http://www.hst-journal.com Icmopis Hayku | mexHiku 2020, mom 10, sunyck 2
History of science and technology, 2020, vol. 10, issue 2

DOI:10.32703/2415-7422-2020-10-2-185-216
UDC 654.1:654.03

Angel Calvo

University of Barcelona

696, Diagonal Avenue, Barcelona, Spain
e-mail: angel.calvo@ub.edu
http://orcid.org/0000-0002-1370-9970

Liberalisation of telecommunications and broadening of the value chain in
Southern Europe. Telefonica, 1982-2000

Abstract. This article deals with the opening of telecommunications to
competition and its determinants in Spain, a country seriously committed to the
monopoly. It is framed in the general scenario of an accelerated technological change
driven by new materials, components and transmission systems, a sharp regulatory
change and an extension of the value chain with new products and services, in
particular data, mobile telephony and cable. Such properties fit perfectly with the time
axis chosen which comprises the two last decades of the 20th century and coincide with
a phase in which the protagonist company is facing the challenge not only of
liberalisation but also of a profound change in the parameters of the market. The study
focuses on Telefonica's response to new regulatory and market requirements.
Methodologically, it revolves around the multidisciplinary nature, which integrates the
approach of the history of technology understood as a system (Thomas P. Hugues and
Melvin Kranzberg) and the economic and business history (Nathan Rosenberg). The
text is structured in four sections that examine the persistence of the monopoly of
Telefonica and liberalisation, the axes of Telefonica's transformation through global
and strategic plans and the broadening of the value chain, focussed on the cable
market. Some preliminary historical and technical issues and key elements in the
evolution of the sector are addressed. The text attends to the relations between the
market structure inherited from the monopoly and the process, from which the
advantages of Telefonica with the rest of the companies emanate. The research rests
mainly on primary sources of the company studied, twice as valuable because they are
difficult to access by researchers and perfectly determined to grasp the company's
strategy, as well as on reports from major international institutions and secondary
literature. The conclusion deals with the methodological consideration of the close link
between supply and demand-related factors.
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Introduction.

In the two last decades of the 20th century, a rapid and profound technological
change and a vast movement of deregulation turned the world industry upside down.
New materials — optical fibre — the emergence of electronics, satellites and the
convergence between telecommunications and computing led to the development of
new equipment and the Internet. It came over an extension of the value chain with new
products and services, in particular data, mobile telephony and cable.

The operators reacted in a variable way to the opening of markets in-depth to a
large extent because they were going through different situations. A review of 356
publications on the internationalisation of telecommunications services revealed a
growing body of contributions, covering mainly settlement and regulatory policy,
strategic alliances and incumbent reactions to deregulation, as well as in-depth market
opening. Fixed-line telephony was the dominant segment in most contributions, while
mobile telephony or broadband Internet segments were only included in more recent
work (Jakopin, 2008). This is a powerful reason to investigate such a situation in the
case study.

We should start with some preliminary historical and technical issues. At the time
we focused our research, the cable had already been running for many years. Before
that, we considered some key elements in the evolution of the sector.

The cable offers the most efficient vehicle for linking subscribers to a
broadcasting centre as well as for connecting individuals belonging to the same
network. The cable communication system is the broadband transposition of the
telephone signal transport system, a distinctive feature that makes it the most successful
technology for receiving, exchanging and processing information (Fréches, 1987).

Coaxial cable television is the classic technology for image and sound
transmission. It consists of several pairs of copper wires of varying thickness that carry
electrical signals from the network output point to the subscriber. As the Encyclopaedia
Britannica points out, commonly known as community antenna television (CATV),
these cable systems use a “community antenna” to receive broadcast signals (often
from communications satellites), which they then retransmit via cables to homes and
establishments in the local area subscribing to the service. Subscribers pay a specified
monthly service charge in addition to an initial installation fee.

The original coaxial cable networks were replaced by those using optical fibre,
which, being based on light signals instead of electrical signals, has a double
advantage: higher capacity and higher speed (Fréches, 1987). Cable began as a rural
television service for residents who lacked the over-the-air programming options of
urban residents. The supports for this service were microwave radio and satellites. The
cable then spread to urban areas because of the diverse programming and as another
source of affordability (Wheeler, 1981; Fréches, 1987). Thomas E. Wheeler was the
president of the National Cable Television Association. The cable was born in
Pennsylvania in the 40s by chance: the difficulties that a television sales franchise
holder (Peter Walsonavich) encountered in capturing the television broadcasts
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transmitted by the hertzian route led him to link up by receiving cable to an antenna
located on top of one of the surrounding mountains and to provide free cable television
service to his customers (Magoun, 2007, p. 116). The pioneer of commercial coaxial
cable television would have been Robert J. Tarlton in the late 1940s, along with other
residents of Lansford (Mullen, 2008, p. 40). In the US, the cable penetration rate as a
percentage of TV households grew from 14% in 1975 to 24% in 1980 and 67% in 2003.
In the early days of cable, many aspects of the service were regulated by the authorities,
including the terms and conditions of the franchise and subscriber fees. In 1984, the
Cable Policy Act imposed some limitations on the regulation of tariffs by the franchise
authorities. Eight years later, in response to rising rates, the Consumer Protection Act
required the FCC to regulate to ensure reasonable rates for basic service, the lowest
level of cable service, which includes local broadcasting (General Accounting Office,
2003, p. 7).

As early as the start of the 1970s, some of the key players — the Sloan Commission
— advocated that cable TV should offer "abundance™, or greater choice. By abundance,
they meant bringing in programmes from other cities and opening up the field of pay-
TV, as well as choosing between network news and cable news services. Abundance
would also mean reserving certain channels for areas of public interest, such as welfare,
health, consumer services and public information. The Sloan Commission's (Sloan
Commission on Cable Communications, 1971) recommendations included: the
diversity of entertainment programme systems — mass and specialised — the variety of
channels by purpose — government, quasi-government, educational services and
compulsory public access channels. Cable systems should transmit local public
broadcasting stations; public television stations should be allowed to operate cable
franchises without market restrictions; local franchising authorities should give
ownership preference to community institutions; interesting view from the mainstream
press (New York Times, December 19, 1971, p. 10).

In Europe, cable TV networks for liberalised services (1994/1995) were used in
only one country (UK) and were not used in four countries (Belgium Denmark
Germany Portugal). There were variations in France (no voice services), Greece (no
cable TV networks), Ireland and Luxembourg (no legal provision), Italy (no cable TV
networks, legislation pending), the Netherlands (limited use) and Spain (no but
legislation pending) (Eijk, 1995).

