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* The impositions of regulation and policy on
the Swedish market are arguably less obtru-
sive than anvwhere in the world bar New
Zealand. Onlv time will tell whether this ap-

Whiie most of Europe debates the theoreticai merits and
chailenqges of onen competition in telecomms operating,
Sweden remains one of the few markets in the worid
where it is being experienced for reai. As the dominant
operator, Telia, wiil testify, this is no 'experiment’...

weden’s

ierce

‘zero regulation’ with a state-owned de
facto monopoly operator to ‘minimum
regulation’ of an open and fully competitive
market. The transformation is not vet com- :
plete as the country attempts to find the nec- :

S weden is in the process of moving from

essary level of regulation for the telecomms

sector. While most European nations are dis-
monopoly :
frameworks, Sweden is engaged in erectinga :

mantling long-standing legal
regulatory structure where until now a legal
vacuum has existed.

From a distance, the ‘plaving tield’ created

so far appears to be a level one. The dominant
operator, Telia (formerly ‘Televerket'), is nei- :

ther fettered nor favoured by the Government.

proach proves to be successful or simplistic in
the long term.

Major change
The enactment of a new policy towards the

telecomms sector took place roughly one vear
ago on July 1, 1993. On that date the follow- !

ing took place:

e the corporatisation of Televerket and the

creation of Telia AB, a state-owned limited
company; i
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ragmatism

e theintroduction of a new Telecommunica-
tions Act (Sweden’s first) setting out the legal
principles for a competitive telecomms mar-
ket and covering areas such as licensing, ser-
vice provision, tariffs, interconnection and

numbering;

e the introduction of a new Competition
Law of general scope with relevance to com-
behaviour—especially, in the
telecomms market, that of Telia—and the cre-
ation of a new Competition Agency to over-
see the implementation and enforcement of

petitive

the Law.

At the same time, a three-vear agreement
between the Government and Telia entered
into force, covering the newly incorporated
dominant carrier’s major obligations in areas
affecting its customers and competitors. This
policy agreement should be regarded as the
source of fine detail in the regulation of the
i dominant carrier within the overall frame- :
: work set out in the Telecommunications Act. :

That ‘detail’ concerns three key areas:

e universal service: Telia retains an obligation :
to provide voice and simple data services :

throughout Sweden at uniform pricing levels,

with a supplementary obligation to maintain

public pavphones in remote areas;

e price cap: for telephone services to residen-
tial and small business (non-PABX) cus- :
tomers, Telia must abide by a price cap linked *
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to the Net Price Index (NPI, an index ot retail
prices which also includes taxation changes),
set at an annual NPI-1% until 1996;

e competitive behaviour: Telia must not ob-
struct the development of competition and
must, to an extent, assist in promoting it. For
instance, no access deficit charge (ADC) will
be pavable through interconnection rates by
Telia’s competitors during the 1993-6 time-
frame, despite the fact that the Act allows for
the ADC to be taken into account: “reason-
able compensation may be pavable to the cost
for special obligations within the scope of the
access-grantor’s licence conditions”, it says.

The non-application of this aspect ot the
Act in the current policy agreement between
Telia and the Government is indicative of the
latter’s prevailing mood. The high penetra-
tion of Telia’s basic network, its alleged low-
cost and efficiency of provision, high usage
levels and the absence of direct competition
in the local access market are deemed ade-
quate compensation for Telia’s loss of its de
facto monopoly.

This is consistent with the Government’s
clear desire to actively promote competition
in the market. “It was the will of the Govern-
ment to have more competition than before”,
explains Michael Grant, Adviser in the Min-
istry of Transport and Communications.

An example is the licensing regime estab-
lished under the 1993 Act. New operators
onlv need to be licensed when their activities
are of a “considerable extent”’. measured in
terms of the number of users. geographical
coverage or market share. Although not de-
fined, the market share threshold above
which operators must have a licence is
thought to be in the 10-15"» range. Even
then, the Act stipulates that licences will be
granted “unless the applicant is obviously not
capable to pursue the activity on a permanent
basis”, although frequency-reiated aspects of
mobile operating are an exception to this.

