

effective use according to community needs.

(2) The "universalizationlt of le/ephone lines bas lead to a misunderstanding in the

Colombian policy: The govemment bas establisbed a goal depending on the number

oflines per one hundred people {teledensity).333 Consequently, the goal bas become

the installation of lin~ not improved communications among people. At tint

glance it seems there is no ditference. However, the system measures efticiency

m The goal for the year 2007 is to increase the numbcr of Iincs lO 27 pet 100 people. See P/QIf Nœ;OIIa1
de COIffIIII;CQC;OIIUt SfIprtI DOCe 41 al 6.
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based on the number of lines that operators have installed. No research bas been

done on the e1fects of communications means in ditferent rural communities.

Telecommunication providers are evaluated according to the number of lines they

install. However, one telephone line in one community with a low population

density bas less impact than one line in a community with a high population density.

When resources are scarce, they should be allocated according ta the impact they

will have on ditTerent populations.

(3) According ta the National Plan of Communications, the government assumes that

every population center has the same communication needs. However, there are

different factors, such as the population density of the immediate area, that

determine the effects ofadding a tel~phone line.

(4) The "universalization" of the telephone fails ta consider the persan as the core

objective ofany communication policy. Ifthe number oflines is the objective ofthe

policy, public policy will be reduced ta bean counting. The National Plan of

Communications contains an economic study ofinvestment in social telephony. But

it does not include any consideration of social and cultural factors.

(5) Under the current levels of investment, universal service is not pOSSlble in

Colombian rural areas. Seventy percent ofthe poor population ofthe country lives

in rural areas.334 Their daily income is no more than 1 US dollar per clay.n! Despite

the availability ofnatural resources, this income is insufticient even for basic needs.

334 See VaIdcs &. Wieas. SIIpra llOlC 292.
33SSeeibid.
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• (6) "Teledensity" does not measure aeeess in sectors with low population density.336

This measure cannot be equally applied in urban and rural centers.337 The policy

requires düferent parameters in rural areas, such as the number of lines per

kilometer or the number oflines per walking distance.

•

(7) Social investment in the telecommunications settor bas taken ioto account

Unsatisfied Basic Needs (UBN).331 UBN considcrs the following factors: the

nature and numbers of people in households, access to public services, access to

education, and economic dependency.339 It thus measures basic needs. However, it

does not acknowledge communication needs. Investment m the

telecommunications seetor is based on the assumption that the same people who

need, for example, sanitary water, ~eed communications means. While this might

be true in some seetors, UBN is charaeterized by a Jack of specifie attention to

communications needs.

4.1.6. Undentanding RegioDal Differences

This thesis bas proposed understanding the universal service problem according :0 regional

differences. Investment in the telecommunications seetor should be prioritized according

to these different needs.

336 Sec RcDleria, SIIpra DOle 57.
337 Sec ibid
331 Sec CONPES. SIIJWfl note 99.
339 Sec Sarmiento•• pra DOle 195 al 279.

9S



• Figure Il

Telecommunications Food
Requirements

Atlantic Ocean

Uraba
Panama

Pacifie
Ocean

San Vicente dei Caguan

• Zonel1ZoDeZ

Zoae3

Venezuela

•

For MOst practical purposes, the country can be divided into three main regions, each of

which should foUow a different policy:

Zone 1 • Eastern Resion: It is the region with less population density. Oil excavations and

agriculture are the main economie aetivities. The historie lack ofgovemment attention to
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this region bas cultivated illegal aetivities, which most of the time are sustained by

guerrillas.

Zone 2 - Western Region: Although this region bas aeeess to both the Atlantic and Pacific

oceans and bas great economic importance, the Pacific Coast is characterized by poverty

and a poor telecommunications infrastructure. The Atlantic Coast bas experienced bener

economic growth and social development. However the Urabi region is one of the MOst

violent places in the country. mega! guerrillas and paramilitary activities take place in tbis

region.

Zone 3 - Central Andean Region: This is the most popuIated region. Most economic

aetivity is located in this region. This is the region with the best telecommunications

infrastructure.

Subsidized investment in telecommunications can accomplish its main social and economic

objectives if focusing on Zone 1. It is a priority in order to encourage legal economic

activities in lbis pan ofthe Colombian territory.

