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ABSTRACT

The OECD Price Benchmarking Basket methodology compares prices across OECD countries for mobile telecommunication services. This methodology uses only data from dominant operators that together have at least 50% market share. This paper compares prices for 18 African countries based on the OECD methodology with the prices for the cheapest product available in a country. The OECD methodology is expanded to include all operators and all prepaid products. The difference between the two prices, cheapest over all and cheapest dominant operators, is interpreted as competitive pressure in the sector and is linked to market structure and regulatory environment. The paper demonstrates of the basket methodology can be used to monitor the affects of regulatory interventions and define universal service obligations based on affordability. 
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INTRODUCTION
Noam (2010) describes Regulation 1.0 as a century of tightly regulated and state controlled monopolies and Regulation 2.0 as a few decades of attempts to establish competition. Despite successes in the liberalizations and privatizations around the globe no country has actually gone beyond oligopolies that need to be kept in check from misusing their market power at every turn. Licensing, termination rate reduction, structural separation between wholesale and retail, local loop unbundling all helped to increase competition and reduce access and usage prices, yet still stopping short of full competition. Regulation 3.0 could be envisaged for a world where operating a telco would not require different regulatory treatment from running a any other business, ie a competition commission dealing with particular cases of anti-competitive conduct. Telecom 3.0 and Regulation 3.0, where spectrum is no longer wasted for broadcasting or voice but used for data and where the largest part of telecommunication infrastructure is no longer owned by telcos but by end-users in the form of meshed networks is not on the horizon any time soon. Until then, fair competition needs to be maintained through regulation. Price is the ultimate indicator for competition. Lower access and usage prices expand the communication markets to rural areas and lower income groups, not universal service obligations written into laws and licences of incumbent operators. Monitoring prices and hence cost to end-user remains a key regulatory function to measure competitive pressure and monitor affects of regulatory interventions to establish or maintain fair competition among existing operators.
Mobile penetration rates and mobile retail prices in a country depend on many factors such as number of fixed and mobile operators, sequence of market entry, technologies deployed, market share of operators, user profiles of subscribers, disposable income, business models used by operators, penetration of substitute technologies like fixed-line and cable TV, past regulatory interventions and sequence of it, regulatory strategies, communication laws and policies and many other social and economic factors. Monitoring pricing strategies of mobile operators is useful for several regulatory functions and important to measure policy and regulatory outcomes. The next section will discuss the OECD basket methodology and present the results for 18 African countries. This will be followed by an example of how the baskets can be used for regulatory supervision. This will then be demonstrated using the case of Namibia where OECD basket methodologies were used over a period of five years to monitor sector developments and measure the impact of regulatory interventions.
Methodology
The OECD basket methodology used in this paper is based on the 2006 definitions (OECD 2006). The OECD released new basket definitions in April 2010 (OECD 2010). One key difference between the 2006 and the 2010 mobile basket definition is the range of operators to include. The 2006 definition included dominant operators that together have 50% market share. The 2010 definition includes the two largest operators. Those countries with just two licensed operators would automatically include all operators.

Generally, the basket methodology has strength and weaknesses. Strengths include the ability to compare products of an operator, comparing cheapest products of operators and comparing cheapest products available in a county. This allows benchmarking of countries, operators and products. The basket methodology applied consistently allows consumers to compare products of an operator and between operators. The weaknesses include:

· The OECD methodology of 2006 only includes dominant operators, the 2010 baskets only the two largest operators. Price changes following regulatory interventions would mainly be expected from small operators that attempt to gain market share through lower prices. On the other hand, dominant operators reflect what people actually pay better than comparing the cheapest product available in a country.

· OECD baskets do not take into account the number of people on each package and actual minutes of use for each package. No one is average and actual consumption patterns of an individual might only poorly be reflected. An alternative would be web-based tariff calculators that all users to input their actual consumption patterns.

· The same basket is used for all operators while subscribers of smaller operators are likely to have a different off-net/on-net ratio compared to larger operators.
Compensating for some of the weaknesses this paper applies the basket methodology of the 2006 definitions to all operators from 18 African countries including all prepaid products. 

