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Abstract: The International experience including Indonesiaws that after privatizing their
telecommunications, countries employed three nethoaks of state control: creating a golden share
mechanism, establishing an independent regulatody tand employing a licensing system. All
these methods represent the paradigm shift of alofntm state ownership to state regulatory based
control. This paper examines Indonesian telecomaatiioins privatization and its implications in
terms of the meaning of state control under th@median Constitution of 1945. Privatization, with
various definitions and its rhetoric, opposes statirvention in the economy. Meanwhile,
telecommunications is a classic example of a giimteector under direct control of the state. The
central issue of this paper concerns the methodsadé control applied following the privatization
of telecommunications, the adequacy of these metlaoal their implications in the context of
Indonesian legislation stipulating that telecomnoations is a strategic sector that should be
controlled by the state. The ultimate conclusion thie paper is that privatization of
telecommunications is not intended to remove statdrol, but rather change the manner from a
direct into an indirect control — from state owrgpsto state regulation.

1. Introduction

The telecommunications industry has always beeengispecial treatment because of its great impaetdac
society (Melody, 2001). In Canada, for examples thdustry has legally been recognized for itsificamt role in

the maintenance of Canada’s identity and sovengigiaditionally, therefore, the telecommunicatidndustry

has been state-owned and subject to a complete pubndeaving the government with full control oviis

sector (Zhao, 1999). The Indonesian TelecommuiicatAct stipulates that the telecommunicationsosest of

national strategic importance and must thereforedrgrolled by the state. This provision is bagjcalerived

from Article 33 (2) of the Indonesian Constitutioh1945, which states: “Sectors of production & important
for the country and affect the life of the peophals be controlled by the state”. This constitudbprovision -

particularly the words “shall be controlled by $fat(state control) - indicates that Indonesia i®parly

characterized as an interventionist state. In otfands, this is a constitutional justification fstate intervention
over strategic sector such as telecommunications.

Since the late 1980s, there has been a radicatypodiversal whereby governments have progressively
reduced their ownership and involvement in thist@eby increasing private sector participation. Adges in
telecommunications technology, the inefficiencytlod state-owned enterprises (SOEs) and the chamgamget
structure of the telecommunications industriescamamonly seen as the three most important factensnd the
movement (Wallstein, 1999). One country after aenthincluding Indonesia, has reformed their
telecommunications industry by privatizing thisteecas well as introducing other reforms (Cho aed, 1997).

As discussed by Noll (1999) and Wallsten (1999Natization of the telecommunications sector sigral
dramatic shift from state-dominated institutionsniarket institutions in many countries. The maimas to
dismantle a monopoly and to enhance competitiom the sector by allowing private participation. QOofethe
important implications of this is that governmehtcome less able to carry out direct political oanbver the
sector.

The privatization of the Indonesian telecommunaagi industry, therefore, raises a critical questian
what ways might the government maintain its corrar the sector when privatization reduces statgeoship in
SOEs? This paper examines the privatization ofitldenesian telecommunications industry and its icagilbn
for the notion of state control over the sector.réspecifically, it examines the method of statetaa after
privatization of the Indonesian telecommunicationsindustry. Finally, the paper will conclude bstieulating
new meanings of state control and advocate thabniesia should give greater consideration to thesst-p
privatization state controls.
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2. The Meaning of Privatization

Privatization has become an icon of economic andiqed reform in both developed and developing cwies
(Hanke, 1987). In other words, the phenomenon ofafization is now truly global in nature (Moe, 198
However, writers and researchers believe thatetm tind concept are still in need of academic eefient. They
complain that the term privatization is indeed vemnibus and its concept is imprecise (Ghosh, 2000). In the
words of Starr (1998), “privatization covers a dgreange of ideas and policies, varying from the remtly
reasonable to the wildly impractical”.

The ideological underpinning of privatization isskd on minimum state intervention in economic and
public affairs. This idea is built on the notiorattstate intervention produces inefficiency, arat flarthermore,
state intervention leads to decisions that are Ingsilitically motivated and either ignore or ovide factors
which markets would recognize. It should, therefdre minimized. It also believes that governmest,Pater
Drucker (1992) put it, is “a poor manager”. Prization, therefore, is intended to be an econonut tm solve
this economic inefficiency.

Privatization is both an economic and political cept. Hence, privatization is actually a matterthod
political economy. The political economy is conaawith the distribution of economic resources pratucts
for both the people and the state (the sovereignpther words, the purpose of the political ecogom to
guarantee the development of both the state ardidodls in a proper, safe and fair way. Either fhivate or
public sector, or a mixture of the two, can carmyt dghe distribution. In this context, privatizaticend
governmentalisation are viewed as two opposingeeds.

If the government chooses to have a more diretténte in business, it will direct companies to the
government extreme. On the other hand, if it peeferallow the private sector to play a greatee rtile tendency
will be toward privatization (Bastian, 1998). Ptivation, therefore, pertains to the policy regagdihe level of
state intervention in the economy. Thus, privaimainvolves change only in the form of the statet®nomic
role, rather the role itself. In other words, ptization is a policy of changing, not removing #tate intervention
in the economy. Privatization may reduce the ssad@nership but at the same time increases the igtilatory
function in the economy.

3. Traditional Telecommunications Regimes

3.1. Public and Private Monopoly

Telecommunications has been in state hands simcdativn of the electronics era in most developedtri@s, as
well as in virtually all developing nations (Borbdti et al, 2001). It was generally combined withstal services
and, in most European countries, was provided wittie framework of the national Post, Telegraph and
Telephone Administration (the PTT model). This negihas traditionally been characterized by a higgreke of
government intervention (Klodt, 1997). State ingtbns such as ministries of post and communioatio
controlled the PTT, holding monopoly over all maild telecommunications services (Hulsink, 1999).

The classic argument dictating that the provisidrnthese services should be reserved to a particular
enterprise controlled by the state was that the=ye wtrategic industries, and that specific secanncerns were
involved. In addition, there are three main reagossfying telecommunications monopolies. First,economic
argument has been put forth which states thatdelewunications is a typical ‘natural monopoly’. lasvargued
that the establishment of telecommunications neksvamvolved large fixed costsaand that a single enterprise
would therefore be able to provide services at toegests than would two or more different entermié8eradin
and Kerf, 2003).

Secondly, telecommunications is a public utilitp service that is essential to the public, suclater,
electricity and postal services, usually involvielgments of natural monopoly. Thirdly, some hawguad that
network externalities justified organizing the tmexmunications sector on a monopoly basis. Network
externalities are present in the area of teleconirations since the value of a network increaseseézh user,
with the number of network subscribers. As a redafta given total number of subscribers, the galfia single
network is much greater than the total value oésavsmaller unconnected networks (Geradin and, R&33).