European Public Telecommunications Operators or PTOs controlled an
increasing share of the cable subscriber market (from 50 % to 59 %), a trend similar to
that of the OECD countries, where the operators share of cable TV subscribers in
monopoly Public switched telephone network (PSTN) markets grew from 54 per cent
in 1990 to more than 60 per cent in 1994 (Little, 1997, pp. 20-21).

As was the case with most national markets for controlled access and conditional
access services, the pay-TV markets were dominated by a small number — one or, at
most, three or four main companies — that were highly diversified, largely intertwined,
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strong and operating on an international or regional basis (European Audiovisual
Observatory, 2004).

Over the years, the development of the digital television market in general, and of
the pay-TV market in particular, has been driven by four main factors. These consisted
of an increase in the number of media/market concentrations together with vertical
integration of upstream and downstream markets; new bottlenecks and market closures
and a change in the way digital products are distributed by bundling content and
services into platforms and packages (European Audiovisual Observatory, 2004).
Vertical integration refers to the extension of a company's activities through more than
one successive stage of the production process or value chain (Little, 1997).

The millennium started with difficulties for the whole industry as the deteriorating
economy complicated the transition to digital television, both in terms of rising
programme rights costs and the huge investments needed (Lange, 2005, p. 13).

Operating revenue of European Union television companies (1999-
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Figure 1. Operating revenue of European Uion television companies (1999-2001)
(Lange, 2005, p. 13).

Overall, growth varied from country to country according to a score broadly led
by the United Kingdom (16.6 billion in 2000), compared with 13.5 in Germany, 9.3 in
France, 5.9 in Italy and 4.3 in Spain (Table 1). In turn, huge disparities among national
financial situations existed. In Spain, public enterprises, both state-owned and
autonomous community-based, accumulated significant structural deficits. Despite
enjoying substantial margins, the two private channels financed by advertising
(Telecinco and Antena 3) suffered from the negative impact of competition between
the two digital satellite TV platforms (Via Digital and Canal Satélite) before their
merger was enormous (Lange, 2005, p. 8).

Research methods, Results and Discussion.
Methodologically, the research falls within the scope of a case study, which is

granted full validity despite its detractors. It is in keeping with all those who clearly
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distinguish the case study from other research techniques such as the survey in its
nature of inquiry of a single instance (Dul & Hak, 2008, p. 4).

The resaerch revolves around the multidisciplinary nature, which brings together
two great historiographic traditions: those represented by Kranzberg, on the one hand,
and Rosenberg, on the other. The first approaches the history of technology understood
as a system and the second the economic, management and business history.

In his landmark work Networks of Power, Thomas P. Hugues (Hugues, 1983) laid
the foundations for the study of technology embodied in large systems — hence the
meaning of "large technical systems"”, LTS — and unveiled the mysteries of what had
hitherto been considered a black box. This systemic conception, led by Hughes with a
rather sociological approach, was also cultivated by Melvin Kranzberg (Kranzberg,
1986) by equating technological systems with technological packages, so called
because they are composed of various components shaped by economic and socio-
cultural patterns. Nathan Rosenberg (1982) explored it also previously by from the
evolutionary economics of technological innovation, which is shaped by science,
industry and economics. Unlike Hughes, who focused on electricity networks,
Rosenberg studies aspects of innovation in telecommunications (Rosenberg, 1982).
Within the LTS stream, ISDN, as an instrument of integration of separate
communication networks, was present in the discussion on the generalisation of
Hughes' approach to even more advanced stages in the expansion, scaling up or
merging of LTS (Mayntz & Hughes, 1988, p. 15).

By adopting an LTS approach, Nina Wormbs (Wormbs, 1997) traces the
development and change in the networks used for radio and television distribution in
Sweden from the 1920s to the 1990s. The Swedish broadcasting network is conceived
as a socio-technical system composed of both "hard" and "soft" components — purpose
built systems, material technology, institutional framework (ownership structure,
organisation and standards). In this sense, cable TV is considered a subsystem together
with AM, FM, TV, cable and satellite broadcasting systems.

Within the framework of these multidisciplinary approaches, the study contrasts
strongly with the dominant literature in Spain, which stands out for its unidisciplinary
scope and focuses on regulatory and legal issues — Giordano and Zeller (1999), Montes
(2016) and Pérez Martinez and Feijoo Gonzalez (2000) while less so in the business
field (Fernandez, 2000). The text is structured in four sections that examine the
persistence of the monopoly of Telefonica and liberalisation, the axes of Telefonica's
transformation through global and strategic plans and the broadening of the value
chain, focussed on the cable market. The research rests mainly on primary sources of
the company studied, as well as on reports from major international institutions and
secondary literature.

Telefonica: persistence of the monopoly and liberalization.
Perhaps the most accurate diagnosis of the trajectory of Telefonica de Espafia —
the new name adopted by the historic Compaiiia Telefénica Nacional de Espafia in
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1988 — in the last quarter of the 20th century is contained in the speech of its president,
Candido Velazquez Gaztelu, who set out his programme for the transition from
monopoly to leadership. At that time, Telefénica had accumulated fundamental
transformations experienced in the 1980s with the creation of the circulating holding
company and the beginning of international expansion according to different styles,
which were difficult to fit into a single model (Table 1) (Statement by Candido
Velazquez Gaztelu at the meeting of the Board of Directors on 20 December 1995,
Minutes of the Board of Directors (Libros de Actas del Consejo de Administracion,
LACA, 20 December 1995). The new structure of the company was defined by the
continuity of the decentralization and the management advocated remodeling the
organization in only the essential. The results for 1988 showed that Telefonica was
perfectly prepared for the investment challenges that the future demanded (LACA, 21
December 1988).

In 2000, Telefonica presented itself as a global company, leader in
telecommunications, Internet and media with a strong local presence. It was, in turn,
the leading operator in telecommunications, media and Internet in the
Spanish/Portuguese speaking world; one of the ten largest telecommunications
companies by market capitalisation, the most liquid telecommunications company in
Europe and the fifth in the world and one of the global telecommunications companies
with the greatest geographical diversification, source of income and value.

