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1. I ntroduction

South Africas tdecommunications sector is the largest in Africa by important
meaaures, incuding number of fixed lines number of cdlular subscribers,
technologica  cgpability, equipment desgn, manufacturing capabilities, financid
revenues, investment and data service users. There has dso been substantid and
increesing interndtional  participation aongsde the linked processes of privatization
and liberdization. This is consgent with interpretations of globdisation, which hold
that there is a range of gains from wider and deeper internaiondization of economic
activity. | intend to invedtigate the extent and naure of internaiondizetion in the
South African tdecommunications sector, determine its contribution to the growth of
the sector as wdl as the degree to which such resource flows are supported by
government policies. This paper will examine the impact that cross border
telecommunication investment has on the SA tdecommunications sector as well as on
the economy as awhole.

After an outline of issues from the globdization and telecommunications literature,
three key issueswill be examined.

Firs, the extent of foreign involvement in the South African tdecommunication
sector will be reviewed, covering the provisons of cegpitd, skills and technology in
the supply of fixed-line and mobile teephone services. | will examine the magnitude
of foreign invesments over the 1990s and the extent to which they have been
supportive of nationa godls.

Second, the changing naure of activities of South African tedecommunications firms
in fordgn markets will be assessad.  This will indude an overview of the increasing
internationdisation of South African firms the main factors driving these trends, and
discusson of the implications for their domestic operations.

Third, | will discuss the effect internationadisation has had on the development of the
South African economy.

2. Globalisation and telecommunications — some key concerns

Teecommunications is a sector which has been grealy affected by globdisaion, and
it is an important technology enabling globdisation. This is true for South Africa as
in other countries. One of the explicit goas of privatization was to attract foreign
ownership which would bring with it skills and technology. The opening up of the
tedlecommunications sector more broady haes involved foreign firms in mobile
telephone provison (in patnership with locd companies), in vaue-added network
sarvices such as daa trangmisson and in the sde of teecommunications equipment.
This is then condgent with grester openness, internaiond competition and
integration al bringing capitd, skills and technology.

There ae different dimensons to the increased internationdization of economic
activity. It is useful to be more specific about them if we are to andyse the
implications of internationdisation in  telecommunications. Although globaisation



and liberdization are often conflated, it is important to separate processes which are
driven by technologicad forces, company drategies, and government policy choices.
In this section we briefly outline some of the issues in understanding the relationships
between these processess  We then highlignt some points from internationa
experiences.

Technology and globalisation

It is possble to didinguish between the globa exploitation of technology, globd
technological collaboration and the globd generation of technology (Archibugi and
Michie, 1997). Each of these has diginct dynamics. Arguably, the globdisation
position outlined above, and the liberdization pursued by many deveoping countries,
has been concerned largely with ensuring the globd exploitation of technology.
Maintaining bariers to the flow of goods and capitd means missng out on the
ongoing technological improvements generated by leading firms in  advanced
economies. On the other hand, internationad openness means greater awareness and
access to information flows.

Technological information cannot necessarily be eedly traded, as the information
asymmetry between a buyer and sdler means it is difficult for the buyer to price the
product without actudly being in possesson of it. Internadisng such maket falures
and related transaction costs across borders is thus one of the foundations for
multinational corporations.  Through foreign direct invesment the firm is therefore
able to maintain control of its technologica capabilities while a country benefits from
the gpplication of the technology in its own economy. There is little doubt that the
goread of information technologies has been accompanied by the rise of
telecommunications companies to being among the world' s largest multinationds*

While ownership and internationalization alows greater control over technology, FDI
may aso be motivated by a desire to exploit market power based on factors such as
gze, as wel as technologicd capabilities. In relatively oligopolistic markets, market
share can bring with it large profits, especidly in a dramaticaly growing market such
as tdecommunications.  In understanding globdisation and telecommunications it is
therefore important to sort out the different effects of exploitation of technology. It is
a0 necessay to didinguish these patterns from the collaboration and generation of
technology. As technology advances, previous discoveries become more standardized
and fdl in price With prices fdling, returns to companies therefore come from
penetrating new markets, such as in deveoping countries. From the purchaser’s point
of view it becomes increesngly posshle to access the technologies through
contractual  arrangements such  as technology licensing agreements, rather than
necessarily foreign direct investment. Similar factors may apply in the area of Kills.
While foregn companies may inject skills as pat of taking an ownership stake, such
skills may dso be sought in other ways and a country could explore various
dternatives.

