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With the collapse of the former Soviet system in December 1991, Russia has begun in earnest the task of rationalizing its telecommunication infrastructure and the institutions that sponsor and support that sector. This rationalization runs counter to the " new ideology" of the former Soviet republics which preaches the de-evolution of the vestiges of central planning through the sponsorship of several telecom joint ventures and joint stock companies having regional significance in various development zones and corridors. There is instead a tilt toward a countervailing trend to centralized management and control of key international facilities and network centers.

As a policy matter, Russia appears to have accepted the assumption that its global reach depends upon its ability to leverage the scale of its market through the effective consolidation under state enterprise control of the major gateway systems and associated infrastructure. It also needs to attract Western technology, and together with new CoCom [the Consultative Group Coordinating Committee-a multilateral group comprised of representatives from NATO countries, plus Japan, that decides on embargoes of " sensitive" exports to communist countries] policies and structures the country has made progress in this direction through joint enterprise activities. This consolidation supports five main objectives:

· to ensure coordinated internal development; 

· to reinforce Russia's status as a telecommunication bridge between the republics of the former USSR; 

· to exploit geographic advantages through reconstituted national programs such as the Trans-Soviet Line (TSL), which may generate earnings and investment attributable to Russia's natural role as a communications bridge between Europe and Asia; 

· to fully integrate Russia into the global cable and satellite grid, so it can become a player in the world market; 

· to develop a technology base. 

This drive towards telecommunication self-sufficiency and a more active global presence must overcome several conflicting factors. Political fragmentation inside Russia threatens economic disintegration, which may deprive the telecom effort of important economies of scale and coordinated administration. At the same time, Russia's full international presence requires capital to acquire through-capacity on interconnected facilities used to terminate traffic at distant destinations.

The Russian national carrier, Intertelecom, along with its regional affiliates, seeks to preserve its front-line status in this market as the major interface for Russia in the international arena. There is, however, growing pressure for autonomy on the part of Intertelecom's local affiliates as well as the joint venture companies. Municipalities and regions are also seeking their own, independent telecommunication status and identity. Moreover, Russia remains dependent on foreign partners (e.g., Japan and Korea) to whom it must hand off traffic for international termination. These partners are now in turn competing for the primary right to do so.

The acid test will come in 1993, as the privatization of the main enterprises begins to take root. As structured, the privatization program will provide incentives to maintain centralized, nationwide establishments, but may equally lead to potential fragmentation. The fragile balance between nationwide networks and new, regional players/ some with Western investment support, will be played out; as will the opportunities for foreign interests to assert a role in the evolving development of Russia's telecommunication structure. At stake in the final analysis will be Russia's ability to achieve enough leverage to command the global market in proportion to the potential scale and scope of its traffic and national economy.

The telecommunication sector had historically been neglected in the former Soviet economy because of a prejudice against " nonproductive" activities. In the highly centralized economy, a public telecommunication network was not required for business purposes and Soviet leaders were wary of citizen access to communications facilities. The system was designed to serve official and administrative, rather than consumer needs. The Soviet network therefore evolved as a rigid hierarchical structure that responded poorly to user demands.

I. Historical Overview

Telecommunication development first appeared in the former Soviet Union's 1966-1970 Five Year Plan, which called for a unified automated system of telecommunication (EASS). The EASS was to be an integrated network with the capacity to carry voice, video, and data traffic. Little integration took place, however, during the five-year period.

The focus intensified when, in 1985, the Central Committee and the Congress of the Soviet Communist Party called for a restructuring of MinSviaz, the Ministry of Communication. The prime minister initiated a program for telecom growth and converted some military communications manufacturing to civilian production. The plan from 1986 to 1990 sought to add 12.1 million new lines to the system, initiate a move to semielectronic exchanges, and to introduce optical fiber and digital technology. The plan's emphasis was on residential systems, with 75 percent of the new installations to be residential lines. The goal of MinSviaz was to reach 90 to 100 percent urban penetration and 50 percent rural penetration by the turn of the century. Attaining this goal would require the installation of 60 million lines during the 1990s.

Former President Mikhail Gorbachev initiated reforms of the highly centralized structure, and the administration placed telecommunication at the forefront of development and growth. One million new lines were installed each year from 1980 to 1985, and two million lines were added each year from 1986 to 1990. The network was altered to make residential service a priority.