Getting the balance right?
[t is this balance between light regulation of
Telia and obstacle-free market access for new
plavers which forms the basis of Sweden'’s
open market. Some. however. argue that Telia
should face tougher regulation in future in or-
der for competition to develop to the tull.
That view is not for the time being shared
by Sweden’s regulator, the Post &
Telestvrelsen (‘National Post and Telecom
Agency’ or ‘NPTA"). According to Jerker Torn-
gren, Head of International Atfairs in the

NPTA, “we have a mandate and obligation to
try and create competition in the market, not
simply to ullow it. Since Parliament wants
competition, we know that some measures
have to be taken to achieve it”, he says, with
the qualification that, “although there is ac-
tive participation in creating competition, we
do not achieve it by putting restrictions on
just one operator, namely Telia.”

New agency

Under the Swedish system, the bulk of regula-
tory responsibility rests with the NPTA since
the Ministry of Transport and Communica-
tions’ primary role is that of Telia’s owner.
The NPTA began life in July 1992 when Telev-
erket’s Frequency Allocation Board was sepa-
rated tfrom the operator. Since then it has
taken on the regulatory role defined in the
1993 Act, adding responsibilitv for the postal
sector in March of this year.

Like Europe’s other embryonic regulators.
the NPTA has spent recent months easing
into its new position. “We’ve had to build up
our competence”, says the Agency’s Jerker
Torngen. “It’s an entirely new situation for
the telecomms market in this countrv”, he
says, but insists that “we are not mentally
bound to old thinking on how the telecom-
munications sector should be run.”

Fashionable argument suggests that for all
new regulators it is important to be indepen-
dent of the state. This is especially so for the
NPTA given the Government’s 100% owner-
ship of Telia. Jerker Torngren has few worries:
“we don’t have any problems with the fact
that the Government is the owner of the
main operator.” Michael Grant of the Min-
istry agrees. “The Ministry’s ownership role is
kept completely separate from regulation ot
the market”, he savs, “and the regulatorv
powers have largely been transfered to the
Agency from the Ministry.”

The NPTA’s responsibilities include li-
censing, frequency management, standards
and the representation ot Sweden in interna-
tional forums.

Licensing policy is a good illustration ot
the Agency’s independent position. backed
bv the provisions ot the 1993 Act. “The Gov-
ernment has no influence whatsoever in our
licensing decisions and no influence whatso-
ever in the conditions which we attach to
each individual licence”, savs Torngren.

Indeed. Telia has recently taken the NPTA
to the Administrative Court over the inclu-
sion of ONP provisions in its leased-line oper- :
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ating licence. Telia objects on principle to
ONP conditions relating to the most basic
types of leased line, which it says are already
obsolete in Sweden.

Perhaps the biggest question surrounding
the NPTA concerns whether it possesses the
necessary ability and authority to regulate a
competitive market. The answer to this ques-
tion will determine the long-term character
ot Swedish telecomms regulation and, by ex-
tension, the market itself.

Agree to differ

That classic regulator’s nightmare—intercon-
nection agreements between operators—il-
lustrates the challenge facing the NPTA. Ac-
cording to Jerker Torngren of the NPTA,
“these are considered to be commercial agree-
ments between private entities”, with the
NPTA having a non-binding mediator’s role
when an agreement between two operators
cannot be reached.

The most difficult negotiations have been
between Telia and its major domestic rival,
Tele2, for the latter’s proposed long-distance
service. Tele2, which is owned by Kinnevik
and Cable & Wireless, is not too happy with
the interim agreement reached last month
and set to last for the rest of this year.

According to Lars Gronberg, Executive
Vice President of Kinnevik and acting Presi-
dent of Tele2 until this month, the argument
centres on whether Telia should charge cost-
based or market-based interconnection rates,
with Tele2 at present paying 50% on top of
the local call rate for the use of Telia’s local
loop. Although obviously wanting market-
based charges, Gronberg suggests with irony
that “in a good Swedish way the decision will
be something muddy in between.”