On the other band, in Zone 3 telecommunications require less govemment intervention.

This region is more attractive ta market forces. Adequate regulation of competition cao

increase the number ofpeople with access to basic telecommunications facilities.
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Resourees ftom the Telecommunications Food are scaree. Consequently. the S18te should

finance access in the most productive regions ooly after basic requirements are satisfied in

the less productive zones. In Zone l, local authorities through regional funds should invest

in information centers in order to guarantee aeeess for low-incorne eamers in urban

centers. Information centers could guarantee aceess to information technology in the neac

future.

4.2 Further Considerations

The incorporation of teehnology creates new needs. Once a communications need is

created, people will seek communication alternatives. One option is telephone

communications. Obviously, ifno communication need exists, there will be no demand for

telephone lines. Although a few lines in one village cao be the result of poor economic

capaeity, a core cause of poor telecommunications facilities is the lack of developed

telecommunications needs. A cleac example is the recent increase of telephone lines in San

Vicente dei Caguân, a town in the Eastern region. Low population density and physical

barriers have made San Vicente dei Caguan a rural region characterized by social

problems. It is one of the centers of illega! guerrilla and drug eultivation aetivities. Ouring

peaee talks between the govemment and the Fuerzas Armadas Revolucionarias de

Colombia (FARC). wbich is one ofthe strongest guerriUa groups, the first public meeting

took place in San Vicente dei Caguân. San Vicente is located in the State of Caqueta, a
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forest regioD, eight hundred kilometers eut of Santafé de Bogotâ. Most of its inhabitants

are peasants and population density is low.

According to these charaeteristics, the town should not attraet investment in the

telecommunications seetor. In November 1998 the town had 300 lines.34O Because of the

conflict, the government, public opinion and the media staned to be concemed about the

town and about opening direct links with the rest of the country. In 1999t when the peace

talks started, TELECOM installed 2,200 new lines.341

This simple example shows that:

(1) The installation of new lines did ~ot depend on the economic capability of the

consumers~ it depended on public attention and developing the population's need to

be communicated with.

(2) The government had not paid enough attention to the basic infrastructure needs of

the town. Indeed, the lack of access ta public services facilitated the operations of

anti-government guerrillas.

(3) Because of the creation of a basic need, telecommunications operators became

interested in the sector as a future market.

(4) Nowadays, increasing telecommunieations penetration in rural areas not as

technically difficult as it used to be. In San Vicente, penetration increased by 8000/0 in one

year.

340 Revista La Nora. "Negodos·, 1999 No. 30 al 20.
].el Ibid.
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CONCLUSION

Telecommunications development bas a direct impact on competitiveness, job creation,

and economic growth. However, Colombia, like most developing countries, bas not given

enough consideration to telecommunications development. Despite some efforts to spread

the benefits of communications, most telephone lines are concentrated in the main urban

centers. Seventy percent of the main telephone lines are found in five cities. Despite the

great economic potential of sorne rural areas and small urban centers, regions such as the

Eastern part of the country do not have an adequate telecommunications infrastructure.

Infrastructure disparities increase the already large gap between wealthy and less­

privileged regions of the country and reinforce several internai coDOiets: the concentration

of power in a few regions, migration, violence, poverty, low-investment in rural areas,

iIlegal cultivation, guerrillas and refugees. Although the telecommunications sector cannot

solve all these problems, aceess to telecommunications services could be a starting point

for economic development in these regions.

Most govemmental effons have been restricted ta increasing the number of lines. The

number ofUnes is imponant for extending network development. However, the number of

lines is not an appropriate measure for the social and economic impact of

telecommunicatioDS development. One new line in the Eastern region would have a greater

impact tban more new fines in the five major cilies ofthe country because every line in this

large part of the country cm create new economic opponunities. Funhermore, new
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technology and new communications needs create market opportunities in low-incorne

settors ofurban centers.

The foUowing factors suggest tbat the approaches to universal service in urban and rural

areas must be different:

(1) Developing telecommunications in populated urban centers is less expensive than

developing telecommunications in isolated rural areas.

(2) Rural aceas are less attractive to market forces than urban areas. Consequently they

require State intervention.