Telefonica could boast of a long history of transformation in response to new
needs. In 1976, the first stage of regional decentralisation had been completed, which
affected Catalonia and was intended to shift the bulk of operational management and
the capacity to contribute plans and programmes of action to the company's overall
plan to the regions. After twenty-two years, Telefonica adopted new managementand
model by services market segment. It included five lines of action, namely Telefonica
de Espana, Telefonica Internacional, Teleféonica Moviles, Teleféonica Media and
Telefonica Intercontinental (Compafiia Telefonica Nacional de Espafa, Memoria,
1976, p. 36; Compaiiia Telefonica Nacional de Espaiia, Memoria, 1998, p. 178).

In 1999, by the conversion into an affiliate or subsidiarisation of the basic
telecommunications area in Spain, in particular the fixed telephony business, and the
transfer of the personal and property assets to Telefonica de Espania, the essential part
of the restructuring process was completed. The Telefonica Group comprised an
integrated group of companies which carried out their main activity in the
telecommunications, media and entertainment sectors. It was made up of Telefonica,
S.A., the parent company, and various subsidiaries and investee companies. The
geographical scope of this activity extended to Spain and abroad, while the form in
which it was carried out was either directly, in the whole or in part, by the Company,
or through companies or other legal entities with an identical or similar corporate
purpose. In short, as analysts have pointed out, the model adopted is characterised by
a versatility that blends the operational autonomy of the different sectors of activity
with horizontal policies (From & Eliassen, 2007).
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Table 1.The companies of the Telefonica Group, 1985 (Telefonica, Memoria,

1985, pp. 153-154).

Direct holdings
Telefonica
S.hf?re capital % Telefonica Re_su_lts Staff
(million pesetas) (million
pesetas)

AMPER S. A. 2400 84,375 391 987
Cables de Comunicaciones 782 49 109 395
CETESA 434 100 61 879
COSESA 700 100 442 385
ELASA 300 100 87 494
ENTEL S.A. 350 100 157 718
GRAFIBUR S.A. 325 100 6 104
H.R.M. 500 100 31 315
INDELEC 300 30 86 46
INTELSA 2600 49 481 2225
SECOINSA 3125 92,875 3007 1133
Standard FEléctrica 17604 20,99 138 15127
SINTEL S. A. 1100 100 457 3121
Telefonica Intemacional de Espaiia 200 100 1 3
Telefonica Sistemas 100 100 40 22
Telettra Espafiola 2800 51 125 1764
TEMASA 600 100 4 2
TEPESA 100 56 18 31
THM 200 73 68 27
TYD 225 100 62 120
Urbana Ibérica S. A. 330 100 33 1
Indirect holdings

Share capital %

(million pesetas) | Telefonica

CETESA-TELYCO 50 33
COSESA-SAPEC 40 35
ENTEL-IBERMATICA-SADIELSA 266
SINTEL-TECNITEL Co.(Miami) 10000%
SECOINSA-SADIEL 56
Telefonica Interacional de Espaia
Telefonica International 1.750.00 dm
Compaiiia Financiera de Telefonia Espafiola B. V.* 25.000 florines
Telefonica Hispano-Americana* 600000 $
AT&T Microelectronica de Espafia 659 20
In progress
TELCORS. A 69 35
CARTOGRAFIA DIGITAL 300 70

* Direct participation of Telefonica International.
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In detail, the main companies in core activities were the following: Telefonica de
Espafia (basic telecommunications in Spain), Telefonica Servicios Moviles, S.A.
(mobile services, in particular mobile telephony in Spain), Telefonica Internacional
S.A. (carrying out and managing investments in the telecommunications sector in the
Americas), Telefonica Intercontinental S.A. (carrying out and managing investments
in the telecommunications sector outside Spain and the Americas), Telefonica Media
S.A. (media and entertainment), Telefonica Data S.A. (integral provision of data
transmission services for companies), Terra Networks S.A. (access and services related
to the Internet and interactive services in general), Atento Holding S. A. (call centre)
and Telefonica Publicidad e Informaciéon S. A. (guides) (Telefénica, Memoria
consolidada correspondiente a los ejercicios terminados el 31 de diciembre de 1999
and 1998, pp. 90-93).

The pillars of Telefonica's transformation: global planning.

Following the formulation of the 1983-1986 Four-Year Concerted Plan and its
approval by the Government, comprehensive planning took place, culminating in the
1985-1988 Four-Year Plan (Secretaria General de Economia y Planificacion, 1985). It
aimed to unite everyone's efforts and direct them towards achieving the triple objective
of developing services, modernising infrastructures and boosting the industrial sector
related to the demand for equipment. As a result, the three-fold service objective
involved to "phone™ Spain, promote innovation and undertake the management of
multipurpose networks. They meant, respectively, developing and extending the basic
telephone service, updating the telephone service by incorporating peritelephony
services and expanding other telecommunications services (mobile telematics,
business communications) and, as a third objective, having an infrastructure suitable
for transmitting not only voice but all types of products. These plans inevitably called
for a series of management objectives, including the modernisation of infrastructures
and their management methods through more integrated and versatile management,
with the implementation of technical solutions for advanced operation — call it
digitalisation — and internal mechanisation, as well as a more agile and efficient
framework of relations with the subscriber.

In the end, the 1985-1988 Plan entailed a management tool of the future to
updating services and overcoming possible technological gaps. Its final objective was
to reduce diseconomies, to give rise to new procedural formulas and to reach the
efficiency levels of the most advanced countries. The Plan thus became an instrument
that required very close coordination, a reduction in the time taken to make material
resources available and technically qualified, and an organisational development that
was permeable to the new management formulas in the dynamic environment of the
melting of classical regulation, new social demands and cutting-edge technologies. In
its report on the draft LOT to the Government, Telefonica stressed the need to maintain
the unity of the network and its management and to liberalise the terminals (LACA, 30
April 1985).
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Telefonica applied severe economic and financial reorganisation measures, which
can be summarised in four basic pillars. They spanned from cost containment and an
active financial policy, with successive capital increases and debt diversification, to the
adaptation of depreciations to the duration of the telephone plant, and the strong trend
towards self-financing of investments. Increasing self-financing and repeated capital
increases bore fruit, visible in strong repayments, responsible for the improvement of
the liability structure, as well as the consolidation of the working capital. The self-
financing/investment ratio rose from 50.9 in 1982 to 66.6 in 1985 (Compaiia
Telefonica Nacional de Espana, Memoria 1985, p. 6).