! The installation of cables, microwave transmittersd switches is capital intensive, so this agtivivolves significant economics of

scale. The large fixed cost discourages markey gmtit once the network of lines and cables had besid out, marginal cost declines

rapidly. A single telephone cable provides all tllecommunications capacity demanded by most holdehand business. Therefore,
it seems wasteful to have more than one netwosletee consumers.
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The major visible exception to these observatioas been the case of the United States (US), where
telecommunications was considered as a services teupplied by private business in normal marketak®,
2001). Interestingly, however, the American Telamhoand Telegraph Company (AT&T), a private
telecommunication company, dominated the provisiértelecommunications services (Hudson, 1997). The
author argues, therefore, that both Europe andUthitged States essentially adopted the monopoly mode
different forms; public monopoly and private monbp@spectively

3.2. The PTT: An Etatist Telecommunications Regime

In most European countries the operation of thectehmunications system was exclusively assigned to
government department or a public enterprise, gdlgeknown as the PTT model, with responsibility fine
postal, telegraph and telephone monopolies. Th&SEs Rvere part of the traditional public adminisat
apparatus and as such were subject to strong goeetninfluence and regulation through the polityoéin,
1992). The telecommunications administration of dpean colonies in Asia, Africa, and the Middle East
generally were branches or affiliates of the Eueop®TTs (Drake, 1999). What all this means is that
European PTTs have provided the dominant modeleppi most countries in the world, and that itdmee the
most representative model for the traditional telemunications regime.

The PTT regime did not emerge overnight, but was rigsult of centuries of struggle (Noam, 1992).
Indeed, historical investigation reveals that thgime was derived from the postal monopoly systaplémented
by European emperors since thé"Xentury (Noam, 1992). The nuances of absolutisrthefimperial system
were transformed into the PTT regime in the fornstate monopolies over the telecommunications sedtothe
words of Noam (1992), “the PTT regime was born aseation by the absolutist state for the absdlstate”.

During its development the nuances of absolutisrthiwithe regime were rationalized through more
democratic idioms such as national sovereignty ational interests. An economic argument that cesid
telecommunications as a typical natural monopo$p alontributed to the establishment of the regimeother
words, absolutism and natural monopoly providedpbktical and economic underpinnings for the elsshment
of the PTT regime.

These arguments justified the operation of PTTsasopolistic telecommunications enterprises owned,
operated and regulated by the government. Thesendieted the typical role of government in the seetglaying
a tripartite role as owner, operator and regulafaeelecommunications. More specifically, this toible form of
monopoly rights, a lack of an independent regulatbody and state ownership. These were common
characteristics of the regime able to be obsemdubih developed and developing countries.

The PTT’s anti-competition policy maintained anesdive monopoly over nearly all networks, equipment
and services. The lack of an independent reguldiody is a direct consequence of the governmemigtipns as
both owner of the operator and its primary regulaState ownership is the most distinctive charastehe PTT
regime, which mostly takes the form of the estétient of a State Owned Telecommunications Entexpris
(SOTE). The argument is that only by possessingragrity share of a SOTE will a state be ablernmtgrt the
sector from possible economic, political or legetien that may cause harm to the national econamlysacurity.
As a result, private ownership including foreignrasship is restricted or even prohibited underrdgime. To
sum up, all of the above characteristics lead fhiE ® appear as typical of thetatist telecommunications regime.

4. Telecommunications Reform

The present wave of telecommunications reforms smweeping the globe began in the 1980s (Pisciod@l 2
This is a response to the traditional protectiediatist regime, which is essentially aiming at the libemaion of
the sector. Here, liberalization is defined as aaropolization of states over the telecommunicatgator, or in
the words of Hills (1989), “...is a transfer of matrkérom a system based on rules made by governrtentse
based on competition between private entitiesbther words, the telecommunications reform moveraens at
freeing the telecommunications sector from stateapoly, by moving it towards market forces, decaiitation,
deregulation, privatization and competition.

The rationales of telecommunications reforms differoss countries, but can be broadly groupedlasvia
ideology, debt crises and global recession, tedgicdl revolution, under-performance of the seciod
participation in multilateral trading system. Thenbination of these factors resulted in supporefoew
approach to the telecommunications sector. Itinagasingly believed that telecommunications sswiwould
be supplied in a better, more efficient mannendf inarkets were opened up to competition and wivatjzed
SOEs (Ospina, 2002). This constituted preciselynth@ objective of the reforms - the dismantlinglad state’s
monopoly production of telecommunications services.

60



Journal of International Commercial Law and Technology Vol. 5, Issue 2 (2010)

5. Privatization of Telecommunications: A Review ofnternational Experience

In reviewing the experience of telecommunicationsagtization, case studies will be outlined for tbiaited
Kingdom (UK) as an example of a developed courangd Malaysia as an example of a developing coufftng.
UK privatization telecommunications program serasda pioneer and has been widely recognized aagortant
reference for both developed and developing coemtrndertaking such programs. Malaysia was the firs
Southeast Asian country to privatize its telecomitations sector and as Petrazzini (1995) obseitvgodssessed

a successfully privatized and liberalized telecomitations sector. In view of this, Malaysia’'s expace is
likely to be important for Indonesia both as a depig country and because of its geographical ipmiy.
Valuable lessons for the Indonesian privatizatiomcpss may possibly be learnt from that experience.

5.1. The United Kingdom

The provision of telecommunications services wittiae UK started at about the same time as the tioreof the
telephone itself in 1876 and was largely linkedhte General Post Office (GPO), the oldest publimopmly in
the UK (Vogel, 1996 and Vogelsang & Mithcell, 199This integrated telecommunications services urlder
responsibility of the GPO made its monopoly positimore powerful (Al-Shurman, 2001). This monopoly
structure followed the typical European model - i@ model.

Researchers have used different perspectives taifgléhe main motives and objectives of the UK’s
privatization program. These range from short teudgetary goals concerning the form of pressuredduced
public sector borrowings, to a political theme afi@ning share ownership. The author, however, agvéth
Kirkpatrick (1988) who concluded that both poliliégdeology and pragmatism have been the main dsieéthe
UK privatization program.

The process of privatizing and liberalizing theientelecommunications industry within the UK invet
three phases. The first started with the separatidelecommunications services from the Postd@®ffivhich was
effected by the 1981 British Telecommunications.Adthe Act paved the way for further liberalizatiohthe
industry. The second phase started in 1984 wighiritroduction of the 1984 British TelecommunicatoAct,
which laid down the process of selling British Tee (BT). The third phase was the post-privatizatieriod
where a new regulatory framework for the industaswestablished by the Act. This was embodied irDtfiee of
Telecommunications (OFTEL). After about twenty seaof carrying out its function as the UK’s
telecommunications regulator, OFTEL ceased its tfancin December 2003 and was replaced by a new bod
called “OFCOM"” (Office of Communications).

