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PREFACE

This book is an outcome of the research work which was set up in a dynamic and
uncertain environment in which the telecom industry had been operating for some time.
This situation was a result of introduction of liberalisation and privatisation after the
world realised the important role, of telecommunication industry in the social and
economic development of a country. The industry had to look for new business models
keeping in view competition from new entrants and new technologies.

The book analyses stagnation in landline and exponential growth in mobile segment
leading to more than 600 million line in short span. Customer's preferences to drive this
growth in terms of identified key elements i.e., price, quality, technology, product and
service offerings, awareness generating media and delivery channels have been explored
in details using primary data collected and the same is analyzed using SPSS tools. The
relative importance of these elements, their subcomponents and their relationships are
also analysed and utilised to identify areas of focus and to develop the Business Model,
presented in the book.

A business model is developed for fulfillment of goals of users, service providers
and government in the field of telecommunication. Further a solution is developed to
meet the objectives of universal availability of telecom services at affordable prices with
high and sustainable growth rates. The book also examined application of these findings
for telecom service providers in general and incumbent government service provider in
specific. It brings out that profits and revenue generated through volume users for preferred
services and VAS (Value Added Services), where customers are willing to pay a premium,
need to be utilised, to increase customer base in villages and amongst marginal users,
who in future will become source of profit and revenue. These findings are of value for
policy formulation as well as technology selection.

The book examines the view points of individual and enterprise customers of
society to look in to their mindsets, while forming perception and taking a decision
about purchase of telecom services. The opinions of domain experts have also been
taken into account. The book suggests, focusing not only on price but quality and offerings
as well are of value to customers as well as Industry, to strike a balance between
profitability and growth. Using this, objectives of universal availability of services can be
achieved benefiting all segments of society, and leading to a well-connected social system.
A well connected information society leads to GDP growth as per World Bank report
2009. The telecommunication growth will also pave way for further social advantages
including improvements in education spread, health delivery system, property records,
law and order, judicial processes, and financial budgeting, collection and control.



The book guides through questionnaire design, sample selection and data collection
which was carefully done to develop a sound understanding of preferences of different
segments of society with segmentation based on age, income, telecom expenses, working
status and others, bringing out areas of focus to meet different objectives.

This understanding can be useful for devising strategies for penetration of services
to new and rural areas of Indian society. The generic model developed is applicable to
other industry segments which are undergoing similar changes i.e., shifting from monopoly
to competition such as aviation, banking and insurance.

The Doctoral research was conducted under the guidance of Dr. Bal Chansarkar,
Professor at Middlesex University, UK. He has been conducting teaching and consultancy
assignments in various countries, has held the post of Director at Dubai campus of
university and Director of Mauritius campus of Middlesex University. He has various
publications and research work of international level to his credit.

The research was co-guided by Dr. Bindi Mehta, who had a long industry experience
including at IDBI. She was Chairperson and Head of Research and Publication wing at
School of Business Management, NMIMS University, and is now a professor at Institute
of Management, Nirma University, Ghandhinagar.

I gratefully acknowledge comments received from External Examiners, Dr. Ashok
Jhunjhunwala, Professor electrical department, IIT Chennai and Dr. Sidharth Sinha,
Professor, Finance, IIM Ahmedabad, which have been incorporated in the book.

The book is written in a simple language circumventing complex technical details,
to be of use to society and students at large for better management and consumption of
these services. The book will help to provide a better understanding of telecom landscape
and business environment existing in India and how this can be used for Social and
economic development of the Country. Further it will encourage research in the area of
Telecom Management.

Any comments or suggestions can be mailed to me at raman.chaturvedi@gmail.com.
For additional information check web site http://www.rmchaturvedi.com.

Dr. R.M. Chaturvedi
09869005151
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Introduction: Industry Background 1

The Government of India, as a part of ‘New Telecom Policy 99’ (NTP-99)
had set up an objective to achieve a tele-density of 7% by 2005 and 15% by
2010. The declaration and content of policy had demonstrated the government’s
intention to put in extra thrust on telecom sector with an objective of providing
reliable transmission media, coverage of all villages and telephones availability
on demand. This thrust on growth in telecommunication facilities was a result of
realization that telecommunication infrastructure is necessary, for growth of
Indian economy and GDP, at the envisaged rates.

Privatisation and Liberalisation of Telecom sector was a new experience
not only for the government but also for the industry as well as other interest
groups. Due to this, for the past few years, the sector had undergone some kind
of trial and error and learning experiences. The rich experience of Indian
companies in other sectors could not be directly deployed by telecom sector in
view of the specific business requirements and processes of the industry. There
had been frequent changes in the regulation as well. Major organizational
restructuring has taken place in policy making and regulatory bodies of the
government. However, these changes in Indian Telecom Industry have resulted
in better availability and lower rates of telecom services for the customers.

On technology front also, there is continuous evolution and more and
more efficient technologies have been introduced to provide effective
communication in a user friendly way. Due to liberalisation, Incumbent Telecom
Service Provider (I-TSP) as well as New Entrant Telecom Service Providers
(NE-TSP) have to operate in a competitive environment, leveraging these
technologies to their competitive advantage.

