
The proposal for di�erentiated charges and the sustainabi-
lity of rural networks in Peru 

The development of mobile telephony will inevitably force �xed telephony providers to relocate their installations 
in other rural communities, which implies transaction costs for the rural operator because of the need to renegotia-
te and to learn about the new communities in which it will o�er its services.
 
In these cases, the regulator’s proposal for di�erentiated interconnection charges would be inadequate to address 
the situation of rural networks, because a comprehensive regulatory framework would be needed for rural areas.
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Introduction

This paper discusses the current state of rural 
telephony networks in Peru and how they have been 
a�ected by mobile telephony. It also analyzes the 
proposed regulatory Resolution No. 007-2010-
CD/OSIPTEL and Resolution No. 005-2010-
CD/OSIPTEL, currently in e�ect, on regulatory measu-
res for solving the problem.

The Telecommunications Investment Fund (Fondo 
de Inversión en Telecomunicaciones, FITEL) was crea-
ted to address rural demand through programs to 
cover the access de�cit. Initially, community public 
telephony service was provided and managed by a 
private company. The government established a set 
of tari�s for outgoing and incoming rural calls and 
identi�ed the rural communities to be served. 

Subsequent development has demonstrated the 
need to supplement the regulatory framework with 
non-tari� measures, including aspects related to 
relocation of public telephones when substitutes 
(mobile or �xed telephony) appear, service quality, 
technical conditions for interconnection (signaling, 
RDSI access) and interconnection charges to be paid 
to and from rural networks.

Current state of rural networks
The goal of FITEL programs 1 to 4 is to achieve maxi-

mum geographic coverage for public telephony 
service, subject to FITEL’s budget constraints. It was 
determined that market mechanisms could not satis-
fy demand for telephony services in communities 
with fewer than 3,000 inhabitants, and that access 
should be provided for communities where the servi-
ce would be self-sustaining over time. It was also 
believed that the spread of mobile telephony would 
occur in urban areas. 

Between December 2005 and September 2009, 
however, mobile coverage increased from 433 to 
1,497 districts, leading to an inverse relationship 
between mobile coverage and rural public telephony 
service, which has seen a decrease in outgoing tra�c. 
Rural operators must therefore relocate their public 
telephones in order to make their operations sustai-
nable.

There has also been a decrease in total minutes in 
FITEL projects, creating serious problems for the 
�nancial sustainability of rural networks. 

Di�erentiated interconnection charges

It is obvious that FITEL programs 1 to 4 are unsustai-
nable, and that regulatory measures are therefore 
needed to solve the problem. OSIPTEL’s regulatory 
proposal (Resol. No. 007-2010-CD/OSIPTEL and 
Resol. No. 005-2010-CD/OSIPTEL) poses the need for 
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di�erentiated interconnection charges, but the 
proposal is not based on an evaluation of intercon-
nection charges for the various rural networks or a 
review of the program’s design. Such an exercise is 
necessary to determine whether the measure will 
really solve the problem of rural network sustainabili-
ty. 

A report prepared by Voxiva in 2009 includes estima-
tes of interconnection charges that would allow reco-
very of e�cient costs of rural networks. The report 
shows that the charges range from 0.19 to 0.26 per 
minute for termination in a rural network.
 
It is important to note that initially, it was established 
that government subsidies would only be provided 
during the �rst �ve years of operation, associated 
with recovery of investment and operating costs 
during that period.
 
Because these are long-term contracts, it is feasible 
to redesign the FITEL programs to ensure their sustai-
nability, but a regulatory problem arises regarding 
the scope of the modi�cation of the programs. 

Special care must be taken to ensure that the partner 
does not take advantage of the post-contract advan-
tage to obtain extraordinary bene�ts.

Given this contractual constraint, the government 
should propose a new design for the programs to 
ensure long-term sustainability. It is important to 
take into account unforeseen cost increases and the 
unforeseen decrease in demand for access or use in 
various communities. These modi�cations must also 
lead to a reduction in the use of additional public 
funds and tari� distortions. 

The modi�cations must involve a review of the 
mechanism for adjusting tari�s and interconnection 
charges.
 
It is important to note that the proposed interven-
tion distorts the establishment of access prices 
aimed at encouraging greater competition, in that 
new di�erentiated access prices for non-rural 
networks would be higher than the long-term incre-
mental costs that the regulator would have estima-
ted when setting the non-di�erentiated rate.

Figure 1 Number of lines with zero traffic 

(incoming, outgoing or both), by week: 2004-2008 
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The questionable element is not the proposal for 
di�erentiated charges, but that the modi�cation 
implicit in the FITEL programs does not appear to 
respond to a comprehensive understanding of the 
problem of sustainability of rural telephony networks 
or a vision of the problem of universal service, which 
should be evident in the rationale for the resolution 
published for comments or that of Resolution No. 
005-2010-CD/OSIPTEL.
 
The proposed measure appears to be an isolated 
e�ort to resolve a �nancial problem of rural opera-
tors, regardless of whether a signi�cant distortion in 
access prices is introduced, and with no assurance 
from the regulator that the di�erentiation in inter-
connection tari�s will not be used to cover ine�cien-
cies or obtain a certain level of pro�tability for rural 

“The modi�cations must involve a review 
of the mechanism for adjusting tari�s and 
interconnection charges”

operators.
 
An increase in revenue for a regulated monopolistic 
operator, related to an unforeseen contingency, must 
be accompanied by the e�cient use of that revenue.

Conclusions and Recommendations

The recent development of rural networks in Peru 
shows a downward trend in terms of outgoing and 
incoming tra�c toward those networks. For such 
networks, this inevitably undermines �nancial sustai-
nability. 

The establishment of di�erentiated charges is part of 
a policy aimed at making rural networks sustainable, 
in that it seeks to avoid signi�cant adjustments in 
tari�s for outgoing and incoming rural calls and call 
termination in rural networks.

Questions about the proposed measure arise from 
the lack of an overall regulatory approach showing 
that the measure would be part of a broader vision 
for development of rural networks. This must be 
re�ected in the de�nition of a method for regulation 

of rural tari�s. In this policy brief, we suggest that, 
because the proposal would result in distortions in 
other networks’ access prices, it is necessary to prove 
that the di�erentiation is su�cient to ensure the 
sustainability of the rural networks, seeking e�cien-
cy in the operation of those networks.
 
The proposal does not indicate what kind of over-
sight will be implemented to avoid the detouring of 
tra�c, beyond suggestions of conventional adminis-
trative sanctions.
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