“Telia is being allowed to recover through
the interconnect charges what they are losing
in their agreement [on universal service and
price caps| with the Government”, says Gron-
berg, adding that “Telia is saving SKrlOm a
month by delaving it.” As a result, he says,
“up until 1996 at least, most consumers will
have to wait before competition has an im-
pact on locai charges.”

For its part, Telia has argued for an open
and transparent system of interconnect
charges and thus probably sees some advan-
tage it the process of bilateral negotiations be-
tween individual carriers set out in the Act
fails to deliver satistactory results. In the
meantime, the situation can hardly be said to
be hurting the dominant oberator.
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This episode has drawn attention to the
question of effective regulation in Sweden.
Critics allege that the NPTA is strong on ad-
ministration but weak on true regulation, be-
ing unable to back up its decisions with any
enforcement powers. .

This may in part be due to tradition. “In
Sweden we do not delegate such legally-bind-
ing powers to a state agency”, says Michael
Grant ot the Ministry, adding as if in mitiga-
tion that, “it is a new environment for Telia
and the competitors.”

Such a view is understood but not ac-
cepted elsewhere in the industry. According
to Kurt Gladh. who heads the Swedish user as-
sociation NTK, “the feeling in Sweden is that
the Government should not interfere in areas
where the market will define the rules itself,
but when opening a market to competition we
must avoid building in a delay mechanism.”
Gladh'’s view is that “the speed of progress is
too slow, the rules should be more clear and
firm and we should give more powers to the
NPTA. If they are not given more authority,
true competition will take more time because
itis not in the interests of the big operators to
make changes”, he warns.

The capability of the NPTA and the legal
framework within which it operates also con-
cern StatTel, the state body created to procure
cheaper and more efficient telecomms ser-
vices for Government offices and agencies.
According to Ann-Marie Nilsson, StatTel’s
General Manager, “the question now is
whether the svstem is good enough to deal
with interconnection tees at a price level
which encourages voice competition.”
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Tele2 shares that concern. Kinnevik’s Lars
Gronberg says of the regulatorv regime that :

“it works well enough for us to continue to
work within it. [ felt we made progress during

1993 but on the issue of interconnection I got :

impatient at the end of 1993 when we asked
for arbitration. Our major criticism is that it
takes too much time.” Gronberg's worrv is
that “the Law is not pushing Telia, as the
dominant carrier, hard enough”, and in his
view, “we need an arbitration process with

sanctions that puts an incentive on everyone :

to move faster.”

[t is no great surprise to learn that Telia
dissents from this view. A leading Telia tigure
suggests that the NPTA is “strong enough”
and stresses that the Competition Agency,
formed to police the 1993 Competition Law,
“has the teeth” needed to ensure a fair and
competitive market.
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The Government—in the shape of the
Ministrv of Transport and Communica-
tions—is adopting a ‘wait and see’ attitude to
the need for more intrusive reguiation in tu-
ture. This attitude, in the context of Telia’s
overall support tor the regulatory status quo
and the opposing view held by users and new
players alike, suggests prima facie evidence
that the system must be too sott on the
telecomms ‘establishment’, as represented by
Telia.

This might be an accurate—and thus criti-
cal—assessment of the regulatory character of
the Swedish system were it not for the dra-
matic havoc wreaked against Telia by Govern-
ment-backed market initiatives. Nobody can
accuse the Swedish state of being ‘soft’ on
Telia when the Government itself has spon-
sored an incisive redirection of market share
away from Telia to its rivals.

Challenge from within...

This shift has been orchestrated by StatTel,
the bodv formed in 1991 to increase the
‘value for money’ obtained by Government
agencies in their expenditure on telecomms
equipment and services. Its procurement
deals cover a potential user base of some
200,000 state employees.

StatTel has so far exceeded its target—a
25% reduction in Government telecomms
spending—in the areas which it has ad-
dressed. In doing so it has set the Swedish
market alight and banished any notion that
Telia is being cosseted by its owners.