The main point to note here is that the privat@atof BT has introduced a new relationship between
government and telecommunications operators. Pzatiin created a new stakeholder in the teleconications
sector: the private shareholder. As a result, gowents were no longer the sole owner of the teleconications
operators. Before privatization, governments caadlily exert pressure on telecommunications oper#toough
the simple reason that they owned them. This pradtecame difficult or even impossible after piization. The
UK'’s experience reveals that privatization has ati#gd the focus of the government’s role to thaa aégulator,
with governments aligning the idea of telecommutiices companies to both private shareholders aimbos in
the community.

In addition, for the purpose of protecting nationaterests the British government established golde
shares in its privatized companies. Unlike conwerai shares, which strongly represent the comniemoigives
of the shareholders (control-based ownership),giheernment has created golden shares primarilypédicy
objectives (control-based regulation). Through fibesession of the golden share, the governmentempaput
emphasis on making policies (in the form of cergacial rights), and not on holding equity to pobtits national
interests in privatized companies. In the caseritfsB Telecom (BT) the reason was the protectibhnational
interests” and “stability” for UK citizens (Seve2002).

5.2. Malaysia

As a former British colony, Malaysia’s telecommuations applied the PTT model — a typical model rfarst
former European colonies. Like most developing ¢oes, pragmatic and economic considerations wezartain
motives behind Malaysia’s privatization program.wéwer, Malaysia's privatization program was a urigune,
as it also was driven by a clear ideological fodimatanot shared by many developing countries. ia thgard,
Petrazzini (1995) pointed out that Mahathir Mohardmdno came into power in 1981 and introduced tlea idf
privatization borrowed a philosophy and a consibdieramumber of ideas and strategies for state refoom the
UK. Aside from pragmatic and ideological motivéise government sought to increase the participatfotine
indigenous community (or “Bumiputeras”) in mainstne economic activities (Dewenter and Malatestag).99
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Like the UK, although the resemblance is not comepléhe entire process of Malaysia's privatization
telecommunications involved three steps. The firas a limited liberalization of the sector. Them®t was the
partial privatization of JTM (Jabatan Telekom Mal@y a government department under the Ministr\Wofks,
Telecommunications and Post), and the third wéseadlization of post-JTM privatization.

The limited liberalization was mainly driven by hostage of terminal equipment as well as the peivat
sector’'s ability to convince the government thewldoremedy the problem. This policy attracted peva
telecommunications firms to enter the market. Savecally-owned as well as foreign companies tadkantage
of the new market environment (Kennedy, 1993). Ydinis momentum, within two years, liberalizatiomsv
extended to other telecommunications markets ssolalue-added network services/VANs (1984), radiging
(1985), and mobile cellular services (1988). ThidHer liberalization was driven by among othengfs, JTM’s
inability to devote sufficient physical or managermeesources to the development of value-addedcesryLee,
2004).

In January 1987, the operation of Malaysia’'s tetecwnication services was transferred from JTM to
Syarikat Telekom Malaysia Berhad or Telekom Malay3iM). Subsequently, the government sold 25 pat of
TM'’s equity to the public via a public listing exése in 1990 and TM became Telekom Malaysia BedradViB
(Petrazzini, 1995). To date, the government coesnto own more than 60 per cent of TMB’s equitytigh
various agencieS.In addition, the government owns a single unitlign share”. This concept, operates in
principle as an entrenched provision allowing ttdér powers of veto over fundamental decisionsthef
company irrespective of the special shareholdmdiary shareholding. This arrangement was comamongst
other major Malaysian privatized utilities, for emple, Malaysia Airlines (MAS) and Tenaga Nasionalrtiad,
the incumbent power utility(Lee, 2004).

Liberalization in the post—privatization era maitdpk the form of entry into major markets, fixéae and
cellular services. The issuance of five additidi@nses between 1993 and 1995 to compete witinthanbent
TMB indicated further liberalization in the fixethé market service$in addition, four licenses had been issued
for cellular service operatofsAnother important telecommunications market litieesl was that of the Internet
Service Provider (ISP). After partial privatizatiof JTM, seven additional licenses were issugtiémther major
firms in the sector (Lee, 2003).

Unlike the UK, where the government regulatory fimt was handed over to OFTEL following the
privatization of BT in 1984, the JTM remained agulator of Malaysia’s telecommunications. Howe\agrthe
end of 1998 the government took a clearer positionthe state’s post-privatization involvement ire th
telecommunications sector by establishing Commuioics and Multimedia Commission (CMC) separate from
the government departmeht.

5.3. Key Characteristics of International Telecommunications Privatization: Some Lessons for
Indonesia.

Privatization of telecommunications has been aalphenomenon and both developed and developingtices
have initiated such a program. Countries have talif#erent approaches due to economic, socialfipaliand
legal differences. The preceding discussion, heweeveals two main characteristics of telecomeations
privatization that can be observed internationdtiyst, privatization is intended as a policy resadito theetatist
traditional telecommunications regime, which isyparily based on state ownership and state monopolythis
reason, it generally takes the form of reducingestavnership in State-Owned Telecommunicationsrigrises
(SOTESs) and the de-monopolization of the state/slirement in the sector. Secondly, privatizatioteés new
methods of state control (state intervention) entdlecommunications sector.

2 The shareholding structure of TMB as of 31 Jan2@G6 is as follows: Khazanah Nasional Berhad @5dr cent), Employees
Provident Fund Board (14.12 per cent), Bank Nedakysia (7.42 per cent) and Permodalan NasiondidE(5.68 per cent). For
detail seéttp://www.telekom.com.my/about TM/corporate/abdBt share.htmRetrieved February 28, 2006.

® Maxis Communications Sdn Bhd (1993), TIME dot CBhd (1994), PrismaNet (M) Sdn Bhd (1994), DiGi
Telecommunications Bhd (1995), Celcom (M) Sdn Bh@bg).

4 Celcom (M) Sdn Bhd (1989), Maxis Communications 8thd (1993 ), DiGi Telecommunications Bhd (199AME dotCOM Bhd
(1993).

> TM Net, Maxis, Time, Celcom, PrismaNet, Digi, add@T MSC.

® See Suruhanjaya Komunikasi dan Multimedia Malag8MM), available ahttp://www.cmc.gov.my/about_us/history.asp.
Retrieved March 32006.
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6. Privatization and the Meaning of “State Control”.