Mahanagar Telephone Nigam Limited (MTNL) and Bharat Sanchar Nigam
Limited (BSNL), who are Incumbent Telecom Service Providers (I-TSP) in India,
were having a monopoly situation till the government decided to privatise and
liberalise the telecom industry and allow new entrants to enter into this field as
telecom service providers. The new entrants being Bharti Cellular, Vodafone
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2 Business Model for Telecom Industry in Competitive Environment

Essar, Reliance Communications, Tata Teleservices, Idea and others. They have
the advantage of choosing appropriate technology, choosing customer segments
and even customers through selective marketing efforts, along with flexibility in
processes. However, as the new entrants will grow, some of these flexibilities
may get reduced.

Incumbent Telecom Service Providers (I-TSP) in this changing business
environment need to ensure that they survive in the new competitive
environment, by taking appropriate steps that could involve changes in their
business model. In the present business scenario, if I-TSPs do not take appropriate
steps, they are likely to be strangled by non profit/ low profit customers and in
such a scenario, even though I-TSPs may appear to have a good subscriber base
yet may not remain profitable.

In case the competition reaches to a level, where the new entrants cannot
survive in the market, they will have the flexibility of going global i.e., move to
a new market where the competition is in a more comfortable stage and where
they can continue to earn profits. However, I-TSPs normally will not have such
flexibility due to various restrictions imposed, and hence they have to ensure
that they take all necessary steps to survive, such as retaining their existing
customers and growing their customer base through innovative steps. These steps
could involve changes in their existing business model.

We can visualize a scenario in which, I-TSPs with total control of
government and public are at one end of a dividing line, and new entrants who
have total freedom to form their policies and strategies within overall regulatory
framework are at the other end. To ensure stability in the changing competitive
environment, I-TSPs have to change themselves and adapt to the new competitive
environment. They have to examine how they should move from the total control,
at least to limited control if not total freedom. How to survive in this transitional
stage so that they can play an instrumental role in meeting the objectives of
government’s telecom policy is one of the objectives of the study.

The I-TSPs have the advantage of available infrastructure & manpower, are
technologically strong, and have access to large customer data base. But they
are facing problems due to rigid policies for procurement, change in processes,
multiple controls and non differentiation. To tackle these problems, I-TSPs need
to follow the new entrants and develop some flexibility. With total liberalisations,
incumbents will become like new entrants, leading to degenerative competition
and hence not desirable.

With this as the background, the question that arises is whether telecom
businesses are running effectively in the present environment so as to meet the
laid down objectives of New Telecom Policy 1999 (NTP-99) or there is a better
way to run the business and if yes, what? Primarily the intention of the research
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work is to examine and identify the changes required in conducting business
with a view to develop a business model for the industry. The business model
developed will enable the industry, to achieve the objectives of increased
availability of telecommunication facilities and demand met through efficient
and effective use of technological choices available. The study will also, based
on business model, make recommendations for the I-TSP for running the
business effectively.

1.1  Nature of Competition: Incumbent vs. New Entrant-
       TSP

At the onset of liberalisation and privatisation of telecom services, all the
services related to telecommunication in India for all customers, were being
controlled and provided by I-TSPs viz., BSNL and MTNL. Once the policy of
liberalisation and privatisation was announced and licenses were granted for
provision of telecommunication services to private operators. Lot of interest was
shown through offer of hefty license fees and huge capital investment to start
provisioning of services in the first phase. Having invested such huge amount of
capital and building up telecom infrastructure in various parts of country, it was
necessary for them to enhance their subscriber base to have a reasonable rate of
return on investment.

In initial stages most of the private operators had operated assuming
customers at large are dissatisfied with the services and billing practices provided
by I-TSP, and with availability of an alternate service provider, many of them
will shift to the new entrant service provider. These feelings were reflected in the
projections which were made in the documents for initial offerings for collection
of capital from financial institutions. The perception of new entrants that they
would be able to provide better services and billing practices meant that new
entrants would be able to draw a premium over the existing rates at which the
services were being provided by the incumbent.

In such a scenario, it was inevitable that the market share of I-TSP would be
reduced. Number of lines provided may still increase for the incumbent as users
of telecom service were expanding. Further as the initial base figures were very
low for the new entrants, percentage growth appeared to be abnormally high
and it appeared that new entrants are growing at a very good rate in comparison
to I-TSP, which was a reflection on the base line with which the percentages
were calculated.

However, subsequent to launch of services, new entrants found that it was
not so easy to get new customers or to get the customers churned from incumbent.
New entrants realised, that the projections of increase in the subscriber base
envisaged was not so easy to achieve.
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To encourage the customers to churn and join the new entrant, and also to
motivate first time customers, new entrants started reducing the prices and the
competition reached to a phase where price has become the primary differentiator
for choosing the service provider. This is supported by the fact that mobile services
which were launched at a usage tariff of more than ` 16/- per minute of talk time
have come down to less than 50 paise per minute of talk time in just over
a decade.

Billing system and customer handling processes for telecom services is
complicated and as the number of subscribers started increasing for the new
entrants, they faced difficulty in handling these areas. Therefore, some of them
are resorting to outsourcing of billing systems to streamline these services. The
initial assumption that new entrants will be able to offer much better customer
satisfaction through flexible customer oriented processes, better billing practices
& options, and better service levels for product offerings came under threat.
During this phase, customers’ faith in incumbent TSP increased with a perception
that they are more transparent and trustworthy.

At present incumbents as well as new entrants are struggling hard to increase
their customer base and hence the competition is intensifying daily. Incumbent
has a large infrastructural base, experienced manpower, detailed processes in
place and trust of customers in its favour. This enables them to give a tough
competition to new entrants who have flexibility in choosing the type of
technology, implementing latest Customer Relationship Management (CRM)
systems and exercising opportunity to outsource activities as they deem fit. New
Entrants are also empowering their executives to offer flexible tariffs on a case to
case basis.