! According to Business Week 9 July 2001, the largest 20 global companies by market capitalization
include VVodafone, V erizon Communications, SBC Communications, and Nokia. The largest emerging
market company is China Mobile, with Telmex, China Unicom and Chunghwa Telecom (of Taiwan)
alsointhetop 10.



The dynamism that is associated with the rapid spread of new services and products
(even where the sarvices themsdves, such as mobile tdephony, may no longer be
‘cutting edge in terms of technology) is undoubtedly spurred by competition. It is
important to didtinguish the dynamic compstitive pressures which new entrants may
bring to a market from the benefits from attracting FDI in itsdf. It is cdealy possble
to have foreign ownership in amarket with little competition.

Critics of globdisgtion have further pointed to the continued concentration of
companies activities within geographicd regions (commonly identified as the triad of
North America, Europe and East ASa), rather than being truly globd in reech. They
adso point to the possble negative impacts of FDI on a hogt economy. These include
the repatriation of profits, and the possble driving out of locd firms. The rdativey
gnadl number of companies accounting for globd production in many sectors
suggests that these profit trandfers may be condderable. It is dso common for
multinationds to maintan ther high vadue activities and development of productive
cgpabilities such as ressarch and development in their home country or region,
meaning little technology transfer may actually take place.

In our andyss of the internationdization of the South African telecommunications
sector we atempt to sort out these factors, difficult as this is, in order to understand
the mativations driving internationalization and its impacts on the domestic economy.

Economic policies

While there is dealy a link between liberdization and the increased mobility of
capitd and goods, the link between redisng the gans from openness and
liberdization has been hotly contested. For example, it is increesingly apparent that
FDI is mogt dtracted to economies and markets which are dready growing (and
where there may ill be many gate controls), rather than FDI being the spark to ignite
that growth. Smilarly the market failures related to many aspects of the adoption and
soread of technology suggests an ongoing, dthough perhgps different, role for the
date.  Increased and targeted support for education and training, infrastructure
expenditures, and research and devdopment are al factors, which will faclitate the
gains from technology.

This has been emphasized by a recent sudy which, dthough finding a risng gap in
information and communication technology (ICT) between the rich and poor
countries of the world, did not find a link between the use of ICTs and economic
growth (Rodriguez and Wilson, 2000). Clearly the relationships and causdity are
more complex. While access to ICTs contributes to growth it is not sufficient, and
causdity would aso be expected to run from growth to use of ICTs. Severd cross
country dudies of growmth have highlighted the importance of invesment in
infragtructure and equipment such as transport, eectricity and telecommunications for
growth (Easterly and Rebelo, 1993; De Long and Summers, 1993; Temple, 1998)

I nternational experience

Broadly, countries in Africa and Latin America have tended to privatize previoudy
state-owned telecommunications enterprises through the sde of a ggnificant portion



of equity to a multinational telecommunications company, often of US or European
origin.  In comparison, some countries in Ada, such as Mdayda have mantaned a
greater degree of public control, through sde of smaler portions of equity and by
sdling to many loca investors rather than one (or two) large foreign entities,

Larger foreign shareholders clearly have a dgnificant degree of leverage due both to
ther Sze and the influence that their decisons have for busness confidence in a
country. For example, in both Mexico and Argentina privatized firms have
successfully  renegotiated contracts and regulations in their favour (Abdda, 2000;
Gonzaez, et d., 1998). Foreign ownership has dso coincided with sgnificant
concessons to the incumbent in terms of ease of entry, interconnection and other
regulations. Increased competitive pressures have therefore not accompanied FDI in
tedlecommunications.  Severa African countries have followed a dmilar road with
reforms emphasising the atraction of FDI. In contrast, China has followed a policy of
daged liberdization and competition, while mantaning State-ownership of the mgor
incumbents. It introduced domestic and foreign competition in the equipment market
in 1982 to ensure tha the network development utilised advanced technologies
(Lyytinen and Gao, 2000). In addition, it dlowed Sate firms to compete with each
other.