Privatization, for the many definitions and rhetoassociated with it, entails changing the natufrestate

intervention in the economy. In the Indonesian eghit relates, among other things, to the issustatie control
over strategic economic sectors such as teleconuatimms. Article 4 (1) of the Telecommunicationst A©99

states: “Telecommunications is controlled by treestunder the guidance of the government”. Thivipion is

obviously a material elaboration of Article 33 (f)the Indonesian Constitution of 1945 (hencefoetierred to as
the Constitution of 1945), that provides:

“Sectors of production that are important for tloemtry and affect the life of the peoseall be
controlled by the state”.(Emphasis added)

The notion of state control, its history and idepgigertain to the state’s (government) interventiorits
role in the economy, particularly in relation t@thtrategic economic sectors. In its developmelnagt become a
controversial term as it has been subjected teemifft approaches and applications. Historical ityaon
reveals that ‘state control’ is a legal term thatifies state intervention in the economy. Timslihg, however,
leaves a question: how does the state intervetfeinconomy? The contextual approach concludeshbatotion
of state control essentially refers to the autlyaitthe state to utilize strategic economic sector the greatest
benefit of most people. The constitution does pet#y a specific means of control.

The government appears to follow this approach. dithor has observed that the government’s approach
appears to indicate a dynamic interpretation agthvernment tries to ensure the term’s relevanakealing with
contemporary issues in the global economy. Howethés, risks ‘state control’ becoming a mere “rubsaamp”
rather than a “constitutional provision” used as guiding force behind the legislation. This isrtlexacerbated
by the absence of any authoritative forums for giadi review of whether legislation complies witheth
constitutional provision. The uncertainty of theaning of the term “state control” will lead to aiv@atization
program free to proceed arbitrarily, while at tlame time the term may be used as a legal weapaoledry
privatization as contravening the Constitution 843.

The establishment of the Indonesian Constituti@@@lirt has ended this controversy, which among other
functions has the task of reviewing whether ancacttravenes the Constitutidn.In its judicial review of the
Mining and Electricity act,the Constitutional Court contended that the testaté control” is a concept of public
law that derives from the principle of sovereigfythe people. Under this concept, the term statrol is
actually an instrument for the state to achieveeg@nwelfare. In other words, the forms of statatoa may vary
and change but the purposes do not. The Courgftiter does not reject a narrow meaning of the tévam is
limited to state ownership or regulation. Howevat,the same time, the Court also insists that ithisne
interpretation, but by no means the only dne.

The author agrees with the Court’s opinion. The i€dwas combined both historical and contextual
approaches, and in doing this, has been able tonizie the risk that an interpretation will be trappby the past
or plunged into an arbitrarily contemporary apptoathe Court has successfully discovered the aattetion
of the constitution. The author, therefore, is leé bpinion that the term state control should beéewstood as a
constitutional mandate to the state to make econquulicies with the main purpose of utilizing thiasegic
economic sectors for the greatest benefit of ttaplee The state has the right to choose the apiptepmeans of
control for achieving such a purpose. In this ceht¢he privatization program is not only consiibuially
acceptable but also is a method of control, whih government believes is able to respond to semimomic
development at both national and internationallleve

7. Privatization of the Indonesian Telecommunicatios Industry

7.1. Pre-privatization Regime

Indonesia was a Dutch colony. Following its indegemce in 1945, the country inherited many Dutchslaw
including the Telecommunications Law. Subsequeriitglonesia took over the Dutch Post, Telephone and
Telegraph Service (PTT) and became the Indonesi@n3ervice - the government agency for the provisif

" See Atrticle 24 ( ¢ ) of the Constitution 1945.
8 Judgement of the Indonesian Constitutional Coart®02/PUU-1/2003 and No. 001-021-022/PUU-1/2003.
® Judgement of the Indonesian Constitutional Cdmt 002/PUU-1/2003, p 108 and KMK No. 001-021-022(R1/2003, p 333.
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post and telecommunications services (Misdiyonoalet2000). The country also continued to emplog th
European PTT regime, a system that had been uste tijutch colonial government in Indonesia singa11

The government enacted Act No. 5/1964 on Teleconrations, which constituted the first
Telecommunications Law established after indepecelefihe Act provided a legal framework for the @pien of
telecommunications, which among other things stifad that telecommunications was a strategic sewitbr
economic, political and military importance; heradboperations and services were to be providedlgdiy the
state. To this end, the government establiskdd Postel as the sole operator of telecommunications
(Depparpostel, 1989).

To improve service provision, the government dettiodle 1965 to separate posts and telecommunications
services and organized these under two differemhpamies: PN. Pos dan Giro and PN. Telekomunikasi
respectively (Sugondo and Bhinekawati, 2004). Teary later, through the issuance of governmentlaggo
No0.36/1974, the government transfornield Telekomunikasi into a new form of SOE Perumtel. This company
was established with mixed responsibilities, bath groviding public services as well as making fsofln its
operation, the government granteerumtel an exclusive right to provide telecommunicatioes/iges throughout
the country. The government transferRalumtel in 1991 into a limited liability company PT. Telkom, with the
government as the sole owner of the shares ofdimpany.

The state’s monopoly over the sector was more vigowhen the government in 1980 established another
state-owned telecommunications enterprise — PTadai] which was responsible for the provision ¢drinational
telecommunications (Sugondo and Bhinekawati, 2004lis company was previously a subsidiary of ITT
(International Telephone and Telegraph Corporati@m) American telecommunications company, which had
operated in Indonesia since 1967 following the &maat of the Foreign Investment Law (Act No.1/196Ihe
government took over PT. Indosat in December 1888ugh an acquisition and after this point wholyned the
company’s shares (BPAB, 2003). Following the estabtent of PT. Indosat, there was a separation of
international and national telecommunications s&wi PT. Indosat became the sole provider of iatemal
services, and PT. Telkom became the monopoly seipplidomestic services (Sugondo and Bhinekaw@@42

As can be seen, the Indonesian telecommunicatigrprivatization regime relied on the concept atest
ownership, mainly taking the form of the establigmtnof SOEs. Moreover, the SOEs operated underrepady
scheme (duopoly policy), which was not open fovae sector participation.

Four main reasons were behind the establishmetiisfregime. First, the concept of state ownership
seems to have been intended as a material eladoGitiArticle 33 (2) of the Constitution of 1945 rticularly of
the term “state control”. Secondly, the Indonese&lacommunications system inherited the Dutch Riflich was
a state-based monopoly regime. Thirdly, state molyopad been a mainstream of world telecommunioatio
regimes from the 1900s to the end of 1980s. Moshties, including Indonesia, followed such a regifor their
telecommunications system. Finally, telecommuniceti was considered as a strategic sector that dshml
controlled by the state.