In spite of various regulatory impositions to provide telecom services to all,
new entrants are able to choose their customers through focusing their marketing
efforts towards the profitable customer segments. The individual customers are
attracted through mass marketing campaigns and attractive and advertised pricing
schemes. As against this, enterprise customers, who provide large volumes of
traffic and profits, are offered negotiated prices and better overall deals by every
service provider. This is so because such customers provide for better profits and
bulk purchase through a single point of interaction.

I-TSP has the advantage of having an existing customer base and infrastructure
but also has legacy systems and networks which are difficult to abandon and
hence they are not able to take full advantage of the latest developments in
Information Technology (IT) enabled systems and emerging new generation
supporting technologies. Hence even though they have the base, yet are missing
the flexible, new and innovative offerings.

In addition, I-TSPs being government entities are bound by rules and
regulations of government and lack the flexibilities and independence of private
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enterprises. They also have the disadvantage of being stranded with large
manpower with secured jobs and life-time job guarantees, making it practically
impossible to retrench them. This manpower has a much higher average age
which makes it difficult to motivate them to put in passionate work performance
or to retrain them for a different job work as per requirements of new age
technologies. Further a large proportion of this manpower is employed at salary
and perks which are much higher than market rates.

For I-TSP this becomes a major limitation and hampers performance
wherever human interface is involved, making it difficult to provide prompt and
courteous service to the customers. Another factor which adds to this situation is
that the salaries of the employees are fixed and not performance linked, hence
there is hardly any motivation for exemplary performance. Divergence in interests
of unions to gain popularity amongst employees, and business interest of
organization to provide better human interface and compliance is another
constraint which incumbent TSPs face.

Another disadvantage which Incumbent Telecom Service Provider (I-TSPs)
suffer is the rigid processes for various activities including material procurements
and service provisioning. For any kind of procurement I-TSPs have to follow
strictly defined tender rules and accept lowest offer even if a marginally higher
offer may have much better value proposition. This results at times in offering
less efficient and lower value proportion tenders by risk averse officials.

Thus we see that the competition in the telecom services sector is cutthroat
and in a very critical stage. This may lead to a phase where it may become
destructive competition eroding the profits and interest of all service providers.
Alternatively, it may force the service providers to make a compromise on service
levels leaving the customers with lower prices but stranded with poor level of
services. Survival of only the fittest few, after multiple rounds of mergers,
acquisitions and takeovers is a distinct possibility in the environment of cutthroat
competition which is prevailing.

The study examines, in such a business scenario what strength incumbents
can leverage to increase their subscriber base, preferably profitable subscriber
base, so that they can be competitive and earn increasing revenues to
remain profitable.

1.2  Industry Background
Telecommunication is now accepted as a basic infrastructure along with

power and transportation for growth of national economy (Balashankar, 1998).
Alvin Toffler (1991) in his book power shift states that telephones have changed
almost everything about business. While the present business environment puts
telecommunication as a highly important resource for growth and development,
at initial stages the industry had to struggle to get due priority.
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Telecom service in India had started as a private sector. In 1951, there
were approximately 75 million telephones in the entire world with India having
only 0.16 million. During all these years, the pace of growth of telecom facilities
in India had been slow. Considering the need for indigenous manufacture of
telecom equipment, Indian Telephone Industries (ITI) was set up at Doorvani
Nagar near Bangalore in 1948. Right from the First Plan period, expansion of
telegraph services deep into rural areas had been a part of the agenda. However,
the financial outlay had been relatively small in size being just 480 million in
First Five Year Plan and arising to 7,810 million in Fifth Plan. These allocations
were small considering the requirement of the country. Even though telecom
was a part of the agenda, it did not get the due priority. In the views of Planning
Commission, food, water and shelter was primary need of people and telephone
development could wait. It was felt that telecom has no role to play in rural
economy and was considered a consumer item particularly for the rich.

Table 1: Five Year Plan Allocations for Telecom

PLAN ALLOCATION (In Million Rupees)

First Plan (1951-56) 470

Second Plan (1956-61) 660

Third Plan (1961-66) 1640

Annual Plan (1966-69) 1590

Fourth Plan (1969-74) 4152

Fifth Plan (1974-78) 7810

Annual Plan (1978-80) 510

Sixth Plan (1980-85) 27220

Seventh Plan (1985-89) 48730

Eighth Plan (1992-97) 239460

Tenth Plan (2002-07) 806074

Eleventh Plan (2007-12) 895816

Source: Planning Commission, Various Economic Surveys.

As the planners began realising importance of telecommunications in India’s
growth strategies, the changes were visible in increasing financial outlay as well
as policy and expected outcomes from the industry. However, this mind-set
underwent a change in Seventh Plan wherein Planning Commission
recommended an outlay of more than ` 100 billion for telecom and the
department was finally allotted ` 40.1 billion. In the Eighth Plan allocation was
` 239.5 billion for the telecom sector. Table 1 shows changes in plan outlay for
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telecom over the years, from less than 2.5% in early plans to more than 8% of
total outlay in Tenth Five Year Plan, bringing out the understanding about
increased importance of telecom services since sixth plan onwards.

