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Introduction

Many so called „nature“ monopolies (like telecommunications) have been based on the assumption that economies of scale  leads to declining costs per unit of output and this is the reason not to have many producers but only one that can serve the whole market with lower cost than variety of producers.

This idea can be formulated (5):

C(Q) < C(qi) + C(qj) + ....+ C(qk)                   (1.1)

where:

Q = qi + qj + .... + qk 

Q – total industrial output

 qi – output of individual firm i

C – total cost function

This idea, rather straithforward, can be modified due to the following objections:

a) technology is not the only item that determine costs; managerial aspects and entrepreneurial culture are drivers that can significantly reduce/increase costs,

b) technological devolepment forces and supports new low-cost solutions and undermines the concept of „natural monopoly“,

c) the objective of state regulating bodies to minimise entry barriers  creates the environment of „potential competition“ with positive impact on all existing and potential producers/operators.

Monitor the current situation, act proactive towards  the producer/operator – monopolist are the objectives of a regulatory body that is established in many countries.

1. Regulation – principles and approaches (4)

B. Carslberg ( Director General of Oftel) formulated the two most important regulatory activities: „promotion of competition and the development of incentive regulation“ (2). To fulfill these objectives a regulator should:

· create rational mechanism with described responsibiliries and relation with other – governmental and non-governmental bodies,

· define and implement tools which will allow incentive regulation.

As described in (3) there could be seen 4 alternatives for mechanism of regulatory bodies:

· autonomous, semi-judicial commission (e.g. USA-FCC),

· independent official supported by a separate office (e.g. UK – OFTEL),

· independent official supported by a unit within a government ministry (e.g. France – Ministry),

· government ministry (e.g. Germany – Ministry).

Comparison of the approaches (3) – see the Table nr.1:

	Country/Model
	Openess
	Accountability
	Independence
	Cost

	USA-FCC
	Open
	High
	High
	High

	UK-Oftel
	Variable
	Variable
	Variable
	Middle

	France – official supported by a Ministrys unit
	Variable
	Executive
	Medium
	Low

	Germany – Ministry
	Primarily closed
	Executive
	Low
	Low


Tab. 1: Regulators models

Openess means how the whole process is under public control. Accountability means definition of control mechanism and procedural forms where and how regulator describes its activities or asks for their approval. A certain level of regulators independence from official political bodies in decision making proces is other factor. All regulatory activities are tiem consuming and within a certain organisational structure. The financial needs reflect costs (the more bureaucratic the more costly).

The ideal is to maximise value of all variables, but in fact openess, accountability and independence are in contadiction with costs. Morover each country has its own cultural background, political history and structure of political bodies. Therefore any solution should be taken as a consensus among these variables.

2. Price regulation – approaches

In principle there are three common forms of price regulation – price cap, rate of return and profit sharing.

Price cap applies formula RPI – X% (RPI – Retail Price Index) which sets an upper limit for tariffs included in the basket. The features of this method are: price cap must be reviewed after certain period of time (3-5 years) and is defined by formula RPI – X%.

Advantages of price cap could be seen in the pressure on the operator to improve its internal efficiency. This is caused by the fact that if operators prices meet cap any increase in profits derived by means of increased efficiency can be kept and used as internal recourses for operators future usage. Price cap is simple to administer 

There are some possible shortcomings of this method. The company may regard the upper limit as a right rather than an upper ceiling. Another problem is tied up with the fact that prices are setting for several years. There could be a fear or danger that company will tend to make pressure on reducing costs with harmful consequences on quality of services in order to increase its profit. Therefore is important to implement consistent system of monitoring quality of operators services within price regulatory mechanism.

Price cap is a flexible instrument (implemented also in Slovak Republic – X = 3%; in the future expected 6%) of the price regulation. For the operator it is a guarantee that if its behaviour will be within regulatory framework no outside pressure will occur. For the regulator price cap is a practical tool to encourage eficiency and competition relevant to the telecommunications policy.

Rate of return is the ratio of comapnys profits to its capital employed. Each investor expects the rate comparable to the industry and to the risk of the investment. 

From the analysis of this ratio is clear that:

· estimation o a reassonable investment plays a crusial role in this price regulation approach,

· sound estimation of revenue is important,

· thsi approach requires detailed cost allocation,

· consistent depreciation and stock evaluation policy should be practiced.

The advantage of the method is its computational simplicity.

Probably the most important disadvantage is that this kind of regulation is bond to lack of incentives to cut costs. Other disadvantages could be seen in facts that ratio does not take into account time value of money.

Profit sharing – this approach is based on the idea that an extra profit should be shared by customers.

The advantage of this method is its computational simplicity.

The disadvatage of this kind of price regulation lead to ineffieciency; there is no clear link between firms benefit and international efficiency. In the case when operator is active in several diferent markets, it can transfer expenses from unregulated to regulated services.

In real life a regulator faces with following results of regulatory models: „The first arises where the regulator can not observe the cost structure of the firm and generally sets an allowable price which exeeds the socially optimal price. The second result arises where the regulator is able to use competitive forces to push firms into revealing their information“ (1). Implications for the regulator in the implementation of a practical regulatory mechanism therefore is: define relevant price regulatory mechanism and define ways, channels of getting cost, quality and efficiency information in order to improve efficiency of the regulators decission making process.

3. Some commnets to the regulatory framework in Slovak Republic

The Telecom Office (TO) was established in 1993. A Director of the Office is appointed by the Minister of Transport and Communications. The major objectives of TO are to:

· regulate telecommunications activities in order to support competition in such areas as prices, costs, tariffs in regulated services,

· approve telecom equipment

· allocate frequency spectrum to the relevant bodies,

· implement state control in telecommunications,

· deal with standartization through issuing certificates.

The list of bodies with more or less formal relations to TO concerning regulation follows:

· Operators 

· Ministry of Transport and Communications

· Parliament

· Court

· Antimonopoly Office

· Control Office

· Ministry of Finance

· Advisory Committees

· Committee for Broadcasting and TV

· Consultants

· Public

The author comments the selected regulatory functions of TO:

· generally all functions technically/technology driven are beter performed than economical or functions supporting competitions,

· number portability has been long story,

· there is strong will to implement tools, instruments to prove accountability (but regulatory topics are so unique that rules, decisions applied are not carefully monitored by public),

· all functions concerning application of international agreements and frequency management seemed to be on sufficient level,

· interconnection is long lasting problem,

· as the weaknesses can be identified functions concerning fair competition regulatory activities and policies suporting competitions (fixed and mobile network).
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