The StatTel ‘bombshell’ was dropped in
Mayv 1993 when, after a tendering process
which included Telia, Tele2 and BT of the UK,
a framework contract covering price and ser-
vice levels for national data transmission was
awarded to France Telecom Transpac. Telia,
according to one insider, was “shocked and
devastated.”

StatTel's General Manager. Ann-Marie
Nilsson, has come to personify the bodyv’s ac-
tions for both supporters and detractors alike.
“The quality and price of the available public
data network was not sutficient”. she savs
bluntly, arguing that the tender represented
“a carrot not only for Telia but tor new en-
trants to come into Sweden and set up new
networks.”

It is this aspect of StatTel's approach
which angers its critics. Ostensiblv a bodv cre-
ated to reduce Government expenditure, it is
claimed that Nilsson has added a secondarv—
and some sav far too personal—agenda in

promoting competition to the detriment of
Telia. “She wanted to choose an alternative to
Telia”, says one insider close to the negotiat-
ing process.

Nilsson herself is unrepentant. “I think
the Government is aware of what we are do-
ing and is encouraging us to take that broader
perspective”, she says. “I think it is very im-
portant that we are always showing that we
are determined about competition”, she says,
arguing that “it has helped all concerned
when the Government agencies chose someone
else.”

...brings benefits

“Our decisions have had a very big impact on
the Swedish telecomms market”, says Nils-
son, pointing to the benefits of the Transpac
deal—in particular the price—which extend
far bevond state sector procurement. “Our
deal has set a standard: the current market
price is close to that which we got trom
Transpac”, she maintains, with the comment
that “Telia still works from cost-based pricing,
but today that no longer applies for us—it’s
market prices which interest us.”

The question of price remains the most
contentious aspect of the StatTel decision.
Bjorn Norrbom, President of Telia MegaCom
(the subsidiary formed to handle major ac-
counts), accuses France Telecom of “buying
themselves into the market.” He is fiercely
critical: “they seem to have a way of pricing
products and services in the French market
that is different from the one used when they
come here”, and he argues that “we know that
we are at least as cost-effective as the French.”

That allegation is flatly rejected by the suc-
cesstul bidder. Lars Persson, Director General
of France Telecom Network Services Nordic
AB, refutes accusations of under-pricing: “we
are building a totallv new network using the
most modern technology. We are mixing
X.25 and frame relay in the same network
backbone. Our overheads are growing only
with the business and we are outsourcing
where it is possible. By being efficient in this
way we have lower costs.”

Persson concedes that “there was a certain
element of ‘investment’ in our bid—a new
company cannot get protits from ‘day one’”,
and accepts that the Nordic subsidiarv oper-
ates under conditions unlike those in today’s
French market—conditions, one might add,
that would be unthinkable there.

“So what if they are buving their market
share?”, asks Kurt Gladh of the user group
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NTK: “the deal with France Telecom Transpac
was a milestone in demonstrating that com-
petition is here.” Gladh welcomes their im-
pact in the Swedish market, saving, “they give
the impression that they are small, quick.
hungry and protessional—and determined to
reallv do something.”

Since completing the StatTel agreement,
Transpac has signed six agencies, including
five of the seven largest, to the deal. [t claims
that the network provided for the Swedish Po-
lice, which entered operation in February ot
this vear, is the largest VPN in Europe.

France Telecom also gained a follow-up
success with StatTel when chosen (in partner-
ship with Sema Group Info Data AB) earlier
this vear as one of two suppliers of X.400 elec-
tronic mail to the state agencies. The other
winner was the Swedish Post Office as Telia
missed out once more.

Again the price offered by Telia was far
higher than those of the winners, even after
reductions during the final stages of negotia-
tion. Dismissing claims that the Transpac bid
was unnaturally low, Lars Persson emphasises
“our price for the StatTel e-mail agreement is
realistic.”

StatTel is currently engaged in the latter
stages of a framework deal for PABX procure-
ment which should be completed any time
now. Government agencies will have access
to ‘call off’ contracts specifying the price and
functionality of PABX equipment.