The basket methodology can also be applied to post paid products. This would increase the complexity of the data analysed tremendously and could be the subject to further studies. This paper only uses prepaid products given that the vast majority of Africans mobile phone users use prepaid (see Figure 1). 
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	Figure 1: Share of mobile subscribers and share of prepaid users in 2007/8 (Source: Research ICT Africa)


The data is collected through a webpage (www.researchictafrica-data.net) and comprises 184 mobile prepaid products from 112 operators from 26 countries. The OECD mobile pricing basket methodology of 2006 was implemented with minor adaptations. MMSs were, for example, not included because it has not taken off in Africa. Friends and family offers or preferred number plans, which offers unlimited calls to certain numbers on the same network were not taken into account as they make the process too complex. Promotions for particular days or for certain recharge denominations were also not taken into account.
Tables 1 and 2 compare the cheapest prepaid product available from incumbent operators according to the 2006 definition to the cheapest prepaid product available in a country. The difference between these methodologies represents the pressure of competition within these countries and indicates who offers the cheapest mobile prepaid offers. 
Other characteristics have been included in table 2 such as the number of operators and years since last market entry to demonstrate that there are no linear relationships between individual characteristics.

A difference between the cheapest product in a country and the cheapest product from dominant operators may measure the competitive pressure but is may also have no explanatory power either. In Botswana, for example, the dominant operator Mascom is also the cheapest operator. Mascom became the dominant operator probably because of its price leadership. Orange and Mascom were the first mobile licenses issued and were licensed at the same time. Price developments and competitive pressure is a function of many factors and path dependent. Applying the basket methodology to all operators and analysing the differences between cheapest and dominant operator adds one more perspective and provides regulators with one more tool in their toolbox to monitor the level of competition in the sector. 

	
	Cheapest prepaid product in the country in USD per months
	Cheapest prepaid product from dominant operators in USD per months
	Difference 

(% = difference / dominant price)

	
	Low User
	Medium User
	High User
	Low User
	Medium User
	High User
	Low User
	Medium User
	High User

	
	
	
	
	
	
	
	%
	USD
	%
	USD
	%
	USD

	Botswana
	5.04
	10.28
	20.67
	5.04
	10.28
	20.67
	0%
	0.00
	0%
	0.00
	0%
	0.00

	Ethiopia*
	3.74
	7.59
	14.98
	3.74
	7.59
	14.98
	0%
	0.00
	0%
	0.00
	0%
	0.00

	Mozambique
	7.45
	15.07
	29.88
	7.45
	15.07
	29.88
	0%
	0.00
	0%
	0.00
	0%
	0.00

	Senegal
	6.12
	12.31
	24.25
	6.12
	12.31
	24.25
	0%
	0.00
	0%
	0.00
	0%
	0.00

	South Africa
	7.64
	15.38
	29.63
	7.64
	16.12
	33.13
	0%
	0.00
	5%
	0.74
	11%
	3.50

	Tunisia
	5.06
	10.24
	20.19
	5.06
	10.24
	20.19
	0%
	0.00
	0%
	0.00
	0%
	0.00

	Zambia
	6.57
	13.28
	25.99
	6.60
	13.54
	26.37
	0%
	0.03
	2%
	0.26
	1%
	0.38

	Cameroon
	8.59
	16.42
	30.45
	9.30
	17.91
	33.22
	8%
	0.71
	8%
	1.49
	8%
	2.77

	Uganda
	6.33
	12.90
	24.05
	6.95
	13.90
	26.85
	9%
	0.62
	7%
	1.00
	10%
	2.80

	Burkina Faso
	11.04
	22.65
	45.19
	12.54
	25.98
	52.52
	12%
	1.50
	13%
	3.33
	14%
	7.33

	Cote d’Ivoire
	7.00
	14.34
	28.88
	8.15
	16.34
	31.59
	14%
	1.15
	12%
	2.00
	9%
	2.71

	Ghana
	2.29
	4.36
	8.01
	3.04
	6.10
	12.16
	25%
	0.75
	29%
	1.74
	34%
	4.15

	Benin
	4.92
	11.05
	24.75
	7.50
	14.74
	27.84
	34%
	2.58
	25%
	3.69
	11%
	3.09

	Kenya
	3.35
	6.37
	11.42
	5.93
	11.82
	22.78
	44%
	2.58
	46%
	5.45
	50%
	11.36

	Namibia
	5.06
	10.74
	22.19
	8.96
	18.27
	36.19
	44%
	3.90
	41%
	7.53
	39%
	14.00