CTNE's foreign currency debt at the beginning of 1984 was PTA 213587 million,
of which 34% was in Swiss francs, 19% in German marks, 38% in US dollars, 7% in
pounds and the remaining 2% in five other currencies. Approximately 80% of the
foreign debt was in the form of international syndicated loans with multi-currency
clauses. At the time, the trend towards a reduction in the weight of currencies with a
higher expected cost was beginning to emerge. One year later, the participation of
foreign capital in the CTNE was between 3.08% and 8%. Measures were taken to
control foreign investment in CTNE shares (LACA, 30 January and 6 March 1985).

The effervescence to which the country devoted, after the great events of 1992 —
the Olympic Games and the fifth centenary of the arrival in America — affected the
whole of the territory. The fruits of the Star Programme for the dissemination of the
telephone in rural areas were reaching all its corners. Work began on the Access
Network plan, which first totalled PTA 862.8 million, with the capital city taking the
lead with 55.6% and, at a certain distance, the province most directly involved in some
of the pomp and circumstance, i.e. Seville in the south with 17.9%. In the second round,
the work on the interior and exterior plant was increased by 590.35 and 1669.2 million
pesetas (Table 2).

The strategic plans of Telefonica in 1991-1997.

Given the relatively long time needed to implement new services and to mature
the investments required to meet growing demand in quantity, quality and diversity,
the five-year Strategic Plan has been consolidated as our fundamental instrument for
planning the Company in the medium and long term.

Maintaining its basic lines in terms of strategic objectives, priorities and policies,
the forecasts and specific objectives have been outlined, incorporating the
modifications that have been considered appropriate according to the evolution of the
market situation for telecommunications services. The Strategic Plan is updated every
year, always maintaining a five-year time horizon.

The priority objective of the Plan, and consequently of the programmes derived
from it, continued to be the improvement of quality. In fact, in the 1991-1995 Plan, the
main quality objectives were brought forward by one year, to achieve in 1992 levels
that were perfectly comparable with the most advanced countries, although in 1991
these objectives will already be achieved in most provinces. The objectives of reducing

193


http://www.hst-journal.com/

http://www.hst-journal.com Icmopis nayku i mexHiku, 2020, mom 10, sunyck 2

History of science and technology, 2020, vol. 10, issue 2
the waiting list were also brought forward in time, so as to reduce it to a purely residual
level as soon as possible.

Table 2. Access network programme. Work on the internal and outdoor plant which
was expected to be accepted or available in 1992-1993 (million pesetas)
(LACA, 25 July 1992; LACA, 26 May 1993).

Provinces Investment | Investment Total
1992 1993 investment
million pesetas
Andalusia (south)
Malaga 25.20 — 140.20
Granada 18.50 — 100.1
Almeria — 39.6 237.9
East coast
Valencia 61.80 — 309.8
Castellon — 38.9 194.3
Centre
Madrid — 35.7 162.3
Cuenca 3.05 — 15.25
La Rioja 9.10 — 458
Basque Country
Vizcaya | — | 1609 | 8048
Catalonia
Gerona | — | 302 | 1416
Canary lIslands
Las Palmas — 21.2 398.3
Tenerife — — 538.1
Aragon
Zaragoza — — 22.3
Total 117.95 326.5 2.475.1
Outdoor plant projects in 1993

Barcelona — — 61.4
Cordoba - - 22.4
La Coruna - - 7.8
Jaén — — 16.1
Sevilla — — 29.7
Reserva — — 91
Total — — 273.7

With a clear awareness of the demands posed by the liberalisation of
telecommunications and the establishment of a new competitive framework, corporate
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organisation was strengthened. The position of CEO (formerly Managing Director),
who had a long tradition in the company, was re-established, and the financial area
would continue to depend directly on him. The areas of Economic Analysis and
Studies, Strategic Planning, Subsidiaries and Participated Companies, and
Communication and Corporate Relations were brought together in a General
Directorate of Corporate Planning. A General Resources Department was also created,
grouping together the areas of Human Resources, Intervention and Accounting and
Information Systems (Telefonica, Memoria 1990, pp. 10-11).

The incorporation of Spain into the European Community imposed a
supranational regulation, based on the separation of the regulatory functions, reserved
to the State, and the operational functions, assumed by the operators. The inclusion of
this guideline in the 1987 Telecommunications Law called for new bases for the
relationship between the State and Telefonica. A new concession contract, replacing
the one signed in 1946, returned all the sector's regulatory functions to the government
and defined a new framework for the company's activity. Telefénica maintained its
monopoly of the basic telephone service, although now subject, as is the case with
Spanish legislation, to the guidelines of the EC (Telefonica, Memoria 1991, p. 4). Years
before, the EEC's advisers had considered three options for restricting the provision of
cable TV: maintaining the status quo; lifting restrictions on certain PTOs and/or giving
dominant PTOs rights to provide cable TV capacity over telecommunications
infrastructure.

The breadth and depth of the changes brought to light the profound business
transformation in which Telefonica was immersed to achieve a strategic positioning in
the face of the new regulatory, economic and social conditions in which our business
activity is carried out.

Telefonica focused on maintaining its leadership capacity in the national market
and on contributing to the development of Spanish and European society in a highly
competitive environment. The first condition was to be identified by its current and
potential customers as the preferred vendor of telecommunications services in a market
that is increasingly open to competition. The already initiated selective strategy of
objectives and management formulas maintained the same end, based on the double
formula of continuous quality improvement and lower production costs, together with
an active marketing policy adapted to each line of business in search of a segmented
demand.

The new slogan was therefore called competitiveness or submission to the test of
validation of its economic efficiency by the market. Indeed, Telefonica already saw a
framework of full competition in place with the definition of deadlines for the granting
of new mobile phone licences and the entry of new operators in market segments such
as business services, terminals and international communications. Active marketing
slogan: "selective and segmented offer: to each market segment the precise solutions it
requires" (LACA, 12 June 1992).
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These objectives had unavoidable organisational consequences. The next step was
the announcement of an organic and functional restructuring to encourage businesses
that were opening up to the competition by giving them greater administrative
autonomy, streamlining management and improving efficiency. The new General
Directorate of Business Communications, the strengthening of TS1, Telefonica
Servicios S.A. as a leader in mobile services, the reinforcement of the coordination of
commercial activities and the exploitation of existing synergies between various
services were all aimed at this direction (LACA, 25 November 1992).