Ladtly, it should be noted that liberdization is not the same as competition. In fixed
line services, the incumbent has remained dominant in dmost dl countries (especidly
when internationa cals are excluded), including one of the first to privatize, the UK.
Even in mobile tedecommunications, one commentaior has recently noted that
oligopaligtic behavior is the norm and tha ‘the mobile sector has not been disciplined
by strong competitive forces within the sector’ (Me ody, 2001).

3. The South African telecom landscape

Overview of the South African telecommunications sector

With incressng need to liberdize the sector and make it more efficient, the
govenment put in place a patid privatization progranme and enacted the
Tdecommunications Act of 1996. Fird, Tekom was given a period of exclugvity
until May 2002, when a second nationa operator (SNO) was to be licenced? A
technica, infrastructure and manageria partnership was anticipated amongst state run
paradatads Eskom, Transnet and Sentech. It appears as if Transnet and Eskom’'s
capabilities will be included in the new operator. The government is dso conddering
licenang a third netional operator (TNO) by 2005 if the benefits of privatization are
achieved, amongs which isthe raisng of funds for the Sete treasury.

The am of the excdludvity period for the fixed-line operator was to dlow for the costs
asociated with the roll-out of telephone services to higoricaly-disadvantaged
communities, to provide time for Tekom's redtructuring prior to the introduction of

2 This could be extended for an additional year of exclusivity if Telkom performs exceedingly well,
achieving approximately 90% of their five-year total line target in the first four years of the licence.
Despite having reached 90% of almost all of the targets Telkom has not applied for an additional year.



competition, and as an incentive for the Strategic Equity Partners being sought.
Telephone sarvices have increased with dmost one and a hdf million new lines being
indaled snce 1997, dthough high numbers of disconnections due to non-payment
must be st off agang the roll-out targets achieved (Makhaya and Roberts, 2001).
The network is now digitized and services such as the time for inddlation and fault
remedying have improved greatly. However, the latest household survey data
indicate that the mgority of African urban households remain without a telephone
(indluding a cdl phone) and less than 10% of rura households have a telephone
(Makhaya and Roberts, 2001).

The number of cdlular telephones has increased a a much faster rate and exceeded
fixed lines in 2000. Two cdlular operators have held licences — Mobile Telephone
Network (MTN) and Vodacom Group. As pat of ther licence conditions, they were
expected to meet black empowerment, universa service and the roll out of technology
targets. A third operator, Cel-C, is presently setting up its operations to commence in
December 2001.

Apat from Telkom, MTN and Vodacom who supply the public with fixed-line and
mobile phone services, this sector also comprises private network operators. Transnet
and Eskom each have their own networks and capabilities and will participate in the
SNO. Orbicon and Sentech are sgnd didributors. Iridium, Globadar, Teledesic,
South African Regiond Communications Sadlite and international Gateway dations
ae sadlite operators. Autopage, Paging Plus and Radiospoor perform various
sarvices, and FegtCdl, One-2-One and Q-Trunk are mobile radio operators. There are
severd data sarvice suppliers including Swiftnet and WBS, as well as many internet
service providers.  Equipment suppliers include Semens SA, ATC, AAT, Aberdare as
public fixed line infragtructure suppliers and Motorola, Nokia, Ericson SA and
Siemens SA as cdlular network equipment suppliers’.

We now briefly examine the ownership and operations of Tekom, MTN and
Vodacom, and highlight changes that have taken place over the lagt five years in ther
activities, market share and performance.

Telkom

Tedkom SA was created in 1991 from the former South Africen Post and
Tdecommunications.  Until May 1997, when a 30% dake was sold to Thintana
Communications, it was a whally dae-owned enterprise operating in the domestic
market. Thintana Communications is 60% owned by the Texas based SBC
Communications and Telekom Maaysa (40%), which adso has broad representation
in many privatized networks around the world induding Mdawi, Guinea and Ghana
on the African continent. Apat from the sze of its bid, Thintana Communications
won the bid as a drategic equity partner due to its experience in running networks in
environments smilar to that of Tekom SA. Despite only having a 30% dake,
Thintana has operational control under a shareholder agreement dgned  with
government.  Surprisingly, profits have fdlen snce the patid privaizaion of
Telkom, despite strong revenue growth and large reductions in staff. This appears to

% For an extended analysis of the contribution of each of the listed companies to the growth of the
South African telecommunications sector aswell astheir activities, seethe BMI Tech Handbook, 1999.



be due to the large once-off costs associated with retrenchments and higher
depreciation associated with the mgor investment in the network (Makhaya and
Roberts, 2001). Both of these suggest that the underlying profitability of Telkom is
grong.