7.2. Process of Telecommunications Privatization

The main reasons that urge the Indonesian govemnneermrivatize its telecommunications industry were
pragmatic motive, international pressures, intéonal commitments and improvement of service piiovis
Privatization was seen as the way to resolve thenfiial crisis faced by the government. In otherdsp it
emerged as a major revenue earner. Hence, pritratizaf telecommunications mainly took the formsefling
SOEs to one or more private sector firms, partityl@oreign investors, because local capital masketd a very
limited absorption capacity (Latipulhayat, 2006).

Indonesia’s privatization was also a condition isga by international lending institutions suchhresIMF
and the World Bank to overcome the financial crisisthe end of 1997. The Indonesian governmenedstat
“...among the larger enterprises, the two publichtdd telecommunications enterprises, PT. Telkom Rhd
Indosat, are strong candidates for further rapidagization”° Privatization of the telecommunications has also
been part of Indonesia’'s commitment to the WTO. Thain mission of this organization is liberalizing
international trade as well as eliminating barri@nsglobal trade and investments (Bobjoseph, 20033. lack of
investment was a major problem in achieving thec@inmunications target. Privatization is one ofgbieitions.

Privatization of the Indonesian telecommunicatiamsustry involved both the transfer of activities t
private hands and the transfer of state ownerghipyatization in the broad sense). More specificait was
carried out in two steps: the liberalization ofemmmunications and the divestment of SOEs. Thieges sire
discussed further below.

19| etter of Intent of the government of Indonesigtwthe IMF, January 20, 2000.
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7.2.1. The Liberalization of Telecommunications

7.2.1.1. From Duopoly to Private Sector Participation

The enactment of the Telecommunications Act of 198®arked the liberalization of the Indonesian
telecommunications industry, as it allowed for finst time participation of private operators iretprovision of
telecommunications services. This included both elstio and, to a more limited extent, foreign invest
(Sugondo and Bhinekawati, 2004). The provision oftmelevance to private sector involvement iscitil2 that
categorizes telecommunications services into tvpesy basic servic&sthat include domestic and international
telephony, telex, telegram and mobile services, mowtbasic servicé$such as paging and Internet access. In
addition, the provision determines that the “opagabody” (Badan Penyelenggara - Indonesian) isetdhe sole
operator of both domestic and international telexwmications services.

For its operation, the government authorized the $tate-owned incumbents, PT. Telkom and PT. Indosa
to be the sole “operating bodies” for the provismhbasic services. To this end, the governmenhtgch PT.
Telkom in 1996 two exclusive rights: providing ftkevire line local telephone services until the @f@010 and
providing fixed national long-distance telephonevges until the end of 2005. Moreover, PT. Indasakeived an
exclusive right to provide international servicegtiluthe end of 2004. In other words, the provisiohbasic
services is the exclusive right of “the operatingly’ operating under a duopoly scheme.

However, a third “operating body”, PT. Satelind@sicreated in 1994 as a joint venture betweervtbe t
incumbents and a private company (Bimagraha Grofgr)the provision of international and mobile lwasi
services (Sugondo and Bhinekawati, 2004). This e PT. Indosat’'s monopoly over the internati@s®vice
was ended and followed by the establishment ofogdly scheme in the provision of the service.

Regarding private sector participation, the Actyided two schemes as shown in table 1.

Table 1

Telecommunications Services under the Telecommunications Act of 1989
Service Categories Market Public-Private
And Examples Structure Partnership (PPP)

Basic Services

Domestic and international State monopoly through required: through
Telephony. telex, telegram ‘operating bodies’ PBH (Pola Bagi Hasil). JVC/Joint
and mobile services (Badan Penvelenggara Venture Companies (mobile)

KSO/Kerjasama Operasi-Joint
Operations (fixed line)
Non-Basic Services
Manufacturing, paging, Both public and private Not required.
Internet access and data operators

Source: Lee and Findlay (2005), p 343.'

First, there was a limited privatization schemevhich private sector firms were permitted to paptte in
the provision of basic services under cooperatigetngrship arrangements with the operating bodivatr
participation in the international service marketswnot permitted. Secondly, private sector firmgld provide
non-basic services independently but not in corfjanawith the operating body.

In theory, the schemes allow the private sect@réwide basic telecommunications services in coatpmT
with either PT. Telkom or PT. Indosat. But in pieet PT. Telkom was so dominant that there was littom for
the others to maneuver (Sugondo and Bhinekawa@4R0t was only after the government introducedavne
liberalization measures in 1993 that the privatd®estarted to enjoy the scheme. The governmesatted various
public-private partnership (PPP) arrangements d#ipgron the services to be provided. For domestexdtline
services, the KSO (Kerjasama Operasi — Joint Op@esjt scheme was the only option available, whiRPP
structures for the mobile sector could be in themf@f either the PBH (pola bagi hasil - a revenbarig)
agreement or a joint-venture company (JVC).

" This Act revoked the previous Telecommunicatiors @& 1964.

12 Basic services are telecommunications serviceseymg information in which the content and messafghe information sent and
received is of a purely permanent, neutral andsprarent nature with regards to the telecommunicati@twork and facilities used.
13 Non-basic services are valued-added servicesteesiubm the use of certain telecommunicationsstsakch as computers in
processing and storing data and information.
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7.2.1.2. Open Competition

The government issued the “Blueprint on the Telemoimications Sector Reforms” in 1999. The main adibjec
of this strategy was to move telecommunicationgatpns away from the traditional PPP model so fhatate
operators were no longer required to cooperate avitate-owned incumbent in all service categofibis reform
appeared to pave the way for further liberalizatbthe sector. More importantly, this was elabedafurther in
the Telecommunications Act of 1999, which revokkd previous telecommunications law, Act No 36/ 1989
Under the new Act, the concept of the “operatingyiono longer existed, thus ending PT. Telkom’s &id
Indosat’s monopolies in the provision of domestid international services respectively. In otherdsothe Act
marked the beginning of open competition, and endedtate monopoly over the sector.

Unlike the Telecommunications Act of 1989, whicimfered on the two state-owned “operating bodies
an exclusive right in the provision of the telecoumications services, the Act of 1999 stipulated Heavices may
be provided by a mix of partly privatized state-@gncompanies, as well as foreign and domestic tgriva
companies.