Then it fell to Telefonica Sistemas (TS), which the parent company wanted to be
more closely linked to it. Telefonica Sistemas became an instrument to consolidate and
strengthen Telefonica's offer in the business communications market. The way forward
consisted in bringing together around this subsidiary a new group of companies with
the capacity to respond to the growing and complex demands of business customers.
In its first steps, the plan would start with two TS subsidiaries of different
characteristics and scope. One would cover the engineering field to offer satellite
communications to businesses and commercial television, among other purposes; the
second would have the task of providing advanced information and
intercommunication services. The list of advanced services included e-mail, data, card
management and database access (LACA, 4 February 1993).

The reorganisation was accompanied by a two-pronged strategic plan for the years
1993-1997, the first in the context of the advanced convergence plan and the second
in the field of information systems. This five-year plan aimed, among other things, to
improve the financial results with a better balance between the different businesses, to
achieve a corporate image in the eyes of the customer as a competitive, responsible,
solid and agile seller, and to provide quality services at a reasonable price. If we want
to be strict, both plans included and extended a 1990-1994 Plan, whose most
significant variation was in a better adjustment of investments and in the reduction of
waiting lists, and the subsequent 1991-1995 Strategic Plan, which was tentative and
somewhat voluntarist, and which contributed the novelty of prioritising the stimulation
of traffic, public telephony, especially that owned by others, and the allocation of
resources with a view to productivity, while seeking to improve the rate of revision of
investments and the operating margin (LACA, 28 November 1990).

In the core business, Telefonica's task was to establish definition criteria and
ensure profitability and offer tailor-made products and services for large customers
with the application of several policy categories. To begin with, it was necessary to
identify the large customers and the most important multinational companies in search
of strategic revenue sources. In a further step, attention had to be paid to vertical
industry sectors, such as banking, airlines and distribution companies, among others.
It was also necessary to establish a specific approach for all activities that would
subsequently be coordinated (one structure, not project management). Not least, it was
necessary to rely on the cross-functional matrix to use change and mobility to
overcome corporate inertia. Closing the list of policies was the requirement to select
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preferred contractors to help correct Telefonica's weaknesses and to broaden horizons
towards software activities.

In this strategy, internationalisation occupied a prominent position within a more
general plan, always understood as a presence in other markets and as an international
operator ready to forge global alliances. This close link between internationalisation as
a part of a strategic plan goes far beyond its simple inclusion in a list of objectives or
plans and, in our opinion, has not generally received sufficient attention. Calvo (2016)
has devoted an extensive analysis to internationalisation.

The plan, which estimated a 31% increase in net line demand, provided for uneven
growth in the different service segments, with greater intensity in mobile telephony,
which would be multiplied by 3.55 compared to 1.13 in basic telephony lines and 1.74
in the Ibercom—ISDN network. Estimates indicated that the Ibercom—ISDN network
would increase 1.74 times in 1997 from 571000 in 1993 and mobile telephony would
more than triple from 325000 (LACA, 27 January 1993). The communication standard
Integrated Services Digital Network (ISDN) was called in Spain RDSI (Red Digital de
Servicios Integrados).

The second major issue was the Strategic Plan for Information Systems, this time
of a four-year nature (1993-1996), in response to the inadequacy of the plans in force
to support Telefonica's corporate and operational strategy in the face of the challenges
posed in a competitive environment. The strategic objectives of the Plan were the
introduction of new services, improvement in quality, customer service, consolidation
of business areas, cost reduction and security of the systems themselves, all aimed at
making the information systems support Telefonica's strategies and operations. As a
logical consequence, it was necessary to stop investing in old systems and to define a
new strategy for the Information Systems divided into fundamental areas. Two of them
— those of the commercial and network areas — were already defined and structured,
while the third — resources — was in a preliminary phase. In the Commercial area, the
new billing system was noteworthy, which aimed at the automatic collection of
consumption and detailed, staggered billing by client, together with a large client
module, supported by databases, designed with advanced software engineering and
planned to obtain short-term results. In the area of network information, the objective
was an integrated planning system, completing the operating systems, automatic
management and connections with the commercial system. The choice of international
standards, in short, would allow the maximization of the return on investment and the
automation of the operation and management of the network. In the definition of the
priorities, the planning, management and control of investments; operation and
maintenance structure; circuit management (ATLAS); automatic flow management
(traffic); geographical information systems and plant maintenance systems were all
considered. The Resources area aimed to complete computerisation, simplify
administrative processes, integrate with network and commercial systems, coordinate
strategies and platforms of the Telefonica group and improve decision-making and
management control processes. Here the most important projects were purchases and
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warehouses, human resources, management information, costs, budget control and
commitment to third parties. By one estimate, the 1993-1997 Information Plan would
increase sales of additional services, shorten installation and breakdown repair times,
improve the profitability of investments, reduce financial expenditure and contain staff
and personnel costs (LACA, 27 January 1993).

Telefonica encouraged a strategy in the definition of the corporate identity and
global image to respond to the challenge of liberalisation, internationalisation,
globalisation, new competitive scenario, expansion of the offer of new products and
services. The objective was to maintain the leadership in the Spanish
telecommunications market and to reinforce the commercial and service attitude. In
substance, it sought to reinforce the character of a private company, to superimpose on
the image of voice telephony that of advanced and diversified technology and, finally,
to preserve the real value of roots and service to the country historically led by
Telefonica in telecommunications. He recommended an evolution without radical
change because "Telefonica is a renewal in continuity"; "we cannot draw a blank
canvas of the unquestionable historical role that Telefonica has played in the technical
progress of Spain". The modification of Telefonica's corporate symbols was approved
(LACA, 4 February 1993).

It is now necessary to break away for a while from the chronological account to
bring in an element of great scope, namely the concerted action between the company
and the state in the extension of the telephone service to suburbs and rural areas.