Government plans to sdl a leest an additional 10% of its interest vaued a R1.18
billion before the end of 2001. In addition to raisng revenue, this sde is dso amed
a furthering the interests of black economic empowerment groups.

Technology, skills and management

Thintana Communications, Telkom South Africds drategic equity partner, having
wide exposure in highly competitive environments was expected to bring in the
desred experttise (managerid, technicad and marketing) as wel as technology. This
has formed pat of the upgrading of tedecommunications infrastructure and services,
incduding  digitization,  technologies such a  digitd  enhanced  cordless
tdecommunications (DECT) and moving to packet-switching technologies.
Reductions in daff have accompanied the technologicd upgrading, such that the
number of lines per employee have risen from 75 in 1997 to 112 in 2000 (Telkom
Annua Report 2000).

Linked to the upgrading of technology have been progressve moves by Telkom into
the higher vaue maket for services provison, especidly to the busness market.
These include ingalation of higher speed ISDN lines, voice-related services such as
cdl waiting, aswdl as datatrander fadilities.

Operations

The company’s core business is the provison of fixed-line telephony services where it
operates as a monopoly. In broad terms, its man products include public phones,
smal business products like Jupiter, Octophone and Disa plan system, Customer
Premises Equipment (CPE) dngle line products like Tddem, Bureau meters,
transmission testers, large business products, text services, nontvoice/data, voice and
tranamisson sarvices, and international networks. It is strong in vaue-added network
sarvices such as data transfer and multimedia, as well as other data services and aso
acts as an Internet service provider. This means that it competes directly with other
companies providing these serviceswho rely on Telkom for line capacity.

Tekom aso has a 50% holding in the country’s largest mobile operator, Vodacom
whose revenue rose by 45% in the year ending 31 March 2001, contributing an
impressve 16% of the tota Telkom group revenue. Overdl, the Tdkom group's
operaiond revenue increased by 15% in the last financid year, to R32.0 hillion.

Vodacom SA

Vodacom SA is 50% owned by Telkom, 31.5% by the UK based Vodafone Group,
135% by Venfin and 5% by Hosken Consolidated Investments, a black
empowerment investment group. It is the larger of the two mobile operators and has
grown ragpidly in terms of subscribers, revenues and profits. It is estimated to have



goproximately 5 million subscribers, which amounts to approximately 60% of the
mobile phone market in South Africa It has recorded strong growth and now has
total revenues of more than R12 hillion.

A blend of locd and foreign shareholders has brought capitd, technicd and
managerid ability as well as products that better serve the interest of their clients. The
31.5% sake held by the UK based Vodafone group, the largest telecommunication
company in the world presents a scenario of advanced technological processes,
drategy development and implementation drawn from its experience around the
world.  Vodafone has interests in mobile networks in 29 countries across five
continents (incdluding in Egypt and Kenya) and has agoproximatedy 93 million
customers worldwide.

Vodacom's coverage is achieved usng the most advanced digitd technology. The
Vodacom Group SA uses a GSM 900 technology network. Some of the services they
offer are voice, mobile fax, mobile data, calback, voice mail message, Vodacom 147,
Vodacom contract packages, as wel as operating an Internet Service Provider,
Yebolnet. Yebo!net offers access to the South African market at local Telkom rates
and is the second largest ISP in Africa Vodacom have been seeking authorization
from the Independent Communications Authority (ICASA) to operate a GSM 1800
capacity. Their mgjor equipment suppliers are Siemens, Alcatel and Motorola.