The fixed-line was the first service that was saobjeo open competition policy. To this end, the
government launched an early termination policyhef exclusive rights granted to PT. Telkom, PT.okat and
PT. Satelindo in their respective service segmérte. exclusive right of PT. Telkom in the provisioflocal
telephone services, which was originally to haveirex in 2010, was terminated in 2002 (DGPT, 2004js was
followed by the issuance of a license to PT. Intidmathe provision of such services. Initially, Plidosat was
allowed to operate only in the metropolitan arda¥atarta and Surabaya, but its license was extetadeover the
entire country in 2004.

In 2003 the government licensed PT. Telkom to mtewnternational services and that move termintited
earlier exclusive right of PT. Indosat for the geien of this service, which was to have ended004 In turn,
PT. Indosat obtained a national long distance ieamhich was previously the exclusive right of P&lkom until
2005 (DGPT, 2004). In an unprecedented move, dhergment also agreed to compensate both firmthéloss
of their monopolies: it promised to pay 478 billinipiah to PT. Telkom and 178 billion rupiah to Midosat.

To avoid any potential conflicts of interests innaore competitive environment, the government
encouraged PT. Telkom and PT. Indosat to elimijairet shareholding in their subsidiary companies &
response, in 2003 PT. Telkom and PT. Indosat editaththe cross-shareholding structures in PT. iBdteland
several mobile operators through a series of shasaps. Subsequently, PT. Satelindo became a whualhed
subsidiary of PT. Indosat (Telkom Annual Report)20 In addition, the government licensed new ojoesa PT.
Ratelindo (private company) and PT. Batam BintaleR@munikasi (private company) for the provisionladal
telephone services. In the cellular services, a2Q#f3, 3 national operators, Telkomsel, Excelcomjnaind
Satelindo controlled more than 70 per cent of tteket share (DGPT, 2004). As with fixed-line seegicthe
government issued new licenses to 5 cellular opestmaking the market fully competitive.

7.2.3.The Divestment of SOEs

The partial privatization of the incumbent operatdPT. Telkom and PT. Indosat) began in 1991 wlié t
transformation of the domestic carrigPerumtel (public corporation), into a state-owned limiteibility
corporation with a commercial purpose, named PTkone. A gradual privatization process then ensuith
shares of both PT. Telkom and PT. Indosat beingemaailable on stock exchanges. The main aim was to
improve telecommunications facilities and to redtiee State budget deficit (Sugondo and Bhinekakat4).

To accomplish these objectives, the governmentdeecto divest PT. Indosat in 1994 by selling 35 per
cent of its shares through a dual listing of whitdh per cent were sold on the New York Stock Exchaagd
another 10 per cent on the Jakarta Stock Exchamgedat Annual Report, 20015or a similar purpose, the
government divested 35 per cent of its share inTRIkom in 1995 and a further 11 per cent in 199@ugh
initial public offerings on the Jakarta Stock Exabe, the Surabaya Stock Exchange, the New YorkkStoc
Exchange and the London Stock Exchange (Sugond®&hingkawati, 2004).

PT. Indosat and PT. Telkom were not totally prizedi companies, but have evolved from exclusives stat
ownership into private companies with multi-owndpsstructures ( Nugraha, 2004). The government nesda
the majority shareholder in both companies, withranthan 60 per cent of the issued capital. Theclkedi of
Association of PT. Indosat and PT. Telkom establisbne special golden share, which provided themgrent
with exclusive powers, including a veto right totk a take-over of the company and power to noreiaad to
appoint the board of directors of the companie® gblden share was designed as a new method ofrgoeat
control over privatized companies.

1 These are: PT.Mobisel, PT.Natrindo Telepon Sel#& Telkom, PT.Mobile-8 Telecom, PT.Bakrie Telekom
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Following the resignation of former President Soaha 1998, Indonesia experienced multiple ecormomi
crises. To resolve the problem, the Megawati Ganemt decided to sell government shares in sevepdlsS
including PT. Indosat. The government sold 41.94 pent of PT. Indosat's shares to STT (Singapore
Technologies Telemedia) in 2002. It raised abou$ B31 million, of which most was used to reducelibdget
deficit. This transaction, however, left the govaemt as minority owner, while STT became the mgjori
shareholder of PT. Indosat (BPAB, 2083Wnlike the first one, the second divestment of Riflosat sparked
strong opposition from various groups ranging froniversity intellectuals to politicians. This seairte be the
most controversial privatization that had ever bemmducted in Indonesia.

Opponents argued that this divestment contravenéidléd 33 (2) of the Constitution of 1945 governing
state control over strategic sectors such as teleumications. They claimed that this transactiad keft the
government with insufficient power to control PTidbsat, as the government held only a minority eslimrthat
company. The main argument was that “state controdans state ownership, which takes the form of a
government majority shareholding in the SOEs (Sgatid2003). Laksamana Sukardi (2001), the minigber
SOE affairs, however, contended that state owngiishjust an interpretation, not the one and ontgrpretation
of the term “state control”. He argued that thentdrad to be interpreted as the utilization (thaegple of benefit),
not the possession of strategic economic sectors.

Furthermore, the opponents argued that the divedthas made STT not only the majority shareholder b
also one of the main players in the provision dfutar services due to the fact that PT. Indosabufgh its
subsidiary companies controlled 30 per cent of dbkular market share. This, according to thems wary
capable of creating monopoly practices and thalatéd the anti monopoly provisions stipulated irthbthe
Telecommunications and Anti Monopoly and Unfair Qatition Laws.

8. Implications for the meaning of “State Control”

The Indonesian telecommunications privatizationolmed both divestitures and non-divestiture adgwgit
According to Al-Shurman (2001), divestiture undkitgs deal with selling the SOEs to the privatet@ecand
non-divestiture undertakings do not necessarilyd Iéa a transfer of ownership into private hands.oré/
importantly, this has certain implications for tlneaning of “state control”, as privatization idegilally opposes
state intervention, whilst state control entailestintervention.

Privatization of telecommunications has been degigrs an act of dismantling the state monopoly theer
sector. By privatization, the government reduce®wnership role, but increases its regulatory tioncdue to the
fact that privatization creates new actors in tiavjsion of telecommunications services — privaetars firms. In
short, privatization changed the meaning of statérol from state ownership to state regulation.

This study found that the notion of state contitd, history and ideology all pertain to the state’s
(government) intervention or its role in the econpiparticularly in relation to the strategic ecoriorsectors. In
its development “state control” has become a ceetgial term as it has been subjected to diffesgmtroaches
and applications. This is more complicated in refatto the concept of privatization. On the one dan
privatization entails changing the nature of siatervention or control in the economy. On the othand, the
concept of “state control” indicates a constitutibjustification of state intervention in the ecomg Both of these
interpretations are inter-related and also oppasitature.