To address the requirement of indigenous manufacturing of robust telephone
exchanges to work in Indian environment, a new organization, Centre for the
Development of Telematics (C-DoT), was set up in 1984 and was given funds
and autonomy from the telecom department. Private production of C-DoT
switches and other equipment was allowed which played an important role in
local manufacture of Rural Automatic Exchange Switches (RAX). Telecom
Engineering Center (TEC), ITI Limited and some other private companies
participated actively in Research & Development (R&D) activities.

In January 1985, recognizing the importance of telecommunication and
the role it can play in the growth and development of Indian economy, Department
of Telecommunication (DoT) was created as a separate department. In 1986
Mahanagar Telephone Nigam Limited (MTNL) and Videsh Sanchar Nigam Limited
(VSNL) were created as independent corporate entities to serve as separate unit
for providing telecom services in Delhi and Mumbai and for providing international
telecom services respectively.

In April 1986, improvement of telecommunication services was taken up
more seriously as a national mission, known as “Mission: Better Communication”.
The mission was organized in a systematic way and considered the views of
representative section of customers on various aspects of services.

1.3  Global Comparison
The status of key telecom indicators in selected countries as of December

2007 is placed below. The Table 2 brings out that while Hong Kong has tele-
density of 200, India has a tele-density of 23 which is much lower than the
world average 68. It is seen that while the numbers are large in terms of number
of telephones, the tele-density is lower than many small countries including
Sri Lanka and Indonesia.

As on July 2008 in terms of number of telephones, India ranks third highest
and may in near future becomes second highest after China. But a lot needs to
be done in terms of tele-density in general and the same in rural areas in specific.
Considering low population density in rural areas the return on capital invested
is lower for these areas and as such, in spite of various efforts and incentives
offered by government, the operators have not shown interest to provide services
to these areas. Primarily, it is BSNL who continues to provide services in most of
these areas.
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Table 2: Status of Telecom Indicators in Some Countries as on December

   Population GDP Total Telephone Mobile
Subscribers Cellular

Subscribers
per per 100

Total capita Total inhabitants CAGR
Country (Millions) (US$) (000s) 2007 (%)

2007 2006 2007 Tele-density 2002-07

United States 305.83 43832 418566 136.9 12.5

United Kingdom 60.77 40114 105674.6 173.9 7.9

Switzerland 7.48 51638 13096 175.0 7.1

Sri Lanka 19.30 1352 10725.5 55.6 53.7

Pakistan 163.90 803 83793.3 51.1 115.5

Mexico 106.53 8730 88008 82.6 21.4

Malaysia 26.57 6064 27697 104.2 20.9

Korea (Rep.) 48.22 26986 67402.7 139.8 6.1

Japan 127.97 34054 158571 123.9 5.8

Indonesia 231.63 1616 99662.5 43.0 47.6

India 1169.02 813 273033 23.4 78.2

Hong Kong, China 7.21 26657 14424.8 200.2 10.5

China 1328.63 2096 912734 68.7 21.6

Brazil 191.79 5666 160379.7 83.6 28.2

Bhutan 0.87 1121 179.3 20.6 -

Bangladesh 158.66 404 35556.9 22.4 100.0

Australia 20.74 37083 31020 149.5 10.9

World 6’691.37 10’731 4’525’348.8 67.9 23.4

CAGR: Compounded Annual Growth Rate
Source: International Telecommunication Union (ITU), 2008.

1.4  Competition
Bids for cellular mobile telephone services in four metros Delhi, Mumbai,

Kolkata and Chennai were invited in January 1992 and due to litigations services
were launched in these four metros in August 1995. While this was the beginning
of competition, there was a huge differential in the pricing of services provided
by incumbent (landline) and that provided by new entrants (cellular mobile).
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The high tariff acted as deterrent for increasing the subscriber base.
Meanwhile DoT was providing connections at a fast pace and the waiting list
was shrinking. The improved availability of landline connections was a deterrent
for availing mobile services with high tariffs in spite of the mobility feature. In
view of the various decisions taken by the government which included decisions
relating to limited mobility, delays in permitting interconnection and low fixed
monthly charges, the new entrants found it difficult to compete and it was claimed
that their operations have become less viable. Implementation of new telecom
policy and ‘migration package’ in 1999 brought some relief and the steps which
government took in subsequent years to improve the environment for new entrants
started showing results.

For past few years the business environment in the field of
telecommunication in the country is considered investment friendly and has
resulted in major investments and expansions. Number of connections being
given every month is continuously high and is sustained at high level. With a
view to increase the number of customers, all operators are focusing on price as
a primary competitive advantage and the rates have been falling during past few
years. Various packages, offers, bundled schemes and customised tariffs are being
offered to the customers. The tariffs are much lower than the limits fixed by
Telecommunication Regulatory Authority of India (TRAI). However, in spite of
such lower tariffs the companies are earning a reasonable profit margin allowing
a possible further reduction in tariffs for expanding their customer base. However,
this expansion is taking place mostly in urban areas only due to lower margins in
rural areas. As most of the competitors primarily have similar service offerings, it
is required to ensure that the competition does not get into a degenerative mode
wherein either universal availability will suffer or service will be compromised.

As the market share of new entrants is continuously increasing and reaching
a comfortable phase, the advantages of incumbent i.e., dominance, sunk capital
and geographical reach are eroding rapidly (Desai, 2004). The competition is
now real and between both incumbent service provider and new entrants and
also amongst the new entrants. This competition is leading to higher penetration
of services and with various benefits to customers.

With the introduction of unified licenses by the government, a level playing
field has been created for all the operators to perform and grow to their best.