The action specifically dates back to the dawn of the democratic era. In 1978, a
government order on this sector of demand for telephone service sought to combine
criteria of strict economic profitability with arguments of a political-social nature to
extend telephone service to the whole nation. A 1981 decree, accompanied by the usual
regulations, established a plan to install public telephones in municipalities without
telephone service with a population of 50 or more inhabitants. Its development
involved the public administrations, state or otherwise, and the Spanish National
Telephone Company (State public administrations, provincial councils and island
councils). A step forward was taken three years later, when the collaboration of the
territorial entities that made up the Nation—State (Autonomous Communities) and of
individuals was definitively promoted in the extension of the service, with special
emphasis on collaboration with Teleféonica, which became a lever and the main
stimulus for regulated actions with their calendar. The acute awareness of the problems
of the telephone service was materialised in a constant presence in the annual budgets
of a large part of the autonomous entities. For its part, Telefonica signed agreements
for the extension of the telephone service between 1986 and 1991 with territorial bodies
and individuals. The 1988-1991 Government Plan included a large number of
objectives — 8443 new urban areas, 5700 public service telephones and a waiting list
of some 44000 requests from the suburbs. Due to their geographical dispersion, the
average costs were high and the resources insufficient. In any case, the 1991 plan to
extend the service to rural areas brought the public telephone to towns with 50 or more
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inhabitants and the urban service to all towns with more than 100 inhabitants.
Telephone service extension agreements signed between 1986 and 1991 with local
authorities and individuals respectively: 15 and 14 in 1986; 96 and 306 in 1987; 62 and
473 in 1988; 84 and 334 in 1989; 85 and 328 in 1990 and 84 and 689 in 1991
(Telefonica, Memoria 1991, p. 6).

At the end of the first quarter of 1993, the Government approved the Operational
Plan for the Extension of the Rural Telephone Service 1993-1996 (Table 3). As an
example of its objective of universalising telephone service, it involved the installation
of 427364 telephone lines and 13790 public telephones using TMA cellular access
technology. In another aspect of its scope, it required an investment of ptas.
103.100 million, three quarters of which was borne by Telefonica and the rest by the
local authorities. The aim was to universalize the service so that all citizens living in
rural areas could have telephone service at the same prices and within the same time
frame as citizens living in urban areas (LACA, 28 April 1993; BOE, 12 May 1993, pp.
14088-14100).

Table 3. Operational Plan for the Extension of the Rural Telephone Service
1993-1996 (BOE 12 May 1993, pp. 14088-14100).

Investments needed (millions of current pesetas)

1993 1994 1995 1996 Total
Subscription | 24.500 24.200 25.600 25.700 100.000
lines
P.S.T>* 1.200 1.600 200 100 3.100
Total 25.700 25.800 25.800 25.800 103.100

Financing

Telefonica 19.275 19.350 19.350 19.350 77.325
Outside 6.425 6.450 6.450 6.450 25.775
Total 25.700 25.800 25.800 25.800 103.100

*P.S. T.— public service telephone.

The 1993 Annual Employment Plan aimed to bring the level of employment in
line with the needs of the Strategic Plan, with a ceiling of 74100 employees and to
increase line productivity per employee by 3.2% (LACA, 24 March 1993).

An important element were the new telephone tariffs, which received
differentiated treatment according to categories. The average increase of 2.1% was
5.3% for metropolitan calls and 4% for long-distance calls. Intercommunity calls,
mobile calls and telematics tariffs benefited from reductions of 2%, 12.6% and 4%
respectively (LACA, 28 April 1993).

It seems clear that one of the mainstays of Telefonica's transformations was the
liberalisation of telecommunications promoted by the government on the initiative of
the EEC, which had already been largely achieved, and to which the operator was
favourable, under the decisions of the Spanish government (LACA, 24 July 1996). In
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response to Airtel's complaint, Telefonica stated that it was unaware of the problems
raised by the granting of the second mobile telephony operator's concession
(Retevision).

As a result of organisational restructuring in 1994, Telefonica was configured as
a corporate nucleus and eight business areas. It then transferred the business to specific
subsidiaries, with the consequent assignment of assets and management systems. To
do so, it had to obtain the approval of the General Secretariat of Communications, the
national regulatory body attached to the administration. The reorganisation had a
threefold objective, starting with that of meeting the challenges arising from the
liberalisation of telecommunications, which was reflected in the complete opening up
of the voice and infrastructures services market. It was followed by ensuring that the
managers of the various businesses took full responsibility for the results. Finally, a
Group management committee would ensure an overall view of all the businesses. The
reorganisation was extended the following year with another partial one as it
exclusively affected the international communications management as a preliminary
step to the creation of an independent company (LACA, 22 February 1995; Telefonica,
Memoria, 1994, pp. 32-35; Telefonica, Memoria, 1995, p. 8). Telefonica decided to
adjust its territorial organization to that of the Spanish state in autonomous
communities and to carry it out gradually. In addition to the already constituted
territories — Galicia, Extremadura and the Canary Islands — five new territorial units
were proposed — Aragon, Castile-La Mancha, the Basque Country, Andalusia and
Castile-Leon (LACA, 31 January 1996).

The novelty of the 1996 reorganisation consisted of identifying customers and
segmenting markets to differentiate up to five business units — General Public,
Companies, Telefonica Mdviles, Telefonica International and International — capable
of meeting consumers' needs on time. The units enjoyed full organisational autonomy
in such fundamental matters as product design, prices and advertising campaigns. The
Corporate Centre, and more specifically the Management Committee, which was
responsible for submitting proposals to the Executive Committee and the Board of
Directors, was responsible for coordinating all areas. Prominent businessmen and
jurists joined the Board of Directors (Merger Court Report, 1996, p. 13). Content and
tone of the measures strongly resembled what had already happened to Ericsson. In a
comparative view, after more than a century devoted almost exclusively to
telecommunications, especially in plant equipment, Ericsson undertook a restructuring
and expansion of its product range, with a pronounced market orientation (Svedberg,
1981, p. 150).

Despite recent restructuring, the new landscape of the liberalisation process and
opening up to competition and legal requirements, resulting from legislative decisions
or the principle of neutrality in network management, called for further major
organisational changes. The reason for the intensification of restructuring, more
explicitly related to financial restructuring, in certain periods, was discussed Donaldson
(Donaldson, 1994).
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Telefonica aspired to encompass in its strategic plans not only the need to improve
quality, brand image and infrastructure, but also the new demands arising from the
changing environment. In this sense, it needed to identify its activities to individualise
and break down the different businesses it managed, while also separating the services
that covered common management needs, the so-called areas or corporate services. To
express this in terms used at the time, the aim was to prioritise the autonomous
management of these businesses, counteracting the centrifugal force of this
autonomous management with the centripetal nature of the existence and operation of
the corporate areas. Decentralisation, autonomy and efficiency formed the links in the
chain (Telefonica, Memoria 1994, p. 10). Experts argue that decentralisation brings in
a centrifugal force, requiring management to impose a centripetal force in the form of
policies if it expects to maintain control over decentralised units (Adizes, 2004, p. 66).