Telecommunications privatization proved that thelgsshment of SOEs was intended as a tool foestat
control over the strategic sector rather than d. goa this matter, Mohammad Hatta, former first &ieresident
of the Republic of Indonesia and also known asditadter of Article 33 of the Constitution of 194&ated (Rice,
1983):

...State ownership was limited to certain upstraadustries only (e.g. electricity and basic
industries) while leaving the production of basaods to the other sectors under the supervision
of the government.

Hatta stated further (Swasono and Ridjal, 1992)td.be controlled by the government does not ntkean
the government runs enterprise through its bureaycr[But] the enterprises management shall bengiee
professionals who will be accountable to governfi&€otsum it up, state control does not necessanban state
ownership.

Another important implication is that the meaningstate control reflects the political and economic
policies of the government in power. As mentionbdwee, when the government favored direct statevatgion
in the economy, state ownership and state monogedyned to be the “official interpretation” of therh state

15 Since 2008, STT is no longer the majority sharewobf PT. Indosat as STT has sold out it shar€sTel (Qatar Telecom).
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control. The private sector was not allowed to tpket in certain industries including telecommutimas. In
contrast, the private sector was encouraged taumvied when the government moved its economiccgdtiom a
direct to an indirect interpretation of state irgtion. Consequently, the meaning of state comisadl changed.

9. State Control after Privatization

Privatization is both a political and a legal toahich mainly aims at paradigm shift in the teleconmications
operations from state monopoly to competition (ojiterator systems). One of the most important equences
of this is that privatization has led governmerntslanger being able to play traditional tripartitdes of owner,
operator and regulator of telecommunications. Thterhational experience indicates that in the wake
privatization, governments play more prominentsalely as policy makers and regulators. Privatiratherefore
emphasizes the state’s regulatory function. Thesebeen a paradigm shift of the state’s contoshfownership
to regulatory based-control — from direct into nedt state control.

Regarding the methods of state control after pratibn of telecommunications, this study has fothmat
in both the international and Indonesian conteatjegnments introduce new methods of control to enthat all
markets (operators) are treated fairly and equdllyese methods include the creation of golden shahe
establishment of an independent regulatory bodytlaadhtroduction of new licensing regimes.

9.1. Golden Shares

Empirical investigation shows that states are oftductant to relinquish control of privatized coamges, and this
reluctance appears particularly strong in the dleaastrategic sectors such as telecommunicatibmsother

words, privatization of strategic sectors actupkytains to what writers call “sectors ineligibte privatization”.

Hence, privatization of the sector needs a leguicdeto enable states to retain some degree ofaomter the

strategic sectors.

There are two main reasons for governments to aslagt a legal device; first, it is believed to be most
suitable means for protecting national intereseo8dly, governments also believe that this deidgca form of
protection in privatization that is acceptable wrefgn investors. By adopting the golden share esyst
governments retain the power to protect nationaré@sts. As a system of protection, however, itsdo@ harm
the interests of new owners /private sector (Nugyr&004). The device confers special rights, wigichble the
government to retain its control over privatizedustries (Al-Shurman, 2001). Because of the speigjhts the
holder of the share possesses, the device has bgogpalar and has been adopted by many countraertaking
privatization programs, including Indonesia.

Unlike the objectives and functions of conventiosladres, which emphasize commercial benefits, golde
shares primarily play a controlling role in privad companies. In European countries, for instag@egrnments
have used golden shares as protection clausest@oany important decision taken by the newly pized
enterprise. The specific national interests thelgolshares are designed to protect are varied wjecs to the
national law of the country in question. Howevéeyt may be classified into three main categori@sndustries
“strategic” to the national economy, (ii) industripolitically sensitive” to the spheres of the pomy, and (iii)
industries of “symbolic national importance” (Baé&@95).

For these reasons, the Indonesian government drgatden shares as a control mechanism for strategi
sectors including telecommunications when theseewmivatized. The government used this device bsrau
conventional shares were considered an inadequedasnfor protecting national interests. On thistenathe
government stated®

If Company Law is deemed to provide insufficienbtection, the government will consider use of a
‘golden share’ to ensure that it is able to revéastain key decisions made by the new owners.

In this context, the golden share appeared to beyaed as a legal device to accommodate the ih$eoés
the state (policy objectives) and new owners (coroiakobjectives). Hence, it may be concluded thate is an
interaction between the golden share and privatizaHere, the golden share is intended to be @ kegjuirement
for an acceptable privatization of the strategitaes.

PT. Telkom and PT. Indosat have golden share cdainstheir Articles of Associations. However, bath
the privatized telecommunications companies goldeares only confer upon the government approval and
nominating rights of board of directors. AvilianR(Q06) argues that this is a strong indication tta
government’s special shares in the companies haeenhbe “barren” golden shares. She suggests that thi
correlates with the government’s weaker bargairpogition in the company as a minority shareholder.a
result, the government considers golden shares tights in the figurative sense only. If so, tlevgrnment has

'8 Republic of Indonesia (1998), “Masterplan for Beform of State-Owned Enterprises”.
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failed to understand the essence of golden shatésh are contingent upon the government policyitmsrather
than equity.

Until now, there have been no cases that testffloa@y of golden shares in Indonesia. Howevedeaper
analysis of its profile confirms that existing geid shares in the telecommunications sector exist for
appearance’s sake, and are not a functional stateot mechanism by any means. Irrespective of dregolden
shares in both companies permit the governmenppooze a number of their key decisions, this deviae one
serious drawback. Golden shares in Indonesia tignant the government the right to make policiesoerning
telecommunications for the benefit of the publitisTis rather surprising given that this constgutame of the
main reasons why telecommunications should be clbedr by the state. To make the existing golderresha
truly functional state control mechanism, they dtidae designed in such a way as to secure theghbbiiefit and
not harm the commercial interests of new ownersabge they focuse on making policies.

9.2. The Independent Regulatory Body: The Sate as a Policy Maker

Privatization has also led to re-organization af tfovernment institutions involved in the telecomimations
sector. More specifically, it has moved the telepmmications structure from government-based sufpiparket
based-supply. One of the important consequencéisiofs that the government’s involvement in thetse has
focused more on its role as a policy maker. Theegawent's involvement in detailed management of the
telecommunications operation may create negatiy@aats in the competitive market. Hence, the estafilent of

an independent regulatory body has been essentigthdanging the regulatory mechanism from a politioaa
professional orientation.

To this end, the Indonesian Government establishedndonesian Telecommunications Regulatory Body
(Indonesian: Badan Regulasi Telekomunikasi Indonesia/BRTI) in 2003 through the issuance of the Decree of the
Ministry of Transportation No. 31/2003. The goveemh needed to ensure an equal treatment of market
participants and fair competition in telecommurimas operations. The establishment of an indepanden
regulatory body, therefore, was essential.