1.5  Landline Services
During 1980s, landline was the main technology to provide telephone

connections. The main cost components in this technology consisted of a
centralized telephone exchange, instrument and wiring at customers’ premises,
an individual pair of wire from telephone exchange up to customer’s premises
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for each customer, and a network interconnecting these exchanges. Providing
an independent pair of wire from exchange to customer premises not only
required huge capital resources but was also difficult to lay and to maintain.
This connectivity was provided through a combination of underground cables
and overhead wires which were prone to faults. The earlier exchanges which
were of electromechanical type had lot of moving components with substantial
wear and tear requiring continuous effort for its maintenance.

While launching “Mission Better Communication”, quality of service was
one of the main concerns raised by customers.  Introduction of Jelly filled cables,
which provided better protection during rainy seasons and electronic exchanges
which had practically no moving parts, helped in reducing the fault rates and
improving the uptime of the telecom networks. However, the expectation of the
customers had been rising all the while. With these wireline technologies, available
during this period, provision of telecommunication services require huge capital
outlay and lot of efforts for implementation.

1.6  Privatisation of Basic Services
The auctions for telecom licenses for fixed telecom services were held in

January 1995 and subsequently in December 1995 and March 1996. These
biddings did not invite the same enthusiasm as seen for mobile services licenses.
Operators blamed government for various delays in granting permissions and
for allowing Internet Service Providers (ISP) to lay last mile connectivity (Uppal,
Nair & Rao, 2006) which undermined the business prospects of basic service
operators and made their business less viable. India’s first private sector operated
basic services were launched by Bharti in Madhya Pradesh on June 4, 1998
(Gupta, 2000).

While the licenses are available with various operators, the contribution of
private sector in landline sector has been limited and even today stands at only
about 10% of the total landlines available in the country. Considering the cost
and effort involved for landline provisioning, operators considered it more
profitable to provide connectivity through Wireless in Local Loop (WLL)
technology. In spite of strong resistance from the cellular operators, government
had permitted provisioning of fixed wireless telephone and limited mobility
services by basic service operators as a part of their license.

1.7  Wireless Services
Global System for Mobile Communication (GSM) and Code Division

Multiple Access (CDMA) technologies did not require either the wired connectivity
between the exchange and customer or the wiring in the customers’ premises. In
case of GSM, the instrument is also supposed to be purchased by the customer
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who in turn has the flexibility of choosing the same from a wide variety and
price range available in the market. Further the roll out of the system required
installation of a centralized exchange known as Mobile services Switching Centre
(MSC) along with other infrastructure at various locations in the city. This
infrastructure included Base Station System (BSS) and Base Transceiver Station
(BTS). Rolling out this infrastructure not only requires a fraction of cost required
for landline but also is much easier to roll out in terms of time and effort.

In case of landline, the cost of providing the telephone connection increases
as the distance of the customer premises from the exchange increase and the
cost becomes prohibitive in case of areas with low population density (including
rural areas). However, in case of wireless technologies, this limitation is overcome
and the cost of providing a connection was primarily fixed. Mobile connections
also provided the additional facility of mobility while making and receiving
calls. With these additional advantages wireless technology proved to be a
disruptive technology (for landline technology) and is playing a key role in
increasing the penetration of telecommunication facilities in India.

Initially, as mobile cellular services were being introduced, it was considered
as a value added service and it was presumed that landline will continue to be
the dominant source of communication. However as of now, Wireless services
clearly, with all the reasons, form the dominant mode of providing
telecommunication services.

1.8  Liberalisation and Privatisation
Manufacturing of telecom equipment was the first sub-sector to be opened

for private sector participation in 1984 reflecting the intention of the government
to allow private sector to play a role in development of telecommunication
facilities in India. The beginning of private sector participation in telecom services
sector took place in 1992, wherein the sub-sector of value-added services was
opened up to private participation. The value-added services included cellular
mobile telephones, radio paging, electronic mail, voice mail, 64 kbps private
data services, radio trunking services and video conferencing. Technical bids for
cellular mobile telecom services for four metro cities were invited by DoT in
July 1992 and the first cellular operation in country was launched in Kolkata in
August 1995 by Modi Telstra.

As discussed earlier, at the time when the bids for cellular mobile service
were invited, there was huge waiting list for getting a telephone line, resulting in
a huge subscriber base willing to pay higher cost. Their calculations of license
fee were based on these presumptions and it was observed that the bids attracted
high license fee offers. However, by the time these operators could start their
operations the waiting list had drastically reduced as the DoT could provide the
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connections at a much higher rate, when compared to past, due to better resource
availability resulting from much higher financial outlay in five year plans. Tenders
for cellular services for rest of India were invited in January 1995 and were
awarded in December 1995. DoT had awarded 34 licenses to 14 companies for
operating cellular services in 18 telecom circles.

In 1997, I-TSPs were allowed to offer mobile services. This put further
pressure on private mobile service providers and cellular operators approached
TRAI to intervene in the matter. Subsequent to a decision of Delhi High Court,
the incumbent TSPs were allowed to offer mobile services in their respective
areas. Hence, in February 2001, MTNL launched its GSM cellular service under
the brand name “Dolphin”. Government appointed ICICI and Bureau of Industrial
Costs and Prices (BICP) to assess the viability of the Indian Cellular industry in
1998. TRAI also floated a consultation paper on the viability assessment for
license fee determination. A Group on Telecommunications (GoT) was set up
by the Prime Minister to make recommendations for the proposed new telecom
policy and issues relating to existing licensees.