StatTel’s next big initiative will come in
the voice services market. A specification for
tender should be ready earlv next vear with
the process complete within six months of its
release. The contest for the voice contract
mav be slightlv different from previous deals
because Telia’s low voice charges reduce the
scope for undercutting on price, although
Telia’s overheads will still probably place it at
a cost disadvantage.

Instead. the emphasis is likelv to be on fea-
tures and virtual private network functional-
ity. “If vou want to buy voice service, how do
vou procure it?”, asks Ann-Marie Nilsson.
“One wav is to tell the vendor the specitic pro-
file of your requirements based on the tunc-
tionality you want to achieve.” Even at this
early stage she does not look favourably upon
the dominant carrier: “I’m quite convinced
that Telia will not sell VPN to the Swedish
market until we force them todo it.”

[t may come as a surprise for outsiders to
see just how little opposition there has been
to StatTel-Transpac contract on what might
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be called ‘nationalistic’ grounds. This is in it-
selt a retreshing change from the windy
rhetoric of xenophobia which pervades so
much ot the industrv in Europe and bevond.
Sweden deserves to be congratulated for this
more mature attitude to global trade and eco-
nomics.

According to Jerker Torngren of the NPTA,
“the word ‘nationality’ is not used in our
Telecommunications Act. As for concepts like
‘reciprocity’ or national restrictions”, he says,
“wedon’t believe in them.”

The principle seems generally to be ac-
cepted. There has been little overt pressure,
for instance, to keep the French out of the
Swedish market until equivalent opportuni-
ties are opened in France. “Some would say
we have to wait for others to liberalise before
we do, but [ think that is ridiculous”, says
Ann-Marie Nilsson, adding “I think it is a
good thing for Sweden to liberalise even if no-
body else does it.”

“Open markets are a firm policy objective
for us because Sweden is so dependent on in-
ternational trade”, says Jerker Torngren in
outlining Sweden’s multilateral approach to
market opening as opposed to the bilateral
‘tit-for-tat’ game played by a sadly large ma-
jority of important countries. “GATT is our
strategic line forward”, agrees Johan Martin-
Lof, Telia’s Director of International Affairs;
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“we in Sweden are committed to convincing :

others of the benefits of an open market by
this means and by our own actions.”

i Justified?

StatTel’s attitude to Telia has been unforgiv-
ing, with any ‘bias’ apparently working
against the national carrier rather than in its
favour. Ann-Marie Nilsson bv now realises
that she has few triends within Telia and ad-
mits, “they were very annoved by the fact
that their owner challenged them in this wayv.”
Due to the controversy created and the ob-
vious damage done to Telia’s image in the do-
mestic market (and perhaps bevond), that
‘challenge’ is worth dissecting:
e StatTel’s ruison d’étre—the reduction of un-
necessarv Government expenditure—should
be applauded bv taxpayers evervwhere;
e the idea that benefits negotiated for state
sector users will be applied more widely in the
market place seems justitied:
e the refusal to submit to blinkered national-
ism is a lesson which other countries in Eu-
rope should learn, and quickly.
Against these positive tactors must be
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weighed any ‘damage’ intlicted upon Telia by
StatTel’s decisions. In truth, any such damage
appears to be mostly short-term in character.
As StatTel’s Nilsson argues, “when they lose a
bid like this, it helps Telia to convince all
within the organisation that they need to
change.”

Over time, if Telia is right in its belief that
the winning bids are too low to be protitable,
it will be well positioned to pick up the pieces
when calamity strikes (the frame contracts are
renewable annually). If not, Telia is now fully
aware of the price and productivity bench-
marks to which it must aspire if it wants to re-
coup it losses among state agencies and else-
where. [n either case, the state’s insistence on
an open market would be vindicated. That
may be of little consolation to Telia right
now.