The government contended that an independent tegylaody did not necessarily have to be separated
completely from the government ministry or deparitn&urthermore, the government insisted that tefefence
Paper of the WTO to which the government had mactaanitment, did not specifically require that tegulator
be separate and distinct from government minisiieslepartments. BRTI consists of the Telecommuitina
Regulatory Committee (henceforth referred to asRhgulatory Committee) and the Directorate Genefrdtost
and Telecommunications (DGPT). Hence, BRTI strutyris part of the government ministty because the
DGPT functions as a policy maker on behalf of tbeegnment. However, the BRTI is functionally sepafaom
the government ministry, as the Regulatory Committeembers are not public servants under the DGPT.

The establishment of the BRTI appeared to be imdérabs an independent telecommunications regulatory
body. However, some have observed that BRTI wditeifl by at least three weaknesses that may reisice
independence (Sugondo and Bhinekawati, 2004). Tivese: a lack of legitimacy; it was part of a gaveent
ministry and therefore lacked independence; ansbitsce of funding.

The establishment of BRTI has changed the Indonetsiiecommunications structure from government-
based supply to market-based supply as appliedast mieveloped market economies. Separation frote-sta
owned telecommunications operators increases tiigyabf regulators to act impartially toward all arket
participants, for example in matters involving catifion policy or interconnection (Intven, 2000 $ummary,
the establishment of BRTI regardless of severabdazks on this regulatory body has changed not tmdy
Indonesian telecommunications structure but alaotgd the government a clearer role as policy maker

9.3. Licensing: Sate Control-Based Regulation

Licensing is another legal tool to maintain staiatomol after privatization of telecommunicationiscan be used as
a tool to implement important national prioritié® it opening the markets for equipment, serviaed, networks
to immediate or gradual competition, or to preseavmonopoly for the time being so as to permit stoes to
recoup their expenditures or to continue a soufcewenue for the government.

In this vein, licensing therefore becomes a crugalicy tool for governments. Interestingly, the
implementation of a licensing regime for a privatztelecommunications market encourages governments
more clearly adopt a pro-active and explicit telaomunications role. And these policy and licensiotes,
together, form the new method of state control.

Licensing is a key aspect of telecommunicationsulagn. At a basic level, a license permits a
telecommunications provider to provide specifiedipment, networks, and/or services, and often dmrdi that

7 Ministry of Communication and Information.
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permission on certain requirements. Licensing, h@wrecan control market entry and, therefore, caruged to
shape the market by limiting the number of playarshe types of services that they are able toigeout can
create legal certainty for new entrants in markéiere the telecommunications regulatory regimeewregal legal
framework is not comprehensive or where there tsnmach history with telecommunications regulati€imder
these circumstances, conditions imposed and rightorded in license can serve as a substitute foh s
frameworks (Walden and Angel, 2005).

As a hinding contract, a license can guaranteeusiity or ensure due process as well as impose
performance obligations, e.g. in the form of enle@henarket penetration or network roll-out requiratee
Without the performance obligations, countries rhigd unwilling to involve private parties in thenning of the
state-owned incumbent. Licensing can also be usedh dool to create competitive markets by imposing
obligations on incumbents in order to level theyig field (Walden and Angel, 2005).

After privatizing and liberalizing the telecommuaimns sector, SOEs are not the sole provider of
telecommunications. As a result, the regulatorymgaork should move from protecting the incumbent's
monopoly to enhancing competition. In this contelxg state is no longer able to employ a directrobin the
form of establishing SOEs as the sole provideretddommunication (state ownership). After privaima, the
state has little choice but to employ an indiremtool in the form of establishing a regulatorynfirework with a
competitive orientation. To this end, establishinficensing regime is essential. This enables thie $0 control
markets by specifying the rights and obligation®pérators, and provides investors with some aeytas to the
business in which they are investing. The licenssides all stakeholders, including consumers, atitgrs and
the government with a clear understanding of whatdperator is and is not permitted or requirediato

Indonesia should take a clear position regardimgstiate role should play after privatization. Thehar
suggests that the government should focus on theypoaking function while the regulatory functiamcluding
licensing should be transferred completely to tlde@ommunications Regulatory Body (BRTI). In aduiti
Indonesia should consider establishing a new liognegime that technology neutral in nature. Tikit ensure
that it does not go out of date when new technoisgysed to provide the same service. Furthermodanesia
should consider adopting a general authorizatioclass license approach as applied in the UK, @Xoegthe use
of scarce resources. This will invite more opermatorbe involved in the provision of telecommurimas services
and thereby provide more choices to consumers. Ntomwrtantly, the removal of licensing procedureaym
substantially reduce the level of corruption in theeaucracy.

10. Concluding Remarks

Privatization, state control and telecommunicatimuiustry are the three main themes investigatethisypaper
in the context of Indonesia. Privatization and ¢efamunications industry have been interacting sthee1980s
and state control in the sense of government immbnt in the sector has been a central issue.
Telecommunications is one sector historically scbj® state monopolies in both developed and deusdp
countries for many reasons. The Indonesian le@slatipulates that the telecommunications sectaf inational
strategic importance and must therefore be coetidily the state. Not surprisingly, the Indonesiamegnment
has tended to interpret the term “state control’stete or government ownership. The privatizatidnthe
Indonesian telecommunications industry, therefaaises a critical question; in what ways might goee@ernment
maintain its control over the sector when privat@areduces state ownership in SOEs?

In the telecommunications sector, privatization haen as policy response to the shortcomings aad th
failures of theetatist traditional telecommunications regime in providisgrvices efficiently and in adjusting to
rapid technological advances in telecommunicationBrivatization is both a political and a legabltowhich
mainly aims at paradigm shift in the telecommuriaca operations from state monopoly to competitiomlti-
operator systems).

This study argues that the term state control shbalunderstood as a constitutional mandate tet#te to
make economic policies with the main purpose dizitig the strategic economic sectors for the grsiabenefit
of the people. The state nonetheless has thetagttioose the appropriate means of control foreaihg such a
purpose. In this context, the privatization progiiamot only constitutionally acceptable but alsplies a method
of control, which the government believes is ableespond to socio-economic development at botiomatand
international level.

Regarding the methods of state control after pdatibn of telecommunications, this study has fothmt
in both the international and Indonesian conteatjegnments introduce new methods of control to enthat all
markets (operators) are treated fairly and equdllyese methods include the creation of golden shahe
establishment of an independent regulatory bodythadntroduction of new licensing regimes. Togethkese
aim to reduce monopoly and enhance competitiosummary, by privatization, there has been a panadikift
of the state’s control from ownership to regulatbaged-control.
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