On the African continent, Vodacom operates in South Africa, Tanzania and Lesotho.
In Tanzania, Vodacom Tanzania Ltd had its operaiond licence in December 1999
with Caspian Condruction and Planegtd Communications (Tanzanian based investors)
owning 35% of the company’s shares and Vodacom Group, 65%. Vodacom and its
partners enjoy a monopoly over mobile phone services in Lesotho, with their only
competitors being the fixed-line operator. In both Lesotho and Tanzania, Vodacom
has been cagpable of doubling ther investments and service targets in their first year of
operation — an indication of favourable market conditions and effective drategies by
the company. Vodacom Tanzania is today the biggest of dl four cdlular networks in
the country. In Lesotho, a joint venture agreement with the Lesotho
Telecommunications Corporation to build and operate a cdlular network saw growth
in its first year of operation far exceeding its target* This network started operations
in May 1996.

Vodacom has a roaming agreement with dmost dl countries in the world having a
tourigic or busness link with ther cusomers. This makes it possble for Vodacom
SA customers to use their handsets on other networks or their Sm cards in handsets
that are not GSM.®> Ladly, Vodacom done handles about 10% of Africa’s traffic
volume,

* See the VV odacom web page www.vodacomco.za.

® Asaresult of the roaming agreement signed between Vodacom and Iridium, a satellite system,
Vodacom users in possession of Iridium satellite handsets can use their Vodacom sim cardsin the
handsets.



Moabile Telephone Network (M TN)

MTN is 72.1% owned by the Johannesburg Stock Exchange listed company M-Cdl,
23% by Transnet and 4.9% by black empowerment groupings. It runs a GSM 900
technology in its mobile telephone network and has a market share (in the South
African mobile market) of approximately 40% today. The only foreign ownership in
the company was a 30% stake held by Cable and Wirdess, which was subsequently
sold to SBC Communications of the US, and then to M-Cdl in August 1998. As
62.5% owner of M-Cdl, black empowerment grouping Johnnic is the largest
shareholder in MTN. Government did play a role in MTN through the 24.1%
shareholding which was held by the paragtatd, Transnet.

With an aggressive African expansion drategy, MTN in just seven years now operates
a a leading cdlular network in six African countries. South Africa, Cameroon,
Swaziland, Uganda, Rwanda and Nigeria  This has involved the condruction of
operationd dations and fixed invesment currently vaued in excess of R6 billion. As
a result, the revenues of its parent company M-Cdl have grown more than five-fold in
the last two years.

MTN is holder of one of the two cdlular licenses in Cameroon. It is 100% owner of
CAMTEL Mobile, a previoudy owned doate telecommunications company. In
Uganda, it has more than 80 000 subscribers, while in just over 18 months in Rwanda,
RwandaCell has achieved a market standing of over 19 000 subscribers.  In Nigeria,
projected as the best potentia market on the continent, MTN was issued one of the
four cdlular licenses

As with Vodacom, MTN uses GSM 900 technology in dl of its African investments,
athough they have been planning to move to GSM 1800.

4.  Analyss of international participation in South African
telecommunications

Thee ae dealy high levds of intenationd participation in South Africas
telecommunications sector from the suppliers of equipment through the operation of
the network to various vaue-added services. In this section we discuss different
agpects of thisinternationdization, and the role of government policies.

The South Africen government adopted the rdativedy common path of sdling a
portion of Tdkom to a foreign investor — a draegic equity patner who will directly
bring technology, skills and manageria taent to the company. Along with attracting
FDI, access to technology was seen as a mgor motivation for sdling to a foreign
telecommunications company. A company such as SBC has mgor ongoing research
and development efforts in developing network architecture, systems and software
technology. The importance of foreign ownership to the South African government
was reflected in the agreement of a monopoly period for Tekom to make the sde
more aitractive and add to the incentives to invest in the network. This contrasts with
the approaches taken in some other countries of maintaining sate control over the



network operator, athough some of the shares may be in private hands, and relying on
licenses in order to access technologies.

The growth and globdisation of the teecommunications sector has adso seen the
proliferation of equipment suppliers in South Africa such as ATC, Semens SA, AAT
and Aberdare as public fixed-line infrasiructure suppliers and Nokia, Ericcson SA,
Motorolla, Semens SA and Alcad as cdlular network infrastructure suppliers. Most
of these are foreign though for licendng concerns or drategic reasons most of their
products/equipments are manufactured or assembled here.

