Telecoms InfoTech Forum


Briefing paper


1996





LianTong or China United Telecommunications Corp (Unicom)


China United Telecommunications Corp — more commonly referred to as Unicom, and sometimes as LianTong, the transliteration of its Chinese name — was formally established in July 1994. Its initial reason for being — at least its publicly stated reason — was to promote the development of China’s telecommunications network by introducing a second major player alongside the Ministry of Posts and Telecommunications.





Nearly a year and a half after its foundation it has succeeded in getting some operations off the ground. But it is struggling to find a role for itself and the large number of disparate organisations and bodies have jumped on board. The main reason for this is the branch structure it has adopted, which while offering flexibility has made the company impossible to control and direct.





Structure


Ever since its  foundation, Unicom has been referred to as the operator, or potential operator, of China’s second telecommunications network. Certainly this is what it is allowed to do according to the licence granted it by the State Council, China’s cabinet, which allows it to provide wireless and value-added services, public telephone services in areas where the MPT’s coverage is insufficient (ie just about everywhere) and long-distance communications. Unicom’s announced long-term goals fit into this framework. The company has stated that it wants:





* By 2000 to be operating 10% of China’s fixed line telephone services and 30% of its mobile phone services. It estimates its fixed-line volume will be the equivalent of 10 million local lines.





* By 2005 to be operating a nation-wide fixed-line network with switching centres across the country.





* By 2010 to be a “large-sized” telecommunications enterprise.





However, militating against these eventual long-term goals is the structure Unicom has adopted. Its three founders were the Ministry of Electronic Industries, Ministry of Railways and Ministry of Electric Power Industry. Of the three the Ministry of Electronics Industry is by far the dominant partner, which had long been scheming, especially under minister Hu Qili, to expand from its base in manufacturing electronic equipment of various kinds, including telecommunications equipment, into operating telecommunications networks. The main reason for the participation of the other two ministries were the “private” networks they already operated to co-ordinate their  work across China. Despite this discrepancy, all three ministries hold equal equity of Rmb100m.














In addition, with Rmb80m equity, Unicom has a host of other stakeholders, including:





China International Trust and Investment Corp (CITIC)


China Resources Holdings


China Everbright International


Huaneng Group (subsidiary of the Ministry of Electric Power Industry)


China Merchants Group (controlled by Ministry of Communications)


China National Technology Import-Export Corp


China National Chemical Import-Export Corp


Shanghai Science and Technology Investment Corp


FOTIC (Ministry of Foreign Trade and Economic Co-operation trust and investment subsidiary)


Catch Communications Group


Dalian Vestone Telecom and Cable


Fujian Provincial Trade Centre Group


Unicom Guangzhou (Unicom’s Guangzhou branch)





In order to handle the demands of its various stakeholders Unicom is built around a branch structure, with each shareholder holding its interests in the company through a branch. Thus the three ministries have their own branches (ChinaCom, RailCom and ElectriCom), CITIC has another (CITIC Telecom), as do the more than two dozen other corporate, provincial and municipal interests. Cities holding stakes include Beijing, Shanghai, Tianjin and Guangzhou. The number of branches keeps growing as more shareholders buy into Unicom Tong, but at the last count, the company had a total of 32 branches set up across China.





From the headquarters point of view, the branch structure has the advantage of allowing shareholders to become involved in projects without losing central control of them. For example, four branches are involved in the first part of Unicom’s GSM mobile phone projects — one from each of the four cities concerned — but headquarters selected the Siemens and Motorola equipment purchased for the networks.


 


The branches have no independent legal identity. As such, no branch can act as a counterparty in individual joint ventures. By denying branches certain powers, headquarters is seeking to maintain central control over the financing of local projects. In response, shareholders have independently established wholly owned telecommunications subsidiaries to administer their respective branches.





Operations


Unicom officially entered the telecommunications operations arena in July 1995 with the launch of GSM networks in China’s four most important cities: Beijing, Tianjin, Shanghai and Guangzhou.





As of late 1995, only Unicom’s Shanghai network appeared to be developing smoothly. Problems with interconnection to local PTAs, which had hindered the networks from their very inception, were still seriously affecting the networks in Beijing, Tianjin and Guangzhou. Disagreements reportedly centred on interconnection fees, with local PTAs looking to control the entrance of a new competitor backed by a rival ministry. But other difficulties have also occurred: in Guangdong, the Guangdong Radio Regulation Commission had to order the Guangdong PTA’s GSM system to stop using certain frequencies because of frequency crossover problems this was causing for Unicom’s network.