As a result of these steps, the Government announced New Telecom Policy
(NTP 99) in 1999 and issued a migration package to allow the operators to
move from the license fee regime to a revenue sharing agreement with the
Government. In spite of certain conditions all operators signed up for this
migration. As a prerequisite for the migration, the operators had to unconditionally
withdraw all pending litigation against the Government. With this, the turbulent
phase for Indian Telecommunication Industry came to an end and the industry
looked forward for growth prospects. There has been tremendous growth in the
number of customers for mobile telephones with a corresponding increase in
telecom density since then. However, the digital divide still continues and the
growth is limited to urban areas.

1.9  Regulatory Issues
Conducive business environment is necessary to encourage new entrants

to make long-term investment in the industry which leads to increase the
availability and quality of service. Role of Government and regulator is important
to develop and maintain such an environment during the process of change
from monopoly to competition. The cornerstone of an effective regulatory system
is statutory law that clearly specifies the objective and powers of regulator (Noll
& Wallsten, 2004). The regulator should be able to take decisions without
necessity of approval from elected political officials, to avoid manipulation for
short term political gains. The regulator also requires availability and analysis of
information about trends in technology, cost and pricing structures along with
practical inputs about dynamics of rolling out the services.
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In India, the process of telecommunication reforms started in early 80s and
the tenders were announced for awarding cellular services in four metro districts
in 1992. These tenders due to various litigations could be finally awarded in
1995 when operations started. During this period there was no regulator separate
from DoT. The new independent regulator, the Telecommunication Regulatory
Authority of India (TRAI) was established in January 1997. While the TRAI was
established as an independent body to perform various regulatory activities,
since beginning there had been confrontation with DoT.

TRAI had favoured tariff balancing which meant bringing the cost of services
more in line with cost incurred resulting in increasing fixed charges and lowering
usage charges. Further, it asserted that it had jurisdiction over interconnection
prices and an advisory role in licensing new carriers. TRAI was also in favor of
introducing “calling party pays regime”. TRAI was unsuccessful in enforcing any
of these. The High Court ruled that government can take final decision in these
matters and while TRAI can play an advisory role, its opinion is not binding on
the Government. TRAI lost significance of its role when it was not able to enforce
interconnections (Jain, 2004).

The new telecom policy 1999 (NTP99) resolved some of these issues by
clearly bringing out the authority of TRAI to regulate the prices and to adjudicate
disputes between incumbent and private carriers. In January 2000 the Government
adopted ordinance that removed authority over telecommunication policy, from
the High Court giving it to a new body, the Telecommunications Disputes
Settlement Appellate Tribunal (TDSAT) (Noll & Wallsten, 2004). The new
ordinance had paved the way for reforms and service growth but it also
empowered the Government to remove TRAI commissioners with three months
notice. These changes have resulted in improvement in business environment
and private players have been investing heavily to expand their networks.

1.10 Restructuring of Telecommunication Services
The important role which electronics technologies and information

technology can play for the development of the country was realized in 1970s
and hence a separate Department of Electronics was formed and placed directly
under Prime Minister. For the development of Information Technology, which
required connectivity of high bandwidth for data transfer in a reliable manner,
availability of telecommunication facilities was necessary. Department of
Electronics brought out the need to modernize telecom department in 1980
through various steps including introduction of advanced switch technology
and user equipment.

During this period telephone was still considered a luxury, however, a
telecom board was set up to study the situation and Sarin committee in 1981
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recommended the separation of Posts from Telegraphs as separate department
within the Ministry of Communications. Considering the importance of
telecommunication, in 1984, a new electronic policy was announced. Centre
for Development of Telematics (C-DoT) was established as an autonomous body
for development of indigenous telecom switches.

The Department of Telecommunication (DoT) was separated from the
Department of Posts within the Ministry of Communications in 1985. In 1986
MTNL and VSNL were corporatised. In 1990, a telecom restructuring committee
known as Athreya Committee was set up by Prime Minister. The committee
recommended separate formulation of policy making, regulatory and service
providing bodies. The Telecommunication Commission was to carry out the
policy formation activities, service provisioning was to be done through
corporatisation of BSNL and an independent regulator had to be set up for
carrying out regulatory roles. To implement this, first telecommunication services
were separated from DoT to form a Department of Telecommunications Services
(DTS) in September 1999 and then in October 2000, DTS was corporatised into
Bharat Sanchar Nigam Limited (BSNL) (Desai, 2006).

1.11  Bridging Digital Divide
The relative cost of providing services in rural areas, which has low

population density, is higher than that of providing in urban areas. Maintenance
of these services also poses many challenges due to distances involved. Realizing
this, the Government had taken various steps to ensure increase in
telecommunication density in rural areas through in built preconditions in the
licenses and providing financial benefits to set off the additional cost. A Universal
Service Obligation Fund (USOF) was set up to support rural services which had
difficulty in attracting investments. Through this, a levy has been imposed on
service providers and the proceeds go to a USOF. This provided support to the
service providers for meeting obligations in rural areas.

The fund is implemented using an approach which determines service cost
through a “Negative Auction” (Uppal, Nair & Rao, 2006). Bids are invited for
the minimum subsidy to provide services in the area considered to be “Net Cost
Positive”. As a special case, an amendment to the Indian Telegraphs Act 1885
was cleared by parliament in December 2003 to allow fund received under
universal obligation to remain with USOF and not revert to the consolidated
fund of India.
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The present status of USOF is shown in Table 3.

