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Abstract

The market environment of telecommunications in South Africa is such that
currently there is only one provider of fixed-line services. This has contributed
to much claims of prices of incumbent being too high. The government has
licensed operators and service providers to compete with Telkom in an

attempt to lower the costs of telecommunications in South Africa.

The purpose of this research is to understand the relevance and nature of
pricing policies, critically evaluate the management of pricing policies,
research literature, theory and also the impact that these pricing policies have
had on the business of Telkom. The research was conducted by analysing
Telkom pricing related documents, financial statements and conducting
interviews. The research found that the price-cap regulation has restricted
flexibility in the pricing policies and that Telkom has adopted a short-term

based approach to management of the pricing policies.



TABLE OF CONTENTS

11 i
ACKNOWIEAGEMENTS. . ...t i
ADSTIIACT. .. i
Table of CONtENTS. ... \Y
List Of tabIES. . ... vii
LISt Of fIQUIES. ... vii
CHAPTER 1: ORIENTATION..... ..ot ren s s s s s e s s e e 1
1.1 INtrOdUCHION. ... 1
1.2 ABOUL TeIKOM. ... 2
1.3  Research objectives....... ..o 3
1.4  Definitions and clarification of terms............coooiiiiiiii 5
1.5 ABDreviations. ..o 5
1.6  Delimitation of the study............coi 6
1.7 Importance of the study....... ..o 6
1.8  Outline of the research report....... ... 7
CHAPTER 2: THEORETICAL FOUNDATION OF THE STUDY.......c..csuvuet 8
2.1 OVBIVIBW. . 8
2.2 INrOUCTION. ... 8
2.3  Pricing ODJECHIVES. ... 9
2.4 Pricing Strategies. ......oieiii 12



2.5  Price-cap regulation....... ..o 18
2.6  Cross-subsidisation............ocoviiiii 20
2.7 SUIMM@IY . .ttt ettt e 21
CHAPTER 3: LITERATURE REVIEW.......ccciiiiiiiir e n 23
Bl OVBIVIBW. . e 23
3.2 INtrOAUCHION. ... 23
3.3  Previous findings by other researchers...........ccccoeiiiiiiiiiiiiinann. 23
3.3.1 Pricing policy in European telecommunications markets......... 23
3.3.2 Price-cap regulation impact on pricing policies...................... 25
3.3.3 The impact of exclusivity periods.............ooovviiiiiiiiiiiiinnns 26
3.3cg Cross-subsidisation in telecommunications.......................... 27
3.3 SUMMAAIY .. 27
3.4  The factors influencing ICT sector in South Africa..............c.ceeniii. 28
CHAPTER 4: RESEARCH METHODOLOGY......ccciiiimirranrarmnsannas 33
41 INtrOdUCTION. ... e 33
4.2  Problem statement...... ..o 33
4.3 Research approach..........oooiiii i 34
4.4  Sampling procedures and methods..........c.covviiiiiiiiiiiiiiies 35
4.5 Method of data collection.............ccoiiiiii 37
4.6 Method of data analysis..........c.coeviiiiiiiiiii 40
4.7  LIMItAtONS. ..o 42



CHAPTER 5: RESEARCH RESULTS........cciiiiiiiirr e 43

5.1
5.2

5.3

54

INTrOUCTION. ... e 43
Sources of information used..............oooiiiiii 43
Results presentation........ ..o 43
5.3.1 AcCeSS defiCit ....uenieieei 44
5.3.2 Tariff rebalanCing.........coooiiiii 45
5.3.3 Broadband (ADSL) PriCeS. .....cvuiiiiiiiiie e 47
5.3.4 Calling plans/packages. ........ccouiuiuiiieiiii i 49
5.3.5 Financial results over the period............c.cooiiiiiiiinnnn. 50
5.3.6 Positioning for competition...........c.coooiiii i, 51
B 3.7 COSES. e 51
5.3.8 Regulator influence. ... 52
5.3.9 Interview findings. .........ooouiiii 53
Findings with regards to research objectives................cocooiiinis 55
5.4.1 Relevance and nature of pricing policies..............cccovveieienene 55
5.4.2 Management of pricing poliCies............coiiiiiiiiiiiiiian, 55
5.4.3 Impact of pricing POliCIES. ......coeveieiii i 56

CHAPTER 6: DISCUSSION, CONCLUSIONS AND

6.1
6.2
6.3

6.4

RECOMMENDATIONS......coiiiiirirrir s s s s e 57
INTrOAUCTION. ... e 57
Discussion Of reSUIS. .......viei 57
CONCIUSION. ..t 58
Recommendations...........ccouiiii i 59



=S 0T =] (= (=] 0 1= - 60

LIST OF TABLES
Table 8.1: Trend of local tariffs from 2000 t0 2007...........oevvviiiiiiiiiniennns 64
Table 8.2: Trend of long distance tariffs from 2000 to 2007...............ccee... 64
Table 8.3: Trend of ADSL tariffs from 2003 10 2007..........oeveieiiiiiiiiiiannnn. 64
Table 8.4: Trend of EBIT margin from 2000 t0 2007.........c.coviiiieiiinennnn 64
Table 8.5: CPI at the end of March from 2000 t0 2007..........cccoviininnnn. 64

Table 8.6: Trend of line rental tariffs at nominal and real rate
increases from 2000 10 2007 ......ueeeee e 64

Table 8.7: Trend of voice lines and penetration percentages

from 2000 10 2007 .......enieieiei i 64
LIST OF FIGURES

Figure 5.3.1 Access line rental permonth..............cooi, 44
Figure 5.3.2 Voice lines and penetration rates..............cooooeiiiiiiiiiennnn. 44
Figure 5.3.3 Local tariffs. ... oo 46
Figure 5.3.4 Long distance tariffS...........oooiiiiiii 46
Figure 5.3.5 Broadband (ADSL) PriCes........c.ouvuiuiiiiiiiiiiiieiieieeeeae 48
Figure 5.3.6 Broadband (ADSL) subscribers............ccooviiiiiiiiiiiiin. 48
Figure 5.3.7 Trend analysis of EBIT...........cooii 50
Figure 5.3.8 Revenue analysiS..... ..o 50



