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“Three billion people live on 
less than $2 per day”

James D. Wolfensohn
President, World Bank

“Four billion people have 
never made a telephone call”

Pekka Tarjanne
Former Secretary General, ITU

Most of these live in rural areasMost of these live in rural areas

……and on whom we should now focus...and on whom we should now focus...



HealthLess isolation in remote 
and poor areas

Environmental and natural
resource management

Business connectivity

Education

Government 
services

Telecommunications 
Infrastructure

Financial sector

……because communications affects all because communications affects all 
areas of rural lifeareas of rural life
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Affordability frontier
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Affordability and urban rural disparitiesAffordability and urban rural disparities
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People spend about 2% of GDP on People spend about 2% of GDP on 
telecommunications...telecommunications...
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……including in rural areas...including in rural areas...
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...but wide urban/rural ...but wide urban/rural disparaties disparaties remain remain 



The case of ChileThe case of Chile

Source : Bjorn Source : Bjorn Wellenius Wellenius (2002), Closing the gap in access to rural (2002), Closing the gap in access to rural 
communications, World Bank Discussion Paper No. 430, 66 pages.communications, World Bank Discussion Paper No. 430, 66 pages.



Telecom sector development in 
Chile



• Provide first public telephone in each rural 
locality

• One-time subsidy to catalyze private investment 
• Small fund, limited duration 
• Funded by central government 
• Survey identifies needs 
• Analysis: project boundaries, priorities
• Competition: license awarded to lowest subsidy 

bid 

...but subsidies needed to serve all......but subsidies needed to serve all...



• 10 year service, 24 hour access
• Tariff is free, subject to fixed maximum: 

$0.07/min
• Non-exclusive license
• Additional services included in license 
• Project design left to licensee 
• Firm implementation deadlines: 6-20 months
• Standard interconnection, technical rules 

...through a carefully designed fund......through a carefully designed fund...



• Competition reduces State funding dramatically 
–US$ 1,600 vs US$ 20,000 per payphone 

• Subsidies give tremendous leverage
–US$ 2.1m subsidies mobilized US$40 m private investment 

• Small subsidies suffice to narrow development 
gap 
–Less than 0.5 % of total telecommunications revenues

• Market forces determine subsidy needed
–Value of clear, transparent processes  

...which achieved spectacular results...which achieved spectacular results



Smart Subsidy Auctions



Financing of Rural Investment



Subsidies Awarded



Scope of rural projects



Investments mobilized



Subsidies disbursed



Interconnection charges



Roll-out obligations



Success Factors (1)

• Reliance on Market forces 
– Bottom-up identification of demand – effective 

participatory approach
– Competition for the market 
– Subsidies allocated through competitive and transparent 

bidding
• Minimal but effective Regulation

– Freedom of business and technical choice
– Attractive licenses (options to offer VAS)
– Limited price control (Price cap)
– Cost effective Access Charges



Success Factors (2)

• Simple and Relatively Fast Processing
– One stop process (Rural Fund..)
– Recurrence and learning by doing (seven 

tenders organized)
• Competence and leadership

– Effective and sustained leadership by Sr Govt 
Officials

– Competent and dedicated staff to run the 
program