 Table 3: Universal Service Obligation Fund Position as on 31.05.2008

(` in crores)
Financial Opening Funds Funds Balance at

Year Balance collected as allocated the end of
USL and the Year

disbursed

2002-03 0 1653.61 300.00 1353.61

2003-04 1353.61 2143.22 200.00 3296.83

2004-05 3296.83 3457.73 1314.59 5439.97

2005-06 5439.97 3533.29 1766.85 7206.41

2006-07 7206.41 4211.13 1500.00 9917.54

2007-08 9917.54 5405.46 1290.00 14033.00

Total   20404.44 6371.44

Source: www.dot.gov.in/uso/Table%20VII.xls

Further, an Access Deficit Charge (ADC) is levied on international, domestic
long distance and certain categories of local calls to subsidize the below cost
operations of BSNL in rural areas (Mukherji, 2005). ADC was argued as being
too complex a system and charges levied are not in line with actual cost
proportions. Annual access deficit estimated by TRAI was originally based on
the basis of data provided by BSNL, who was the main beneficiary of ADC.
Initially, this estimate was placed at ` 130 billion. This estimate was later revised
and reduced to ` 53.4 billion (TRAI 2003).

The ADC structure is inefficient as the price elasticity of demand is much
greater for usage than for access, application of tax to only some calls creates
distortion and differential charges for long distance calls create further distortion
(Noll, Wallsten 2004). The distribution of payment from the ADC charges also
varies according to the type of calls. The levy of ADC on international calls was
opposed by VSNL arguing that the ADC charge encourages the rise of a grey
market in international telecom traffic as that avoids the ADC (The Financial
Express, 2004).

Through all these efforts, while there has been some penetration of telecom
facilities to rural areas, these initiatives are primarily limited to incumbent
government operators and lot more need to be done to bridge the digital divide
and provide the real benefits of telecom services to rural areas.



16 Business Model for Telecom Industry in Competitive Environment

1.12  Competitors
Information about some large players making significant contribution

towards increase in telecom density is placed below. Part of this information
communicates their own perception as the information includes the same taken
from their own websites.

1.12.1  BSNL

Bharat Sanchar Nigam Ltd. (BSNL) A wholly-owned Government Company,
formed in October, 2000, is World’s 7th largest Telecommunications Company.
Its vision is to become the largest telecom service provider in Asia. Some of its
short-term objectives include, as part of the national plan target of attaining 500
million telephone subscribers and 20 million broadband subscribers in India
by 2010.

BSNL provides a comprehensive range of telecom services in India: Wire
line, CDMA mobile, GSM Mobile, Internet, Broadband, Carrier service, MPLS-
VPN, VSAT, VoIP services, IN Services, etc. It has presence in all the country’s
telecom circles including the rural areas. As on 31st March 2008, BSNL had a
mobile customer base of 72 million accounting for over 33% of the market
share, and over 32 million basic landline subscribers. The Company has a paid-
up equity capital of around ` 50 billion, and revenue for 2006-07 stood at
` 397.50 billion, with net profit of ` 78.05 billion.

BSNL is planning to offer an Initial Public Offering (IPO) by diluting 10%
of its Government stake in the company, thereby listing itself in the bourses.

1.12.2 MTNL

Mahanagar Telephone Nigam Limited (MTNL) was set up on 1st April 1986
by the Government of India, with a holding of 56% stake in the company. The
company was created to upgrade the quality of telecom services, expand the
telecom network, introduce new services, and to raise revenue for telecom
development needs of India’s key metros – Delhi, the political capital and
Mumbai, the business capital of India.

MTNL mission is “To remain market leader in providing world-class Telecom
and IT related services at affordable prices and to become a global player”. It
was the first Indian PSU listed in New York Stock Exchange in 2001.

MTNL provides a host of telecom services both wireless and wire line which
includes mobile, Land line, Broadband, IPTV, VoIP, and Intelligent Network
(IN) services, etc. IPTV combines the best of television and Internet, providing
video on demand service which allows the subscriber to pause, play and fast-
forward movies and songs at will; a feature which is not available in cable T.V.
MTNL is the 1st IPTV service provider in India. MTNL had a total income of
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` 53.29 billion and a net profit of ` 4.06 billion in the 2007-08.  As on 31st July
2008, MTNL had 3.54 million mobile subscribers and over 3.50 million of fixed
line subscribers.

1.12.3 Bharti Airtel

Bharti Airtel, the telecom business arm of Bharti Enterprises is the leading
private telecom operator in the country in terms of mobile subscriber’s base
through GSM technology. Bharti Airtel provides mobile, broadband, fixed wireless
and wire line services in all the 23 telecom circles of the country. However, it’s
Broadband and fixed wire line service has not really picked up as in comparison
to its mobile service, which has been doing tremendously well in tune with the
Industry trend. As on 31st July 2008, Airtel cellular subscribers’ base stands at
72.08 million and Wire line subscriber base at 2.43 million.

Bharti Airtel vision is to become the most admired brand in India by 2010.
As the company puts it “By 2010 Airtel would be the most admired brand in
India: loved by more customers, targeted by top talent and benchmarked by
more businesses”. Financially, the company has been doing well. The result for
financial year 2007-08 shows a Revenue and EBITDA of ` 270 billion and ` 77
billion respectively. The business of the company have been structured into
three individual Strategic Business Units (SBU’s) - Mobile Services looking after
mobile & fixed wireless services, Airtel Telemedia Services offering broadband
& telephone services in 94 cities and  Enterprise Services providing end-to-end
telecom solutions to corporate customers and national & international long
distance services to carriers.