	Rwanda
	3.74
	7.94
	16.59
	6.87
	13.63
	26.45
	46%
	3.13
	42%
	5.69
	37%
	9.86

	Nigeria
	3.63
	7.58
	15.48
	7.76
	15.85
	32.13
	53%
	4.13
	52%
	8.27
	52%
	16.65

	Tanzania
	2.93
	6.06
	12.24
	7.26
	15.24
	31.84
	60%
	4.33
	60%
	9.18
	62%
	19.60

	Table 1: Cheapest prepaid product in a country compared with cheapest prepaid product from dominant operators for OECD usage baskets (2006 definition) for 18 RIA countries (Source: www.researchictafrica-data.net)


	
	Difference  (% = difference / dominant price)
	Telecommunication Operators
	Years since last entry
	Cheapest Operator for low user basket
	Dominant Operator
	Mobile penetration (ITU ICT eye for 2008)

	
	Low
	Medium
	High
	
	
	
	
	

	
	%
	%
	%
	
	
	
	
	

	Botswana
	0%
	0%
	0%
	3
	2
	Mascom
	Mascom
	77.34

	Ethiopia*
	0%
	0%
	0%
	1
	11
	ETC
	ETC
	2.42

	Mozambique
	0%
	0%
	0%
	2
	7
	mCel
	mCel
	19.68

	Senegal
	0%
	0%
	0%
	3
	1
	Orange
	Orange
	44.13

	South Africa
	0%
	5%
	11%
	4
	8
	MTN
	MTN & Vodacom
	90.60

	Tunisia
	0%
	0%
	0%
	2
	8
	Tunisiana
	Tunisiana
	84.59

	Zambia
	0%
	2%
	1%
	3
	7
	MTN
	Zain
	28.04

	Cameroon
	8%
	8%
	8%
	2
	10
	Orange
	MTN
	32.28

	Uganda
	9%
	7%
	10%
	4
	2
	Uganda Telecom
	MTN
	27.02

	Burkina Faso
	12%
	13%
	14%
	3
	9
	Telcel
	Zain
	16.76

	Cote d’Ivoire
	14%
	12%
	9%
	4
	3
	Moov
	Orange & MTN
	50.74

	Ghana
	25%
	29%
	34%
	5
	3
	Tigo
	MTN
	49.55

	Benin
	34%
	25%
	11%
	5
	3
	Libercom
	MTN & Moov
	41.85

	Kenya
	44%
	46%
	50%
	3
	2
	Orange
	Safaricom
	42.06

	Namibia
	44%
	41%
	39%
	3
	1*
	Telecom Namibia
	MTC
	49.39

	Rwanda
	46%
	42%
	37%
	3
	1
	Rwandatel
	MTN
	13.61

	Nigeria
	53%
	52%
	52%
	7
	4
	Starcomms
	GloMobile & MTN
	41.66

	Tanzania
	60%
	60%
	62%
	9
	5
	Benson
	Vodacom
	30.62

	* Telecom Namibia’s Switch was restricted to Fixed-wireless service until May 2009. Since then it is being offered as a mobile service.

	Table 2: Cheapest prepaid product in a country compared with cheapest prepaid product from dominant operators for OECD usage baskets (2006 definition) for 18 RIA countries (Source: www.researchictafrica-data.net)


Regulatory Applications

The basket methodology can be used for several regulatory functions:
· Consumer protection, in particular issues around price transparency and effective cost to consumers;

· Monitoring impact of regulatory interventions such as licensing, retail and wholesale (interconnection) tariff regulation, introduction of number portability.

· Defining universal service obligations in terms of affordability is an alternative approach to the usual geographic access obligations.

Transparency of Tariff Information

The European regulatory Group (ERG, 2009) published a study on transparency of tariff information in Europe that describes two sources for lack of transparency: absent or deceptive information; and information that is difficult to interpret and compare. It states that the lack of transparency can be amplified by increasing the number of diversity of offers; complexity of tariff plans, bundling of services and deficient presentation of information by service providers.