The driving force of multingtionds such as the paticpants in Thintana
Communications is clealy the maximization of returns from ther technologica
capabilities, and hence their expansion into new markets such as South Africa  There
is no doubt that the internationd participation has been pat of the technologica
upgrading of tdecommunications sarvicess The question then is whether other
approaches (than the Strategic Equity Partner) may aso have regped the benefits of
internationa  technologica capabilities.  In particular, while the monopoly period
increased the vaue of an ownership stake in Telkom and encouraged higher levels of
investment and technologicd upgrading a the same time it has perhaps dowed
internationdization in vaue-added network services. This is because the monopoly
has meant higher prices (even dthough subject to regulation) and obstacles on the use

of line capacity imposed by Telkom.®

It is widdy percelved that liberdization comes with greater efficiencies, products and
sarvices marketed over fixed or cdlular networks. Low levels of service extension in
countries such as South Africa dso represent potentid markets.  However, the
potentidly lucrative markets are not in extending services to those without telephones,
but in increesing the range of sarvices supplied to higher-income households and the
corporate sector. Multinationd companies with a range of such services are in a good
position to do this, particularly through operation of the network. But, many of these
aress are such that smaler and locad companies can dso develop their capabilities to
supply products, conditiond on access to the telephone network in place (and its
upgrading in teems of bandwidth and digitization). The bendfits from
internationdization will be enhanced if the area of vaue-added network services is
easy to enter for both locd and internationd companies, ensuring competition and
choice.

The perceptions of the shortcomings of dtate-owned enterprises in terms of sKills and
technological capabilities provide a rationde for a foreign drategic equity partner.  In
Telkom's case, this was done through a sde of a minority stake of 30%, which
brought in R5.58 hillion to the South African economy. This was not only a source of
revenue to the government; the purchase of that stake was tied to commitments to
inddl new telephone lines, and digitization of the network. R4.5 hillion of the
payment made by Thintana was alocated for infrastructure expandon, development
and modernization. But, the perceived wesknesses of the sate-owned incumbent
should not necessarily be trandated into a presumption in favour of foreign

® For example, Telkom has sought to restrict the operations of international companies such asAT& T
and Cable and Wireless, aswell as domestic firms, by refusing to supply extra band-width enabling
them to provide networking services (Business Day, 22 June 2001)
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ownership.  The success of many South African reated firms in the information
technology sector demondrates the potentid. This cannot be redized if a dominant
company in the network provison is dlowed to pursue an aggressive campaign for
market share in the market for services.

Technology in today’s information age is a mgor pre-requiste for firms success.
But, monopalisic tendencies will inhibit the ability to use tdecommunications as a
technology of internationaization.

5. Analysis of international activities of South African telecom
firms

MTN, Vodacom and Eskom Enterprises are key South African tdecom investors
conteing for a share of the African tdecommunications pie. With liberdization
being embraced by indudridized countries, many follower nations have adopted
amilar pahs for ther various economies. Nationd policies and gods have therefore
been linked to the dedre to achieve the benefits of the globa economy through more
liberdly oriented Strategies — a wind blowing over the whole of Africa since the early
1990's. This has opened opportunities for other South African companies to acquire
interests in these emerging makets, thus rasng severd quedions Do foreign
operations yield desired returns to outward-investing South African companies? Are
these trandated into job creation, universd service target achievements and the
growth of the sector? This pat of the paper presents a brief summary of who is
involved in which market and why; the type of services offered and how does this
kind of participation (in the host country) affect the South African telecom sector?
This is very much a prdiminary discusson; much further work remains to be done on
these issues.

Differing approaches have been adopted by South African companies, with MTN
being the most aggressve outward investor. It has won licenses to operate fixed-line
or mobile services in the following countries Ghana, Uganda, Rwanda, Cameroon,
Swaziland and Nigeria (Table 1).