1.12.4  Reliance Communications

Reliance Communication is the flagship company of the Anil Dhirubhai
Ambani Group (ADAG) of companies. The company’s vision is to execute
complex global-scale projects, offer unparalleled value for customers and generate
value beyond Indian borders to enable India’s knowledge workers to deliver
their services globally. Reliance Mobile (formerly Reliance India Mobile) was
launched on 28 December 2002.

Reliance communications has forayed into a number of communication
and its supporting businesses viz., wireless (CDMA, GSM, FWT), Tower (Infratel),
Home (DTH, IPTV), Retail (Mobile Store, Reliance World), Business Process
Outsourcing (BPO), Global Telecom (Submarine cable, Ethernet Data Services,
NLD/ILD) and Enterprise (Leased line, MPLS et al.).

Reliance Communications has a customer base of over 42 million in Wirline
and Wireless services (both GSM & CDMA) as of July 2008. The company had a
net profit of ` 54 billion and an EBITDA margin of 43.6% at the end of financial
year 2007-08. The company has total assets worth ` 738 billion and net worth
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of ` 256 billion. According to the company, their ambition in the near future is
to have world’s largest network covering one billion people in more than 23,000
towns and 5,00,000 villages, including national and state highways.

1.12.5 TATA Teleservices

Incorporated in 1996, Tata Teleservices was the first to launch CDMA mobile
services in India with the Andhra Pradesh circle. Tata Teleservices’ bouquet of
telephony services includes Mobile services, Wireless Desktop Phones, Public
Booth Telephony and Wire line services. Other services include value-added
services like voice portal, roaming, post-paid Internet services, 3-way
conferencing, group calling, Wi-Fi Internet, USB Modem, data cards, calling
card services and enterprise services. In February 2002, Tata acquired the
management control of VSNL after the Government sold the major part of its
stake in VSNL.

The total income and EBITDA for the financial year ending 2007-08 was
` 17 billion and ` 4.85 billion respectively. The company has a customer base
inclusive of wire line, WLL (FWT) and WLL (M) of 32.7 million as on 31st July
2008 and is operational in 19 telecom circles of the country.

Tata Teleservices, in March 2008, has tied up with Virgin Mobile of UK to
launch the ‘Virgin Mobile Brand’, positioned mainly as a youth-based mobile
service. The Virgin youth service aims to acquire 5 million subscribers over the
next three years, when it expects to become profitable.

1.12.6  Vodafone Essar

Vodafone Essar in India is a subsidiary of Vodafone Group Plc of UK and
commenced operations in 1994, when its predecessor Hutchison Telecom
acquired the cellular licence for Mumbai. Vodafone Essar now has operations in
16 circles covering 86% of India’s mobile customer base of over 50 million
customers as on 31st July 2008. In August 2008, Vodafone Essar was one of the
telecom operators along with Bharti Airtel to launch the much awaited and
talked about mobile “i-phone” from Apple in India.

Vodafone is one of the world’s leading international mobile communications
company. It now has operations in 25 countries across 5 continents and 40
partner networks with over 260 million customers worldwide. Vodafone has
partnered with the Essar Group as its principal joint venture partner for the
Indian market.

The Essar Group is a diversified business corporation with interests spanning
the manufacturing and service sectors like Steel, Energy, Power, Communications,
Shipping & Logistics and Construction. The Group has an asset base of over
` 400 billion (US$ 10 billion) and employs over 20,000 people.
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1.12.7  IDEA Cellular

IDEA Cellular is part of the Aditya Birla Group, having licenses to operate
in 11 telecom circles. As on 31st July 2008, IDEA mobile customer base stands at
28 million, operating through GSM technology. Its mission statement is “To be
the most customer-focused mobile service brand, continuously innovating to
help liberate our customers from the shackles of time and space.”

IDEA had a total revenue of ` 67 billion and a EBDITA of ` 23 billion for
the financial year 2007-08. The company has formed three new subsidiaries
during 2007-08 namely Idea Cellular Services Limited (ICSL), Idea Cellular
Infrastructure Services Limited (ICISL) and Idea Cellular Tower Infrastructure
Limited (ICTIL).

ICSL and ICISL are wholly-owned subsidiaries of Idea Cellular Limited
whereas ICTIL is wholly owned subsidiary of ICISL. The main purpose of ICSL is
to provide manpower services to Idea Cellular and ICISL & ICTIL are meant for
hiving off Idea’s passive infrastructure network.

1.13  Expected Outcome and Relevance to Model Building
The research is to provide an understanding of the telecom industry by

studying the industry characteristics and developing a business model. The study
will provide insights into an industry with high growth, has major impact on
economy, and is instrumental to national growth, under dynamic and uncertain
conditions.

The study is to identify key services which will drive the growth of
telecommunication industry through increased customer acceptance. The
research will also identify and examine the key factors that will play an important
role to develop the right environment for increasing the penetration of the services
and aligning national and organizational goals. For a given technology, how
these factors interact and can be used so that the telecom customer base expands
at a fast pace will be examined. These findings should contribute to (a) Improved
Telecom services (b) Improved organizational performance and (c) Enhanced
customer satisfaction.

The study will explore, what are the key drivers and motivating factors
towards selection of telecom services, what goes on in the minds of customers,
which factors finally influence the decision making? Further how these can be
leveraged to benefit TSPs so that they contribute to telecom services expansion
in a competitive environment.

6 6 6


	1.pdf
	2.pdf

