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Introduction

Traditionally, neo-classical economics has recognised only two factors of production: labour and capital as the key determinants of
economic growth. Knowledge, productivity, education, and intellectual capital were all regarded as exogenous factors.

With the development of the New Growth Theory in late 1980°s, technology (and the knowledge on which it is based) is also seen as
an intrinsic part of the economic system. Knowledge has become the third factor of production in leading economies.

Knowledge is the basic form of capital. Economic growth is driven by the accumulation of knowledge. While any given
technological breakthrough may seem to be random. proponents of New Growth Theory considers that new technological
developments, rather than having one-off impact, can create technical platforms for further innovations, and that this technical
platform effect is a key driver of economic growth.

Technology can raise the return on investment, which explains why developed countries can sustain growth and why developing
economies, even those with unlimited labour and ample capital, cannot attain growth. Traditional economics predicts that there are
diminishing returns on investment. New Growth theorists argue that the non-rivalry and technical platform effects of new
technology can lead to increasing rather than diminishing returns on technological investment.

Another factor that releases people's creative potential and knowledge is Information and Communication Technologies (ICT). ICT
are the enablers of change. They do not by themselves create transformations in society. ICT are best regarded as the facilitators of
knowledge creation in innovative societies. The new economics looks at ICT not as drivers of change but as tools for releasing the
creative potential and knowledge embodied in people.

In this way, the ICT sector has a powerful multiplier effect in the overall economy thus contributing towards wealth-generation.

Policy makers in Fiji have long back realised the potential of ICTs for development, and recognize that ICTs can be harnessed for
great socio-economic benefits. Underlining this recognition is the realization that the existing digital divide has to be bridged. as
nations can no longer risk being excluded from the process and progress of economic development taking place worldwide. ICTs are
no longer just a socio-development tool, but a prerequisite for participation in the new digital, interconnected economy.

This determination is delivered, as required by the Commerce Commission Decree 2010, has two key objective. To direct a
reduction in wholesale and thus retail call rates to convergence with market rates and secondly, indirectly support Governments plan

to accelerate ICT penetration if Fiji.

2. 0 Statutory Powers
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his Determination is made by the Commerce Commission (“the Commission”):

a. Pursuant to the Commerce (Control of Prices of Interconnection Services Rates) Order 2009 (“the Price Control
Order 2009”) and the Commerce Commission Decree 2010 (Act No. 49 of 2010) (“the Decree”).

b. By taking into account the commitment of the Commission to fulfill its functions and duties under the Act, the
Telecommunications Promulgation 2008, particularly with respect to interconnection, as well as the objectives of
each of these legal instruments.

c. By taking into account the policy of the Attorney General and Minister for Justice, Anti- Corruption, Public Enterprise,
Tourism, Trade and Communications, Mr. A Sayed-Khaiyum, as well as of his Ministry, for the Commission to
resolve interconnection issues in Fiji.

1.0 Interconnection Rates and the Deepening of Telecommunications Market

.1 Th

is Determination notes:
a. That interconnection is a critical feature of telecommunications networks, as it enables subscribers on one network to call

and to be called by, subscribers on another network. In the absence of interconnection, a small network operator is unlikely
to be attractive to potential customers as they would be unable to communicate with a significant proportion of other
subscribers.

b. Findings of the review of the control of substantial market power for interconnection services in the Fiji Islands initiated by
the Commission on 28 May 2009 and the determination of interconnection rates on the 14™ of January, 2010 which
demonstrates that each network operator has substantial market power with respect to calls terminating into its network.
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¢. That another round of consultation with industry stake holders were carried out in September to November, 2010 which
resulted in the interconnection rates leading up to November 17, 2011.

d. To examine the interconnection regime ahead of November Gy 201, the Commission wrote to all stakeholders on the
September 19, 2011 calling for any written submissions and to arrange for face-to-face meeting. The Commission has
received submissions from most of the stakeholders and had held meetings with all of them.

3.2 This Determination takes into account the prevailing market structure and conditions, including:

a. the liberalization of the mobile telecommunications sector in Fiji from 1 October 2008, the benefits of continuing
significant investments in telecommunications infrastructure in Fiji, the significant social and economic benefits that
arise from increasing mobile penetration in Fiji, the high subscriber acquisition costs of mobile network operators
and the existence of network externalities, as well as the infancy of such services as mobile data
telecommunications services;

b. the Calling Party Pays Principle which is the prevailing charging system for the exchange of voice calls between
network operators in Fiji, whereby the calling party pays entirely for the call and the wholesale termination
rate paid by the originating operator is normally passed on to its end customer;

c. the technologies used by network operators in Fiji, including 2.5G GPRS, 2.75G EDGE and
3G WCDMA technologies, as well as public service telephone network technologies, such as CDMA2000 technology;

d. the interconnection network agreements concluded between Fiji International Telecommunications Limited
(“FINTEL”) and other telecommunications network operators in Fiji such as Vodafone (Fiji) Limited (“Vodafone”),
Telecom Fiji Limited (“TFL") and Digicel (Fiji) Ltd;
the existing interconnection rates charged by Digicel, Vodafone, TFL, FINTEL and other operators in Fiji;

That despite early signs of opening up of the telecommunications market, some operators continue to

operate as business-as-usual and have not put in place measures to reduce unit costs;

g. That the retail prices for on-net services have generally been significantly lower than for off-net services between
networks. Such differences are usually used by operators to form closed user groups, i.e to force subscribers to
follow friends or family to the network operator they use since on-net calls tariffs are much cheaper; and,

h. That the provision of Mobile Termination Rates (MTR’s) and Fixed Termination Rates (FTR's) at prices above cost
represents a barrier to efficient entry and expansion in the retail telecommunications market.
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3.3 The determination also notes that any regulation which will promote competition in the downstream retail market,
end-users are likely to benefit from reduced prices and greater efficiencies in the supply of retail services. The Commissions
intention is also to foster accessible and affordable data services across Fiji and net connectivity in various modes is an

important factor in this process.

4.0 Methodology
4.1 The Commission has used benchmarking methodology as used by majority of countries around the globe. In the process of
selecting benchmarking data, the Commission took into account a number of factors including:
a. reviewing prices of services substantially similar to those services being assessed, derived from jurisdictions in which

areasonable level of competition exists; and,

b. taking into account adjustments to reflect, amongst other things, the relative economic and social development,
demographics, geography, extent of urbanization, scale economies, state of the development of the
telecommunications sector of Fiji and differences in the direct and indirect costs, including subscriber acquisition

costs, of providing telecommunications services in Fiji.

4.2 The Commission also notes that it took into account international practices and benchmarks in relation to charges for
the termination of incoming international calls.

1.3 The Commission has taken into account the need to avoid a disproportionate disturbance to the business plans of
stakeholders that have committed significant investments in telecommunications infrastructure in Fiji, as well as the need to
give legal and commercial certainty to investors on long- term interconnection rates so as to manage effectively their

respective businesses.