Even before the failed " putsch" (coup), decentralization of the telecom organizational structure had already begun. Two levels of authority existed, one at the all-Union level and one at the republic level. Traditionally, the two groups did not work well together, and this strain hindered productivity. Gorbachev's perestroika improved this relationship by changing laws and giving republic ministries greater independence and responsibility. In April 1991, the deputy minister of Soviet communications, Kalijeu Kukk, predicted that the role of all-Union ministry would be very close to that of the Federal Communications Commission in the U.S.-a body limited to unifying standards, regulation, and licensing throughout the former Soviet Union.

Prior to the unsuccessful coup, an agreement was signed between the Federal Ministry of Communications and the republic ministries of communications stipulating the distribution and sharing of functions and responsibilities. Yuri Gulyaev of the Soviet Academy of Sciences (formerly chairman of the Supreme Soviet Subcommission on Telecommunications) was to propose legislation in October 1991 reforming the all-Union ministry and allowing most telecom decisions to be made at the republic level. Gulyaev's plan was truncated by the breakup of the Soviet Union, and the " completion" of the work of the all-Union ministry (as stated by the minister of posts and telecommunications at the time of Gorbachev's removal from office). The Commonwealth of Independent States (CIS) never intended to conduct a centralizing function and, indeed, even the CIS agreement indicated an even further decentralization of control over the telecom industry. At best the Republics may develop an arrangement that resembles a consultative agency similar to CEPT, such as a consultative body of commonwealth operators.

II. Republic Organizational Structure

Each of the 15 former Soviet republics had, and still retains, its own MinSviaz, subordinate to the national MinSviaz and the individual republic's local council of ministers. The 15 local MinSviaz administered the facilities in their respective territories, and operated on the principle of khozrachot, or internal accountability. Individual enterprises had their own bank account and conducted their own accounting. There were 7,000 financially independent enterprises in 1987,1,200 of which lost money that year. MinSviaz profits in 1988 totaled 5.3 billion rubles, but 75 percent of this was returned to the central government.

The 15 republic networks operated on different standards of equipment with certain networks operating only on a domestic level. According to law, the republic governments abided by all-Union standards and the all-Union MinSviaz was responsible for conducting activities overlapping republican boundaries. The republic ministries were fully responsible for the development of the communications networks in their respective territories.

Every Soviet enterprise, large or small, had the right to trade with foreign countries through joint ventures. This right extended to the ministries at both all-Union and republic levels. Procurement was handled by the separate republics, but the Ministry of Finance was required to review projects dealing with hard currencies.

III. Russian Telecommunication Today

In the past, the Russian Republic oversaw telecom policies, procurement, and network installation within its own boundaries, and had its own technical research and development institutes. Today, Russia's control over its own telecom system has expanded further with the dissolution of the all-Union MinSviaz, which will probably be replaced by a CIS body responsible only for coordinating the economic and technological policies of the republics.

In Moscow, local communications are organized by MGTS, which serves 3.8 million local phones through a network of terminal and district PABXs. Interdistrict bridges are connected to nine intercity bridges under the former Sovtelecom, through a combination of satellite, microwave and ground cables. Calls are routed within the intercity network through 12 automatic switches, one for each CIS region. Special industry and department networks are connected to the 12 main trunks. Trunks exist between the various switches and the Moscow intercity network, which Sovtelecom used for diverse routing. The international switches are the Intertelecom (formerly Sovtelecom) switch number 10, as well as the Kiev switch, which is operated with AT& T.

Intertelecom is a joint stock company formed initially on an all-Union basis. It is in the process of being reconstituted at the republic level. Russia holds 72 percent of the shares, with the remaining 28 percent allocated amongst the 25 other long-distance operating companies across the CIS. Seventy percent of Sovtelecom's facilities are in Russia, though the company owns equipment and installations in other republics.

An interesting phenomenon in Russia are the specialized networks operated by various ministries other than MinSviaz. The Comincom company, for example, builds and operates separate digital overlay networks, and it sought the status of recognized private operating agency (RPOA) by the International Telecommunications Union (ITU). It was formed by the Ministry of Communication, the Orbit Bank, and a number of state enterprises. Comincom provides international commercial telecommunication services to customers by establishing and operating international telecom centers and local networks to connect customers.