The change implied a clear separation between the responsibilities of the
corporate areas and those of the management of the businesses themselves, which were
divided between Telefonica and independent companies. As a result, subsidiaries were
assigned to either the corporate core or the business areas, depending on the nature of
their function.

The identification of businesses, one of the stepping stones in the planning of a
portfolio strategy, revealed the existence of eight units, including three in telephony —
basic, integrated by infrastructure and commercial areas; mobile and public use;
international communications, data transmission; international business; information
and advertising; and multimedia services. Of these, only basic telephony and
international communications remained within the scope of Telefonica de Espaiia,
while the remaining areas became independent companies.

In the new design, the corporate nucleus had the task of coordinating the strategy
of the group of companies and guaranteeing its balanced growth and development, the
appropriate management of financial resources and the optimum use of human
resources. It would consist of a general secretariat, coordination, planning,
administration and resources and finance and management control (LACA, 30
November 1994). The planning of a portfolio strategy also includes the evaluation of
the existing distribution of the company's business units, identification of the desired
future balance of the portfolio and implementation (Leontiades, 1987, p. 40).

In truth, the reorganisation pursued a combination of the versatility and flexibility
of the autonomy of its business units with horizontal policies, an organisational
philosophy of activities by lines applied by European operators years later by the
Belgacom Group in 200 (From & Eliassen, 2007); business units: Hollensen
(Hollensen, 2012).These acknowledged that the business unit, and not the divisional or
corporate level, is the appropriate one for the construction of a value chain, which is
why it can be described as a competitive strategy. According to Chandler's vision, there
appear to be clear symptoms of the transition from a multi-functional multi-unit
company to a multi-divisional company that separated the strategy from operation and,
consequently, from centralisation and division by function to division by product
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characteristic (Chandler, 1990). It seems appropriate to point out that some specialists
describe internationalisation as an alternative to the diversification strategy and the
multi-divisional structure (Binda, 2013, p. 162). The debate between universalists — a
single economic and managerial organisation — and institutionalists — national
differences — remains polarised. In 1993, even French and German firms were at or
near the level of three-quarters of the divisionalization reached by American firms in
1969. A slow but clear advance of the continental countries towards the Anglo—Saxon
organisational model together with the universal collapse of the centralised functional
organisation appear as the main characteristics (Whittington & Mayer, 2000, p. 37).
It should not escape the observation that Telefonica's transformation from a
telephone operator into a communications company, providing services to a wide range
of customers, ran parallel to its expansion (Kalotay, 2004).
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Figure 2. Income structure of Telefonica by operations by 1999 (million ptas.)
(Based on Telefonica, Memoria, 1999, p. 200)

The reorganisation culminated in the Operation Veronica, which led to the Group
being organised into business lines that are now global in scope, with a vocation for
world leadership within each area of activity. In 1995, the operator closed the first
phase of Operation Veronica, by which — following the successful completion of its
takeover bids for Telefonica de Argentina and the Brazilian companies Telesp and
Telesudeste Celular — it gained control of 96%, 87.5% and 89.3% respectively of these
companies. At the dawn of the new century, this operation would culminate in the
consolidation and strengthening of Telefonica's presence in Latin America,
substantially in the markets already conquered (Calvo, 2016).
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In the new structure, the ordering of assets by business replaced the previously
prevailing criterion, i.e. by country. Three business units opened in 1998 — Terra,
Telefonica Publicidad ¢ Informacion (TPI) and Telefonica Media — and were joined
the following year by two more — Telefonica Moviles and Telefonica Datacorp — and,
successively, by four new ones — Atento, Katalyx (Business to Business), Telefonica
Internacional and Emergia (underwater fibre optics). The Telefonica Group was thus
shaped as an integrated group of telecommunications, media and leisure companies
headed by the parent company Telefonica, S.A. This reinforced the corporate strategy
aimed at optimising the synergies of the coordinated action of the different areas. This
had allowed the successful implementation of shared policies through the advanced
purchasing system, cost optimisation systems —Shared Services Centres—, coordinated
information systems strategies, the first global human resources actions carried out
with the TIES plan, as well as the coordination and development of actions in the field
of institutional relations (Telefénica, Memoria, 1999, pp. 11-12). The new
organisational structure tried to meet the Group's objectives, in particular an increase
in the value of the business and its return to shareholders. Five priorities were
established: development of the organisational model of an integrated
telecommunications group, the transformation of the telecommunications business in
Spain, undisputed consolidation as a leader in the mobile phone business and
optimisation of the portfolio of other subsidiaries. This was a new customer-oriented
organization based on management by business units with three basic pieces. The
Corporate Centre's mission was to guarantee the strategic orientation of the Group,
which comprised the areas of Management Planning and Control, Institutional
Relations, Corporate Finance, Regulation and the General Secretariat of the Board; five
business units— Companies, General Public, TISA, Mobiles and International-, focused
on markets, customers and products and with objectives based on profit and loss
accounts; two shared resource units — Infrastructure and Businesses—, to support the
business units and to provide common services. Moreover, four committees were set
up: a management committee, with an executive role and an instrument for defining
policies and resolving key issues relating to the whole Group; a financial committee,
for risk management and balance sheet; a basic telephony committee and a resources
committee. At one point in the reorganisation, Telefonica Latinoamericana was the
business line responsible for fixed telephony assets in the area. The sums managed and
saved in one year within the advanced purchasing system, which began in 1998,
exceeded 1.5 billion and 200,000 million pesetas respectively (Telefonica, Memoria,
1999, p. 58).

In 1996, Telefonica noted a list of positive and negative factors arising from its
competitive position. Among the former, the improvement in quality to the level of that
of competitors, the maintenance of productivity levels and the achievement of
leadership in operating margins, the favourable evolution of profitability on own
resources, the firm international positioning due to its establishment in Latin America
and incorporation into Unisource, together with the spectacular improvement in public
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opinion, stood out. The list of negatives included the risk associated with tariff
imbalances, the low perception of the quality-price ratio, the relatively low generation
of income from new services in comparison with other advanced operators and the
imbalance in profitability both by business areas and by services in basic telephony
(LACA, 20 December 1995; the strategic plan 1996-2000 was studied during several
meetings in the central emblematic of Buitrago: LACA, 29 November 1995). The
quality of the service improved between 1990 and 1997. In response to increased
competition, Telefonica reduced concession times for international leased lines to an
average of 44.7 days; fault reports per 100 lines fell from 9.87 to 8.48 per month
(OECD, 2000, p. 297).
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Figure 3. The 20 largest non-financial companies in Spain, 1998 (million
ptas.) (Binda, 2013, p. 249)

With the 19962000 Strategic Plan, in a context of change in the country's
political orientation with the arrival of the right-wing government, it sought to
maximise the value of the company for the shareholder by conquering leadership in a
context of growing liberalisation of the sector. Achieving this required improving
efficiency in the operation of traditional businesses, paying special attention to high-
growth and emerging businesses, without neglecting improvements in costs, economic
profitability and financial (LACA, 20 December 1995).