MTN South Africa is 50% owner of the MTN Uganda Group, 100% owner of Camtel
Mobile in Cameroon, 70% owner of MTN Nigeria Ltd, and has stakes in both MTN
Rwanda Cdl and MTN Swaziland. To cite some of the mgor successes made by
MTN SA in its internationd operations, MTN Uganda is the most used cdlular
network in that country. Its initid investment programme amounted to $75 million
and the license (for fixed and mobile) aso committed the company to a minimum
rollout of 89000 subscriber lines over a period of five years. Having implanted itsdlf
as the market leader in that country through the introduction of advanced telecom
technologies and aggressve marketing, Uganda's teledensty has more than trebled
from 0.27% to 0.87% - now closer to the African average of 0.98%. There has adso
been a sgnificant improvement in sarvice delivery, tariffs have dropped by 70%, and
the cost of getting connected has dropped from $2500 in 1995 to just $110, including
the cost of handsets. In addition to this, Uganda enjoys the lowest internationd caling
rates in Africa MTN teephone numbers are dso automaticdly used as emall
addresses of the sort mtnnumber@mtnconnect.co.ug so tha ordinary users without
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access to a personal computer can communicate chegply around the world or send and
receive short messages as long as 160 words on their handsets.”

Table 1. MTN'’sinternational operations

Country Partners Competitors Est subscribers
Uganda (mobileffixed) | Teliaof Sweden Detecon 82000
(50% stake) Rwanda Tristar

commenced Oct 98 Uganda’ s Investo

Cameroon (mobile) Broad Band telecoms Mobitel 6000
(100% stake)

commenced early 00

Chief Victor Odili
Tumde Folawiyo
Mallam Ahmed Dasuki
Gbenga Oyehode

Econet — led Group
CIL

Nigeria (mobile) In start-up phase
(70% stake)

commenced Aug 01

Col (Rtd) Muhammed Sani Bello

Rwanda (mobile) - 10000
(31% stake)

commenced Dec 98

Swaziland (mobile) - - 10000

(30% stake)
commenced Dec 98

Winning one of the three cdlular licenses in Nigeria was a mgor victory to the MTN
group who see the Nigerian maket as having the best potentid market on the
continent, with estimated subscribers in excess of nine million by 2010. It is thus 0
far the most widely represented South African telecom firm on the continent.

Despite having a magor internationd owner in the form of Vodafone, Vodacom's
drategy has been less aggressve.  In the mid-1990s it favoured the purchase of a
portion of an incumbent operator. This was partly due to a shareholder agreement
which limited it to invesments only in the South African Deveopment Community
countries (SADC). This explans why its ealier invesments were only made in
Lesotho and Tanzania (Table 2). This policy has now been relaxed, though ther
expandon drategy is now focused on making invesments in countries having a
history, geographical landscape and economic conditions similar to South Africa®

Table 2. Vodacom’ s international operations
Country Partners Competitors Est. Subscribers
Tanzania (mobile/ fixed) | Caspian Construction Mobitel 52 000
(51% stake) Planetal Communications | Zantel
Commenced Dec 99 Tritel

TTCL (Cellnet)
Lesotho (mobile) Lesotho Telecom 14500
(88% stake) (Eskom/Econet)
Commenced May 96

" For details on how MTN transformed the Uganda telecom sector, look for Michael Wakazi’s
contribution in the East African (Nairobi), Opinion— December 10, 2000.
8 Telephonic interview with Olga Williams, PR Manager — Corporate Affairs, Vodacom.
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In Tanzania, Vodacom Group holds a 65% dake in the Vodacom Tanzania Ltd
consortium. In Lesotho, it was the sole supplier of cdlular services with the
government’s fixed-line monopoly being their closest competitors. Vodacom is the
technology and market leader in both markets. It currently has an eye fixed on the
Namibia telecom sector.

Another mgor South African contestant on the continent is Eskom Enterprises — a
subsdiary of the country's man dectricity company — Eskom SA (Table 3).
Interestingly it has partnered with Econet of Zimbabwe in this Strategy. It has keenly
contested with MTN in new markets, for example in the bidding for the sde of a 49%
dake in Tdkom Kenya Eskom Enterprises was pat of the Mount Kenya
Communications consortium that won the bid alongsde Econet of Zimbabwe and
Sadctd International of Canada.