Coming second?
StatTel’s highly public. landmark decisions

have not just been taken at the expense of :

Telia. In some ways they have been equally
damning for Tele2, nominally Sweden's ‘sec-
ond carrier’ and thus, in theory, heir apparent
to chunks of business loosened from the old
edifice of de facto monopoly by the forces pro-
moting competition. Could this be another
case (like that of the UK’s Mercurv) where the
second carrier, its costs and prices modelled
too closely on the dominant operator, loses
out as soon as true competition arrives in the
market?

Not in the opinion of Kinnevik’s Lars
Gronberg, who recounts Tele2's success in the
international services market (it began opera-
tions in 1993) with which it launched its at-
tack on Telia: “we are doing much better than
expected and taking market share more
quickly than expected. Consequently, we are
keener on launching national telephone ser-
vices to a broader market from ‘dav one’.”

Swedish users, wishing to place calls on
Tele2’s often cheaper international service,
dial ‘007’ rather than Telia’s established ‘009’
prefix. This is obviouslv a marketeer’s dream:
“one of the reasons tor our success is that we

have managed to establish a brand name— :

‘007’ and James Bond—tor our service.”

To date, Tele2’s revenues trom interna-
tional tratfic are 100% up on internal fore-
casts—equating to a 15% share in that section
of the Swedish market that is directly con-
nected to AXE exchanges which support al-
ternative carriers. “If we are as successful in
marketing national services. we will be per-

forming very well indeed”, says Gronberg.

While Tele2’s interconnection battle is a
dominant factor in this matter, there is a frac-
tured substrate of doubt concerning the
shared ownership of the ‘second’ carrier by
Kinnevik and C&W. Tele2 has been investing
in its own right in capacity on new cables
from Sweden to Latvia and Finland and two
cables to Denmark. It appears to wish to make
its mark as an international player.

Even so, speculation over the long-term
relations between its two shareholders is
growing. According to Lars Gronberg, Kin-
nevik and Cable & Wireless “are both verv
happy” and, he insists, “unlikely” to want to
change the ownership arrangement. Others
suggest that C&W is seeking to reduce Kin-
nevik’s majority position.

Cable & Wireless has been engaged in a
prolonged attempt to bring Telecom Finland
into Tele2, fanning the Finns’ anger caused by
Telia’s boast to ‘deliver’ the entire Nordic
market to the Unisource partnership. Even as
Kinnevik dismisses suggestions of any dilu-
tion of its holding, C&W is in talks with Tele-
com Finland with an aim which is definitely
not to reduce its own 40% stake.

In terms of its potential as an across-the-
board second operator, Kinnevik’s holding in
the Comvik cellular company looks increas-
ingly attractive. Franco Fedeli, the new Presi-
dent of Tele2 who took over at the beginning
of July, says “both companies—Tele2 and
Comvik—have their own very strong
brands.”

“Should we legally or in any other way
move them together?”, asks Lars Gronberg;
“our basic philosophy is that companies
should be independent.” Even Gronberg will
admit that “this, of course, is a potential area
of conflict between Cable & Wireless and Kin-
nevik.” As the ritual mating dances of would-
be global telecomms carriers are plaved out
over this summer and bevond, that statement
may contain a haunting structural truth.

Still a force...
Headline-grabbing StatTel decisions which go
against Telia are worthy of attention and
comment but ultimately the characteristics of
the Swedish market will be determined by
three ongoing attributes of Sweden’s former
de facto monopoly operator:
e efficiency;
e price vs quality;
e ownership.

Sweden is not a huge market: with just 8m
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: inhabitants, and despite the presence of a
: generous handtul of export-oriented multi-
nationals, it is neither the ‘Hong Kong’' ot
Scandinavia nor a massive national market in

its own right. It has attracted the attention of

major plavers like France Telecom, BT (which
has a contract to provide international ser-
: vices to the Swedish Foreign Ministrv) and
i others as much for its rarity as an open market
and as a Nordic beachhead.

Do not forget, however, that the global
free market ethos which pervades Sweden’s
politics can be sensed in the corridors of Telia.
If the creation of Unisource turns out to be a
brilliant gamble it will be seen as an act made
easier—and made more obvious—ov the
open regime of telecomms in Sweden (one
could scarcelv say the same for the Dutch, the
Swiss or perhaps even the Spanish).