The OECD basket methodology can be used to increase transparency and allow consumers to assess which product and which operators would be mot suitable for them. The methodology is however less effective compared to a web-based calculator where a user could enter actual usage baskets since no one is an average user. To address this, a regulator could require operators to publish the cost of a particular user basket without any advertisement in order to increase price transparency. This compulsory basket could be based on actual traffic data, average user in a country or in a specific segment, and is likely lead to price competition among operators and therefore to lower prices. 
Monitoring Regulatory Interventions and Policy Impacts
The price basket methodology can be used to inform regulatory interventions, plan their implementation and measure their success. An example is the termination rate debate that took place in the European Union in 2009 and which continues in Africa in 2010. One of the requirements to monitor the affect of mobile termination rates reductions on the cost of efficient operators as recommended by the European Commission (EU, 2009) is to measure whether retail prices for access and usage change following termination rate reductions. 

Several studies attempt to show that if termination rates are being reduced retail prices will increase using OECD basket methodology (e.g. CEG 2009 and Genakos & Valletti 2009). These studies investigate the impact of MTR reduction on retail prices using OECD price baskets methodology, which only capture the retail prices of dominant operators (together 50% market share). Including smaller operators would indicate price changes following regulatory interventions better. Dominant operators are likely to change retail prices at a slower pace if at all. New entrants that need to gain market share are more likely to pass through termination rate savings to their subscribers, in particular since this brings their off-net prices closer to the on-net prices of dominant operators. Table 1 shows that the smaller operators can be as much as 62% cheaper compared to the dominant operator. The major shortfall of the studies used by CEG (2009) and Genakos & Valletti (2009) is, however, the attempt to measure the impact of termination rate reductions using a panel data approach. Retail prices depend on too many factors and countries are too different to each other in those factors to construct a panel of data that would provide meaningful results. Less econometrically sophisticated but more plausible would be to look into specific cases. Did Vodafone UK increase its retail prices after any MTR reduction in the UK? And how did the smaller operators or the net-interconnect-payers react? For this the OECD basket methodology can be extended to all operators and all products to provide the crucial data needed. 

Table 3 compares termination rates and cost of OECD basket from dominant operators for 2006 and 2008. Not a single country saw high prices and all saw termination rate reduction. This delivered a critical piece of evidence against a “waterbed effect” in a termination benchmarking study for Namibia (NCC, 2009).

	
	OECD Mobile low user basket, August 2006, VAT included  US$ PPP
	OECD Mobile low-usage basket, August 2008, VAT included US$ PPP
	ERG 2006 Mobile Termination rates in Euro
	ERG 2009 1 July Mobile Termination rates in Euro
	2008 price expressed as % of 2006 price
	2009 MTR expressed as 5 of 2006 MTR