GSM Networks: In September 1995 Unicom signed contracts worth US$20m with Siemens, Motorola and NEC to buy equipment for a GSM network in Fujian province. The network is scheduled to be in operation by the end of 1996. It will span Fuzhou, Quanzhou and Xiamen, plus eight other cities and four counties. Unicom has said it also intends to build GSM systems in Jiangsu, Zhejiang and Hebei provinces, while Unicom companies in Shandong and Nantong have both said they have signed contracts to buy mobile phone equipment from abroad.





Paging networks. Unicom Radio Paging Co, established in July 1995, has been assigned a frequency to operate nation-wide paging services across China. The first services are scheduled to be operated in Beijing, Shanghai, Tianjin, Guangzhou, Wuhan, Fuzhou, Hangzhou, Shijiazhuang, Nanjing and Shenzhen in the first six months of 1996.





Undersea cable. The Ministry of Electronics Industry’s Unicom branch, ChinaCom is the prime contractor in the building of a undersea fibre-optic cable from Liaoning province to Guangxi, linking 16 coastal cities along the way. 





Agreements with foreign companies and organisations


In its first year of operations Unicom signed 38 memoranda or letters of intent with companies from the USA, Canada, Britain, France and Japan. It has announced it would like to explore the possibilities of build-operate-transfer schemes. The agreements known to have been reached so far are: 





* Memorandum of understanding with Singapore Telecom to work on the development of fixed line networks in Shanghai and fixed-line and mobile networks Suzhou’s Singapore Suzhou Township. It is prepared to invest US$300m in the Shanghai scheme and US$75m in Suzhou.





* Memorandum of understanding with Daewoo Group for the development of GSM networks.





* Ameritech Corp signed an agreement for a 80:20 joint venture with Unicom branch ChinaCom to build GSM mobile and fixed-line networks in Shanxi province. The GSM network, to be operated by Unicom’s Shanxi branch, will have a 10,000-subscriber capacity in Taiyuan by mid 1996. Total investment will be around US$20m.





* Telstra Corp is negotiating for a role in the development of a fixed-line and mobile networks in Henan province.





* BellSouth has signed a memorandum to develop GSM networks in Shandong.





* Pacific Link Communication is negotiating over GSM projects in Fujian.





* GTE is discussing network technology and management for projects in Beijing.





* NTT has signed a memorandum of understanding to develop and maintain GSM networks in Jiangsu and Zhejiang provinces.





* Mitsui is planning a joint venture with Unicom to manage mobile communications marketing and maintenance in Shanghai.





Bell Atlantic is reported to have withdrawn from a GSM project in Shanghai in which it had been set to invest up to US$26m.





Prospects


Unicom’s branch structure gives it flexibility, but also makes it hard to direct and control. This means it is likely to proceed on a case by case basis, rather than working to a grand strategic plan. A consequence of this is that, given its present structure, its goal of building a nation-wide fixed line network is unlikely to succeed.





Finance will continue to be Unicom’s biggest headache. In order to turn itself into a rival to the MPT, Unicom needs to consolidate funds at the centre. Certainly revenue/cashflow was one of the main reasons for moving into mobile communications so rapidly. However, its branch structure means that partners at the local level will be more interested, especially in the short- and medium-term, in ensuring that they get a return on their investment rather than contribute to expansive but ill-defined plans for growth. Unicom’s headquarters probably would get more respect from shareholders if it had independent access to long-term capital, but the State Planning Commission has consistently denied Unicom this privilege. Any Unicom project requiring funding of more than Rmb60m (about US$7.2m) requires State Planning Commission approval.


 


The MPT has proved a far tougher adversary than many imagined. Since Unicom’s establishment, the MPT has thrown up obstacle after obstacle to its growth. It will continue to do so, despite attempts to hive off its operations into the Directorate-General of Telecommunications (China Telecom) leaving the ministry responsible for regulation. Granting Unicom its licence injected fresh vigour into the ministry, to protect its dominant position as China’s public telecommunications provider.








Unicom lacks experience. A major reason for the proliferation of branches is the inability of Unicom headquarters to make projects happen. One reason for this is simply a lack of experienced managers and technical staff — a situation which has been aggravated by high staff turnover at the centre.





Mixed motives for getting on board. Many of Unicom’s stakeholders are not interested in Unicom but in getting access to the rights to operate telecommunications services offered by its licence.
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