IV. Privatization and Currency Reforms

As the USSR disintegrated into its sovereign republics partly overseen by the CIS, so the telecom infrastructure became a collection of various fragments of former all-Union, republican, and local oblast-level ministries. Conflicting and parallel interests are at work simultaneously, and many developments appear unplanned and ad hoc. It is not always clear whom potential foreign investors should be talking to, or even who owns the assets in question. Irrespective of what may emerge on a cooperative basis, the various republics, especially Russia, have initiated substantive measures with broad economic impact and particular relevance to telecommunications. These measures include the recent edicts on foreign exchange and privatization.

Under the privatization program, both the public and workers' collectives will have the opportunity to participate in the ownership of large companies such as Intertelecom, through statutorily reserved blocks of stock (35 percent for workers) or stock vouchers for the public. Managers can purchase a smaller (5 percent) reserved block. A controlling block will be sold through tender or auction, unless the management and workforce can organize a majority purchase at a price set by the privatization authorities. If no Russian buyer can be found for control of the existing nationwide enterprise, then there is a theoretical potential for breakup. Conversely, there is the possibility that the telephone system may become a foreign subsidiary.

With respect to controlling legal standards, the republics are clearly taking charge of their economic destinies. As a basic element of sovereignty, the edict of November 1991 governing the liberalization of foreign economic activity in Russia establishes the primacy of Russian currency. Foreign exchange settlements of local jurisdictions will undoubtedly press for a stake in the hard-currency earnings mechanisms. This principle minimizes the hard currency exposure of telecommunication and other joint ventures to local service organizations, thereby conserving foreign exchange for the importation of Western of goods and services.

Local telephone companies will be limited, however, in their purchase of foreign exchange for imports, as it is fair to assume a serious deficit of foreign exchange reserves until Russia is able to balance its foreign trade; hence there will be limited licensing. The ultimate regulations may impede the local telcos' ability to overhaul their systems without an import license for equipment and services. The granting of such licenses may be subject to uncertain foreign exchange availability at the Central Bank. The saving grace may be granted, either formally or informally, special recognition in the context of any licensing regime.

Perhaps tensions surrounding the currency restriction on local operators will be eased by policies to link all joint ventures with a social improvement mission in local areas. Since its political reorganization, Russia has begun emphasizing the creation of " development zones." Telecommunications systems for such regions are being initiated through joint ventures, such as that between Cable & Wireless and Comincom. Recent negotiations with the Russian Ministry of Telecommunications indicate that for every proposed joint venture, Russia will advocate the inclusion of a telecom branch to a targeted development zone.

V. The Role of Joint Ventures

Currently, the ultimate source of development funds and energies are Western carriers and their customer bases. The objective is for revenue to serve general economic goals at national and local levels, as well as those that pertain to telecommunications.

Historically, traffic imbalances have yielded a net inflow of hard currency, This imbalance will be preserved even as the circuit shortage is addressed and it becomes easier, theoretically, to call out as well as in. The republics will probably attempt to suppress outgoing demand in favor of incoming traffic. Alternatively, they will encourage overlays to enable outgoing collections from procuring customers to be levied in dollars. On the Western side, the cost of using the international circuit will rise; an improved service will legitimize this price increase, and the republics will earn a higher percentage of hard currency from their venture. Within the CIS, costs to the customer will be kept at a minimum as the governments wish to keep the service affordable to the general public.

In the new climate, business dealings, at least in Russia, are less complicated by an overtly political agenda, except with respect to the pressure on joint ventures to address social development priorities in designated zones whose commercial potential may require significant lead time to develop. To offset this problem, the Russians are prepared to offer long-term franchises and other concessions, but where short-term profits are at hand, licenses of short duration are normal. An example of the former is the Cable & Wireless joint venture. Metropolitan Communications Company, which operates in the western Siberian region of Tyumen and the " Golden Ring" around Moscow. The latter is typified by the Sovintel venture, which provides international voice services primarily to hard-currency hotels and Western businesses. Otherwise, the currency potential in major traffic corridors is such that, over the past year, the emphasis has shifted from centralized structures towards diversity so as to increase the sources of foreign earnings. As concerns exclusivity, the Russians have begun to realize that multiple gateways may bring geometric increases in revenue. In the Far East, for example various sponsors of fiber optic networks to Korea, Japan, and beyond, are under consideration. As long as telecom-munication is regarded as a reliable source of hard currency, however, it will be difficult to develop a viable, comprehensive strategy for structuring joint ventures.