Table 3. Eskom’sinternational operations
Country Partners Competitors
Kenya (fixed) Econet -Zimbabwe

Saslctel -Canada

Lesotho (fixed, mobile and satellite) | Econet
Mauritius telecom

A Kkey quedtion to ask a this stage is which factors give South African investors an
upper hand in bids over other African, American, Indian, European and Adan
contestants. Factors commonly evauated in bid proposds include:

Readiness to pay ahigher license fee

A promise to generate employment growth in the sector

The presentation of better technology transfer package

Rollout targets being larger than those of competitors

Price projections that are competitive

A decdared intention to expand the coverage of fixed or cdlular phone

facilitiesto rurd and other remote aress.

Promoating the generd interest of consumers.

Experience in running telecom networks on the African continent.

Clearly South African companies are able to offer competitive packages on these
terms. Some losses have been incurred also. For instance, a consortium led by one of
MTN's archrivals on the internationa scene, Detecon won the bid for a 51% stake in
Ugandan Teecommunicetions Ltd — the incumbent fixed line operator. In Tanzania,
South African MTN was among four companies earmarked by the Tanzanian Sector
Refoom Commisson to buy the 35% deke in dae run  Tanzanian
Tdecommunicaions Ltd — the country’s fixed line monopoly. The license was again
won by Deteco/MSl a German and Dutch consortium in June 2000. Detecon’s 13-
country operationa experience on the African continent gave them the edge.

While Tdkom SA has not made mgor internationd invesments, they are part of
regiond initistives ~ Examples are the Regiond Tedecommunications Resructuring
Project (RTR) of the Southern African Development Community and the COMTEL
project of the Common market for Eastern and Southern Africa (COMESA). RTR
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was established to ensure that SADC member detes redize the economic and socid
benefits of a modern information infrastructure and harness the necessary resources,
both financid and technicd to develop it. COMTEL was established in early 1998 to
promote the edablishment of a regiond tdecommunications network that will
fadlitate and increase trade reations among the 21 member dates and 385 million

people of the regiona body.

As more and more networks are liberadlized on the continent, the South African
telecommunications network will continue to be a key player aongsde major
contestants like Econet of Zimbabwe, Detecon of Germany and others.

6. Some conclusions: internationalization and the South African
telecommunications sector

Liberdization and internationdization of the South African tdecommunications
sector has seen:
Large inflows of foreign capitd. Nigeria and South Africa account for more
than 70% of FDI into Africa and telecommunications are a mgor sector in
this.
Inflows of technology as a result of technology based license agreements or
direct participation into loca firms via capita ownership.
The introduction of the most recent technology leads to the provison of better
Services at more competitive prices.
Jobs too are created in the process.
Fagter roll out of networks to achieve universal service objectives.
Better managerid and technica <kills that have helped to improve the
operations of loca companies.
Offshore invesments exploit the advantage of extremey under-serviced
markets. South African offshore invesments take with them advanced
technology, manageria potentia, and capital and adso creates jobs. The two
main benefits in this regard are that key pogtions are occupied by South
Africans and profits are repatriated home, thus earning foreign revenue for the
country.

The different experiences regarding internationdization, however, suggest the need to
unpick the impact of FDI in terms of technologicd capabilities from its motivations,
including market power. The success of MTN in entering telecommunicaions
markets despite a mgor multintiona telecommunications company as a shareholder
suggedts that technologicd, as wel as organizationd, cgpabilities can be built by
drawing on licensng arangements and learning from international experience. By
comparison, the experience with Telkom indicates that a mgor foreign shareholder
will have dgnificant leverage, which it will use to maximize returns a the expense of
broader tedecommunications development.  While services in South African have
undoubtedly improved, compared to the mid 1990s, it is not clear that the rate of
change could not have been more rapid under dternaive approaches. Specificdly,
the exertion of market power by Tekom with regard to the providers of vaue-added
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sarvices has to an extent inhibited the potentid gains from internationdization a the
leve of the use of telecommunications.

In tedecommunications in Africa more broadly, it is clear that there are a reatively
andl number of groupings which are contesting for the markets being opened up.

More work needs to be done to understand the processes underway and how best to
redlize the potentid that telecommunications offers for economic devel opment.
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