: Nor would it be right to suggest that Swe-
i den’s liberal market conditions and Telia’s re-
) sponse to them represent an entirely new

phenomenon. As Johan Martin-Lof, Director

i of International Affairs at Telia, points out,
i “we’ve been 15 years on the road to transfor-
mation since the opening of the terminal
market in 1980.” This has proved highly im-
portant ahead of what he admits was “the
very dramatic formal change that took place
last year.”

Efforts by Televerket/Telia to reduce its
manpower are well underway. Down trom
: 48,000 to 34.000 in the last two vears, Bertil
: Thorngren, Executive Vice President of Telia,
says that a further 13,000 jobs must go in the
next three vears although 3,000 new people
will be recruited in some positions.

Just as importantly, Telia last vear dis-
posed of its Teli manutacturing subsidiary (Er-
icsson is the proud new owner). In doing so it
removed one of the major anomalies of its
corporate structure.

Such efficiency increases—although
hardly an argument for an immediate re-writ-

ing of the ‘Guiness Book of World Records'—

are an essential part of Telia’s long-term strat-
egy. Subliminally, they are also a plank of the
argument for the removal of Telia from the
vestiges of state control.

: Balancingact

i The strong liberal credentials of the Swedish
: telephony market make it perhaps surprising
that Telia, like most others in Europe, has vet
¢ to undertake extensive tariff rebalancing.
i Telecommunications services in Sweden are
i cheap—unlike almost anything else in the
JULY/AUGUST 1994

country—but the historical distortion re- :
mains. Under the Swedish model, this must :
be rectitied in the tace of stiff competition—
not under the sate monopoly conditions en-

joyed by most in Europe.

Telia’s Bertil Thorngren is convinced that
the NPI-1 price cap gives the flexibility re-
quired for rebalancing: tixed line rentals and :
local call charges are said to be priced at
roughly half ot cost, with long-distance and
international charges set to fall by up to 50%
in compensation. Telia is not so naive as to :
believe that rebalancing this situation—in
terms of a simple accounting exercise—is a
complete long-term riposte to the gathering

competitors which face it.

But this will be the ultimate battleground
for Telia. As Johan Martin-L6f points out, “de- :
spite the headlines—and all the new grand
deals—the telecomms business still lives on :
plain old telephony.” To this end Telia has ac-
celerated its domestic network investments

even while pushing Unisource globally.

According to Lars Rydin, Vice President of
Telia’s Network Services Division, 75% of the
5.9m subscriber lines are digital. The target
now is for 100% digitalisation by the end of
1997 (instead of 2000) following a revision
announced in June. This entails an invest-
ment of SKr4bn (US$500m) per year between
now and the end of 1997. “We are pushing
some new services hard, but I think there are :
still some user needs to be identified”, savs

Rvdin.

As part of that process. Swedish customers
will be offered fixed connections to Telia’s :
ATM backbone on a commercial basis from :
the end of this vear; Rydin hopes to provide
switched service as soon as possible, probably
from the beginning of 1996. Together with its
Swiss and Dutch partners in Unisource, Telia
has selected AT&T equipment for use in the
of ATM. The i
Unisource trio will to some extent form a sub- :
group within the MoU exercise, otfering com-
mercial trials to ‘real’ customers within the

pan-European MoU trial

three countries.

Corporate thrust

One of the first—and perhaps still the best—
of Telia’s responses to the onset of real compe- :
tition was the creation of its MegaCom sub-
sidiary. It targets 100 of Sweden’s largest
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national and multinational accounts which
generate about 25% of total revenues from :

business customers in Sweden

Bjorn Norrbom, President of Telia Mega- :
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Com, claims that the subsidiary is responsible
for 60% of the turnover of Unisource Business
Networks (UBN) in Sweden. “Competition in
our area is more intense than for any other
part ot the Swedish telecomms market. Al-
most all our major competitors in Sweden
have started out by going for the big ac-
counts”, he says.