	Austria
	193.43
	148.26
	0.1121
	0.04
	77%
	36%

	Belgium
	175.51
	146.92
	0.1397
	0.087
	84%
	62%

	Denmark
	68.82
	50.31
	0.1134
	0.0737
	73%
	65%

	Finland
	99.89
	60.31
	0.079
	0.0502
	60%
	64%

	France
	239.68
	216.49
	0.098
	0.0476
	90%
	49%

	Germany
	123.55
	104.55
	0.1139
	0.0676
	85%
	59%

	Greece
	302.47
	202.46
	0.1248
	0.0786
	67%
	63%

	Hungary
	230.48
	217.08
	0.1071
	0.0589
	94%
	55%

	Iceland
	142.61
	117.61
	0.1212
	0.0784
	82%
	65%

	Ireland
	202.95
	149.95
	0.1054
	0.0964
	74%
	91%

	Italy
	233.39
	195.23
	0.122
	0.0822
	84%
	67%

	Luxembourg
	112.84
	107.59
	0.14
	0.0898
	95%
	64%

	Netherlands
	119.63
	105.02
	0.114
	0.094
	88%
	82%

	Norway
	111.2
	86.72
	0.0885
	0.0664
	78%
	75%

	Poland
	209.79
	147.94
	0.1352
	0.0398
	71%
	29%

	Portugal
	178.44
	153.8
	0.1171
	0.0661
	86%
	56%

	Slovak Republic
	255.4
	241.62
	0.1046
	0.099
	95%
	95%

	Spain
	258.02
	250.8
	0.1131
	0.0569
	97%
	50%

	Sweden
	87.92
	77.69
	0.0783
	0.0297
	88%
	38%

	Switzerland
	145.11
	111.03
	0.1515
	0.1124
	77%
	74%

	UK
	170.53
	160.4
	0.087
	0.0563
	94%
	65%

	Table 3: Changes in low mobile usage baskets prices compared to changes in MTR (Source: OECD 2007; OECD 2009; ERG 2006; ERG 2008a; ERG 2009)


Defining universal service obligations in terms of affordability 

Universal service obligations typically are formulated in terms of connectivity or access. Alleman et al (2010) and Levin (2010) make the point that the whole set of communication methods should be considered, including broadband, when defining universal access. Levin (2010) stresses that universal service policies need to be clear about whether they are addressing availability or use. The basket methodology could be used to formulate universal service obligation in terms of affordability, a third dimension linked to the second dimension, use. A basket could be constructed covering basic communication needs and policy objective could be that the price for such a basket should be below a certain amount, for example expressed in terms of an hourly minimum wage.

Example Namibia: Transparency and impact of termination rate regulation on retail prices

The OECD basket methodology was used in Namibia during the past five years. In 2005 it was used to argue that prices are too high in Namibia compared to Botswana and South Africa and that competition would reduce prices and expand the market. Since then prices have dropped by more than half in real terms (see figure 2), while subscriber numbers, base stations and dividends paid have tripled. Investment and after tax profits were considerably higher in 2009 than they were in 2005 despite lower prices. Competition lead to lower prices and lower prices lead to more subscribers. Applying the basket methodology consistently demonstrated the effect of liberalisation and competition in Namibia.

	
	2005 (prior to competition)
	2008
	2009

	Subscribers
	403,743
	1,008,700
	1,283,530

	Dividend
	N$ 110 million
	N$ 220.8 million
	N$ 370 million

	Profit after tax
	N$ 293 million
	N$ 358 million
	N$ 387 million

	EBITDA Margin
	
	50.9%
	53.8%

	Base Stations
	250 (2004)
	
	763

	Investment: Addition to property, plant and equipment and acquisition of intangible assets
	N$ 218 million
	
	N$ 260 million

	Dividend payment as share of after tax profit
	37.6%
	
	95.5%

	Source: MTC’s annual reports and http://www.itweb.co.za/office/mtc/profile.htm

	Table 4: Key indicators for Namibia’s incumbent operator


During the termination rate debate in 2009 MTC argued that its EBITDA (Earning before interest, tax, depreciation and amortisation) margin would drop to 36% if termination rates were reduced to the cost of an efficient operator (as required by its licence from 2007 and the Communications Act of 2009). The termination rates have since then dropped to N$ 0.5 from N$ 1.06 while MTC’s EBIDTA margin rose from 50.9% in 2008 to 53.8% in 2009. At the same time the MTC prices dropped from N$79 to N$50 for the low user basket, from N$119 to N$50 for the medium user basket and from N$146 to N$106 for the high user basket per month. The price reductions were mainly due to the introduction of a new cheaper post-paid product.
 MTC also reduced its per second rate for prepaid from 6 to 3 cents per second for off-net and fixed-line calls.
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	Figure 2. Monthly cost of OECD usage Baskets in N$ of incumbent mobile operator MTC


Conclusion

The price basket methodology provides a valuable tool for planning, monitory and implementing regulatory interventions to enhance competition. The OECD basket methodology should be expanded to all operators and all products. This can then be used to increase price transparency for consumers, monitor the impact of policies and regulation and benchmark countries and the competitive pressure in the sector. The paper also demonstrated that no one indicator is enough to understand the conditions of a country and predict the outcome of regulatory interventions. Each country has to be treated on a case by case basis. Building a history of price benchmarks would allow regulators to document developments from a crucial perspective, the cost to the end-user. 
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