(3) The State should use its telecommunications infrastructure tO promote

development in under-privileged regions.

(4) In areas charaeterized by violence, migration and poverty, the State is responsible

for generating social development. Telecom operators in competitive markets

would not willingly operate in these areas. Public investment in these areas would

have a greater impact on the countrYs welfare because it would help to Unie the

govemment with insolated communities.

Public policy should thus concentrate on developing telecommunications in rural areu.

This process should involve the elimination of regulatory constraints in competitive

markets in urban centers, while improving aceess to services in rural and sub-urban areas.

101



•

•

Colombia can be divided ioto three main regions. Those regions with greater levels of

social confliet should be the priority for State telecommunications investment. The

government could promote investment on the Eastern region in two ways: (1) by financiDg

investment through the Telecommunications Food, and (2) by guaranteeing granting

reguIators preferences to telecom providers in this region, whieh might even include

monopoly rights for a period of rime.

The poor state of data on the status of Colombia's telecommunications infrastructure

underline the problems with universal service policies. No eountry can ensure its

development without investing in research. Appropriate telecommunieations data will belp

the govemment and operators to monitor ~e development of universal service policies.

Current data regarding such important factors as penetration, the number of households

without phones, and specifie regional communications needs are woetùlly inaceurate. It

has been diffieult to monitor the social benetits of panicular telecommunications policies

beeause statisties are in essence limited to the number oflines per one hundred people. The

different kinds covununications needs of different regions have not been considered or

measured.

There are different ways of guaranteeing affordability than through rigid local cross­

subsidization. Affordability is made possible by helping consumers ta control their

expenditures. For example, it would be possible to limit consumers' use tbrough a ceiling

taritr and to adopt a billing system that considers consumen' pay periods.
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Telecommunications development in rural areas CID help to secure social ties and can thus

be an instrument for peaee and the promotion of legal activities in areas of confliet and

illegal cultivation.

The kind of service that should be considered part of universal service is not the same in

every social sector. In urban centers, universal aecess should be defined as the aceess of

every citizen to a public telephone line within walking distance. In rural areas, the

parameters should change according to the foUowing three groups of seetors: (1) areas of

violence and poor infrastructure, (2) areas of great economic potential, and (3) areas

where the majority ofeconomic aetivity is currently taking place.

According to the current system, society is divided into six groups of people according to

their capacity to pay. However, this parameter does not consider different needs depending

upon the community's state of economic development, the place of social and political

minorities, and ofviolence.

The govemment must recognize that the current rules goveming universal service do not

aid the most sensitive seetors of the Colombian society. Such uniform rules do not

recognize regional ditTerences and the diversity ofneeds.

The fact that the current policy is based on increasing the number of lines, rather than

focusing on the social bcnefits of every line, bas misoriented universal service policy. For
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example, for the year 1999, the Communications Fund will have to show impressive results

as concerns increases in the number of new lines, firstly, because the Comision de

Regu/acion de Telecomunicaciones (C.R.T.) bas demanded that the fund eosure that 90010

of ail villages in the country have aeeess to a teiephone line, and secondly, because the

National Plan of Communication bas estabüshed a goal that is based on teledensity.

Consequently, for the purposes of measuring achievement of this goal, it would be easier

to install 1,000 Mes in urban areas (whose installation is three rimes cheaper) than 400

lines in high-cost areas. However, these high-cost areas, which are areas of violence and

illegal cultivation, require stronger State participation. The social effects of a new line in

Zone l, where installation is more expensive, will be greater than the social effeets of a

new line in Zone 3. This study suggests .that the social effects of telecommunications

development does oot depend on the number of lines. The number of lioes increase the

value of the network. However, a greater number of lines in regions such as Guaviare

would have a proponionately more substantial etreet on economic and social development.

The market-driven approach that bas been adopted in countries such as Chile and Hungary

has had a dramatic effect on telecommunications development. Long-term plans, such as

the National Communications Plan and the promotion of foreign investment, should

eventually create an. adequate communications infrastructure. Colombia bas the

opponunity to enter into a new e~ where aeeess to information will not put it at a

comPetitive disadvantage in the global economy.
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