Given all these changes, the role of project finance will be the key to investment. Utilizing a sort of nonrecourse financing, banks will obtain payment through the enterprise's hard currency profits, if the republics do not pay the financiers otherwise. Other related issues include privatization and a new pricing model. All depends, however, on the macroeconomic transformation of Russia as a whole, including the construction of a convertible currency as the ultimate measure of asset and enterprise value.

VI. Provisional Regulation in the Russian Federation

The diversity and complexity of the emerging telecommunication market in Russia has forced the authorities to attempt a legal rationalization of the various crosscurrents operating in the telecommunication sector. A first approximation is the 31 July 1992 ukase (decree) of the Russian president by which was promulgated a comprehensive set of " provisional" regulations on telecommunication networks in the Russian Federation.

In this seminal and landmark legislation, the lawmakers have attempted to impose order on an increasingly fragmented universe while, at the same time, encouraging the role of multiple suppliers in the construction and development of what the legislation refers to as the " integrated national network" (known by the Russian acronym " VSS" ). The state, while no longer able or willing to assert a monopoly over the supply of basic telecommunication services, nevertheless seeks to enforce network integration and national standardization through regulatory surrogates for collective ownership of basic facilities and networks.

A fundamental concept of the new law is the basic recognition that the VSS is itself a complex of diverse networks which, with some key exceptions (e.g. special-purpose military and security telecommunication systems), must be subjected to regulatory discipline to ensure technical compatibility, fair pricing, and universal access. The legislation also reflects a very progressive notion of user autonomy, by which specialized " departmental" communication networks may be established by various enterprises, ministries, institutions, and legal and physical persons, including foreign joint ventures. Such networks would be comparable to Western private networks and, subject to compliance with technical compatibility standards, could be interconnected with the VSS and offered to the public, provided (as in the U.S.) no harm is caused to the network.

The law even allows resale of excess capacity to the general public. In this schemes none of the various elements of the VSS complex are permitted special privileges. The law declares that all communication enterprises are established and function on the basis of diversity, equality of forms of ownership, and free competition. There is equal treatment under the new law, irrespective of whether the provider is a state organization or a private company, including joint ventures having foreign participation. Moreover, the state enterprises are specifically targeted for privatization in accordance with the general law.

Regulators are charged with harmonization of the network through standards-setting and compliance programs supervised by the Ministry of Post and Telecommunications. In special cases, the Ministry can exercise some limited responsibility for the smooth operation of the integrated network. Fundamental powers are given to the Ministry to ensure that no new lines, expansion of old lines, or management of components of the integrated network may be undertaken without specific authorization. Naturally, the Ministry also enjoys traditional licensing authority over the use of the radio frequency spectrum and the assignment of satellite orbiting facilities. Provisions of the law also permit regulation of incidental electromagnetic interference of non-telecommunication devices.

Rate regulation principles are not yet detailed; rules may be established by tariff or by specific agreement with customers. The law also reflects measures to combat corruption. Instances where providers engage in favoritism or rate discrimination, however, are not expressly prohibited. The owners of the communication enterprise instead must ensure that such dispensations do not undercut the overall viability of the network; they must contribute funds to the enterprise to offset revenue losses or reductions resulting from such discounts. In addition, the law provides a " consumer" bill of rights.

It is apparent that the Russians have attempted to derive a unique system to meet their own needs on the basis of models drawn from diverse sources in Western law and regulation. In fact, in some instances, the legislation transcends Western standards of progressive regulation; the diversity and competition model of the telecom network is also extended to encompass competition in the delivery of mail. The Russian market will thus be a very interesting one in which to operate, provided there is sufficient resolve to pursue the legal regime to its logical conclusion and establish an effective marketplace for basic and specialized services alike. Success will also require that the economy as a whole be transformed into a marketplace system.
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