Together with MegaCom, a key focus for
UBN’s offerings in the Swedish market will be
pan-Nordic services. This reflects the signifi-
cant proportion of Swedish trade—and there-
fore business telecomms traffic—with other

Scandinavian countries. Since the collapse of :

Nordic unity in telecomms, the Swedes, Finns
and Norwegians have been aggressively seek-
ing to build their positions in each other’s
markets. “It’s always sad to burn bridges”, re-
flects Thomas Svalstedt, Managing Director
of Unisource Business Networks Sverige, “but
sometimes vou have to do this.”

Although in theory the Law gives Telia to-
tal pricing freedom in its dealings with large
business customers, in practice that flexibility
can only be applied very selectively. “We can
setany price we choose—but we’d have to live
with the consequences”, says Bjorn Norrbom.
Price aside, MegaCom'’s approach is based on
providing support and solutions to major cus-
tomers. In April, Telia and consultants WM-
data AB agreed to form a joint-venture in the
field of IT management and consulting.

MegaCom, as a low-margin, high-effi-
ciency subsidiary of the dominant operator,
may be a usetul barometer of Telia’s transfor-

mation. “From a customer perspective— :

which is what really counts—there is still a lot
to be done”, says Norrbom, who nonetheless
asserts that,“Telia is faster on its feet than the
old Televerket, and MegaCom has led this.”

The final hurdle

It would be wrong to describe Telia as
‘schizophrenic’—torn between its obligations
as a national carrier and its global adventur-
ing through Unisource—but there is one am-
biguous and troubling aspect of its current sit-

uation: state ownership. Telia is definitely not :

one of those advanced carriers which es-
pouses competition in the world market
while relying on assured protectionism at
home. The relationship between Telia and
the Government is thus largely a financial
one which those who criticise state owner-
ship would see absolved.

The historical precedents are not good.
however. Telia’s corporatisation and the sepa-

ration of regulation and network operating ir:
Sweden took place late, even by Europear
standards. Arguments that were used to ex-
plain that old anomaly—cheap, reiiable ser-
vices and the world’s highest telephone pene-
tration rate mean there is no need for
change—are surfacing again with regard to
privatisation.

Yet the logical conclusion to be drawn bv
Sweden'’s lobbying for a free and open market
in telecomms, represented for Telia by the
creation of Unisource, would be to take the
dominant operator out of state ownership.
Indeed, total Government control of the
Swedish and Swiss components of Unisource
(alongside the hefty state stake in PTT Tele-
com) is probably the only pervasive flaw in
that trio’s bold global strategy.

StatTel has demonstrated—perhaps to ex-
cess—that Telia can expect no favours from
its owners. Apart from the lenient obligations
agreed to in its policy agreement with the
Government, Telia should offer no favours in
return. There are now some signs of a change
in policy with Per Westerberg, Minister of Pri-
vatisation, saying that he supports the tlota-
tion of Telia conditional upon his re-election
in September.

Telia’s Bertil Thorngren, for instance, de-
scribes privatisation as “inevitable. but only
after competition has become established.”
Thorngren himself knows the lurking dan-
ger—in monetary terms—of continued state
ownership. In 1992, the Government relieved

Telia of more than SKr7bn (US$1bn) in ‘divi-

dends’ and loan repayments. “I called it
‘bankrobbery’ at the time, and I still say the
same now”, says Thorngren.

Wind of change
The position is perhaps best summed up bv
Kurt Gladh of the user group NTK. who savs.
“Telia has made a lot of progress but it stiil
needs some ‘fresh air'—perhaps privatisation
would help provide that in the long term.”
The irony of this situation is that Telia has
so far anticipated many of the changes that
have overtaken all traditional carriers of its
Kind. Now, the conditions in which it oper-
ates both at home and abroad mean that state
ownership is, at best, slightly odd and, at
worst. a major handicap to its long-term
plans. The political debate on privatisation
may soon be settled in Telia's favour: the con-
ditions which make it essential are fast grow-
ing to maturity and Telia cannot accept a tvp-
ically Swedish compromise on thisissue. ®
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