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ECONOMUSE 

Will New Zealand get it right? 

Utility style regulation is more than just building blocks 

 New Zealand is looking for comments on its move towards “utility style” regulation for ultra-fast 

broadband (UFB) copper and fibre networks. Its main focus is on the application of price–quality regulation 

based on the ‘building blocks’ model (BBM). My submission suggests that the BBM is just one step towards 

the utility style regulation. New Zealand has the opportunity to also adopt utility style wholesale pricing 

which addresses its concerns about affordable anchor products while also encouraging adoption and use of 

broadband networks. 

Like Australia, New Zealand is among the first countries to move to a structurally-separated market for 

fixed line services. It has four UFB monopolies with the largest (Chorus) also having a national copper 

network with no mandated decommissioning date. New Zraland is seeking views on how this wholesale 

sector should be regulated from 2020. 

Like Australia, New Zealand is targeting 50 Mbps. The aim is enable 99 per cent of New Zealanders to 

access broadband at peak speeds of at least 50 Mbps (up from 97.8 percent getting at least 5 Mbps under 

the Rural Broadband Initiative); and the remaining one percent able to access at least 10 Mbps. This is 

similar to the Australian Government’s current policy that the multi-technology mix NBN should provide 

“download data rates (and proportionate upload rates) of at least 25 Mbps downloads to all premises and 

50 Mbps to 90 percent of fixed line premises as soon as possible”. 

New Zealand is in good shape. Over 60 percent of the build in the original UFB areas has now been 

completed - compared with about 30 percent in Australia. By the end of February 2016, uptake hit 20 

percent - versus 40 percent in Australia. Retail competition is thriving with 89 Retail Service Providers 

(RSPs) now selling UFB services - compared with just 50+ RSPS selling NBN based services in Australia at 

July 2016.  Between March and June, 87 percent of new residential connections were above 100 Mbps – 

while in Australia only 16 percent of end users are buying the top-end NBN 100/40 Mbps service with most 

choosing 12/1 or 25/5 Mbps. 

Adoption and use are at least as speed and coverage because they are what generate the national benefits 

of productivity, investment, growth and social inclusion. Pricing access to broadband as a utility will 

achieve these broader goals. 

New Zealand currently has flat fixed monthly wholesale charges for copper and fibre. But a utility usually 

has a fixed monthly charge and a volume charge. A two-part tariff is especially important for a wholesale-

only service provider whose growth options are limited. With a fixed charge, once all customers are 

connected, only upgrades to higher speeds will grow revenues without increasing prices. Selling dark fibre 

would be even more of a problem for wholesale broadband providers as there is neither upgrade nor 

usage revenue growth.  

The two-part pricing has been implemented in utilities for many years and more recently for wholesale 

telecommunications in Canada and Australia – but not yet in the way proposed in my submission and many 

previous essays in Economuse. Instead of charging for speed plus capacity based (CVC type) charging, there 

would be a single fixed fee (except for the entry level product) and simple charge per GB of traffic. The 
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benefits of this two part wholesale tariff: 

1. There is no price volatility; the only question is how fast usage prices fall due to the increase in data 

volumes and regulatory revenue cap constraints 

2. Having a usage charge allows the fixed tariff to be lower (more affordable) and reduces the cross-

subsidy from low to high usage end-users that would result from relying on fixed fees.   

3. The revenue model is self-funding: as data grows so does the capacity to augment the network to 

meet demand (i.e. prices can fall a little less to fund expansion). Much of the angst behind the “Net 

Neutrality” debate in the USA was sparked by network owners complaining that increased costs 

without increased revenues are imposed upon them by services like Google and YouTube. 

4. With the two-part pricing model suggested above, UFB providers have every incentive to encourage 

use of their access networks; especially as they have no legacy retail revenues to defend.  

5. Employing the suggested pricing model, fast access – say 100 Mbps - is bestowed on all customers 

in the expectation that higher speeds encourage greater usage. Why build UFB networks but then 

price to withhold the capacity? Giving away speed (like mobiles) will encourage investment in 

backhaul and consumer devices. Increased speed increases innovation and investment. 

In September I shall do my annual review of the retail broadband market in Australia. For the submission, I 

did a similar analysis for the New Zealand market for plans at 23 August 2016. The scatter below includes 

different speeds and the equation at the top left shows how the GB per month and speed drive the retail 

cost per month. At the bottom 

right of the chart are predictions 

from the equation for different 

combinations of data and speed. 

The actual retail rates for Spark 

are about NZ$6 higher than 

predicted; reflecting a brand 

premium. Assuming 200 GB pm 

usage, Spark’s two unlimited 

plans implicitly cost about 17 

cents/GB. Spark and Vodafone 

dominate the retail broadband 

market in New Zealand. 

In my September 2015 review, 

the retail cost of a 25/5 NBN or 

ADSL2+ plan at 200 GB pm was 

less than A$75 but the equation above predicts just over NZ$100 for NZ. Stand by for an Australian update 

next month. 

New Zealand has already ahead of Australia in many respects. If it embraces utility style regulation for both 

the level (using the BBM) and structure (using the two part tariff suggested) of wholesale UFB pricing, it 

would lead the world. 

John de Ridder     

http://ufb.org.nz/pricing-plans/