Broadening the value chain: the cable market in Spain and Telefonica.
So far, we have provided an overview of the structuring of an operator in a context
of telecommunications liberalisation. We now turn to one of the aspects: the

204


http://www.hst-journal.com/

http://www.hst-journal.com Icmopis nayku i mexHiku, 2020, mom 10, sunyck 2
History of science and technology, 2020, vol. 10, issue 2

Telefonica's responses to the extension of the value chain by a new product — cable —,
one of the aims of the article.

If we go back to the beginning, in Spain, Law 42 1995, of 22 December, on cable
telecommunications authorised cable operators to provide services in a specific sector
of telecommunications, those provided through cable networks. These included sound
broadcasting services and image transmission services of an interactive nature, the
latter being the main core of the service as it was considered to be the fastest-growing.
Cable telecommunications were a state-owned public service by the general principle
enshrined in the Telecommunications Law itself. The cable telecommunications
service was to be provided by territorial demarcations of variable scope — municipal
district, the grouping of various municipal districts — and was to be achieved by public
tender. The awarding of the contract empowered the concessionaire to provide this
service and to establish the network for this purpose, for the provision of other
telecommunications services and even as a carrier service for services provided by third
parties. The company was authorised, by a series of requirements and conditions, to
provide these services in all areas, which are inseparable from the basic telephone
service. The law, therefore, combined respect for the privileged position enjoyed by
Telefoénica de Espafia under the contract with the State with the existence of the
necessary competence in the provision of these services. The Law limited the number
of cable operators in each territorial district to one, in addition to Telefonica de Espafia,
SA. This restriction was motivated by economic considerations, since the operation
would not be viable in the event of a proliferation of operators, given the high amount
of investment to be made. In the development of this service, the establishment of
formulas for cooperation between industrial companies, research centres and service
operators was to be encouraged to ensure the best use of the technology available
(BOE, 306, 23 December 1995, pp. 36790-36796). See for details of the complex
elaboration of the Law the Minister of Public Works and Transport Response to
Socialist Deputy Ms Anna Balletbé (Journal of Sessions, Congress of Deputies,
Commissions, 13 MAY 1992, 187, p. 9,201). In 1996 a Memorandum of
Understanding was reached on Telefonica's contract with the State: LACA, 30 October
1996. Political debates on the Cable Law (Montes, 2016).

In the Spanish cable industry, three elements of activity coexisted, namely the
disparate nature, the complementary nature and the presence of obstacles to
internalisation. The first can be explained by the absence of all the skills of a company
to carry out its activity. It applies to the nascent cable industry in Spain because this
industry involved a multiplicity of activities, each of which had to function perfectly.
After all, this systemic nature meant that the goodness of the service offered depended
on all the links in the value chain. The same applies to the second, which is a nuance
of the previous one. Finally, the third is entirely applicable to Spain because the main
obstacle is financial, resulting from the significant investment required for this activity.

A close connection exists between the development of cable companies and the
liberalisation of telecommunications. The operators who entered the fixed telephony

205


http://www.hst-journal.com/

http://www.hst-journal.com Icmopis nayku i mexHiku, 2020, mom 10, sunyck 2

History of science and technology, 2020, vol. 10, issue 2
market as a result of the liberalisation of the sector by breaking up the monopoly —
Retevision — and the duopoly — Lince Telecomunicaciones — participated directly in
the capital of the cable operators or through shareholding partners in both (Fernandez,
2000, pp. 177-186).

The group of companies set up to operate in cable television was originally made
up of 14 consortia established on a territorial or more general basis. The list included
Cableuropa, Cablevision, Cable TV Europa, three Andalusian entities (Sevillana de
Cable, Cable del Guadalquivir and Jerez de Cable), Telecable (Asturias), Santander de
Cable, Telecable Compostela, Burgos Sistema de Cable, Grupo Cable, Operadora
Cable Sistema, Zaragoza de Cable and Marbella Cablevision. They were made up of
twelve financial institutions (BCH, BBV, Banco de Santander, Banesto, Banco Pastor,
Caja Circulo Catoélico, Caja Cataluna, Caja de Pontevedra, Caja de Vigo, Caja de
Orense, Caja Galicia and Caja Cantabria), four energy companies (Iberdrola, Sevillana
de Electricidad, Union Fenosa and Electra del Viesgo), media and infrastructure
companies, local authorities and other service companies (Annexe 1). In terms of size,
the cable market in Spain was made up of three strategic groups of cable operators:
modest, intermediate and large operators. The characteristics of this last group include
a majority of financial partners and a small presence of foreign companies
(Miguel & Fernandez Pefia, 1998).

They have been setting their targets on Spain since at least 1994. It is interesting
to follow in the footsteps of some of them. In order to focus on the most significant
one, US West did not hide its intentions to invest in Spain in an interactive
communication network with the new cable TV law. The changes introduced by the
PP government in the cable legislation coincided with the aspirations of US West in its
Spanish landing. It was the first of the regional companies resulting from the break-up
of the US multinational giant AT&T to diversify into cable television on a large scale
through its 25.5% investment in Time Warner Entertainment (a joint venture with Time
Warner, Toshiba and ITOCHU) (Spain and Talbot, 1995, p. 888).

In the plans, US West's main partners in Cable 1 Televisié de Cataluiia (CTC) —
Banco Santander and ENDESA — were to form the nucleus of Retevision when it was
privatised. US West and its partners were to bid for all tenders in Spain. Initially, if US
West, through CTC, won the three Catalan regions, as it expected, it would be involved
in a global investment of Ptas 130 billion. In exchange, it would bring the cable to 2.5
million homes, a very interesting critical mass, which would allow us to offer many
specific services and contents, in the expression of a high directive of the North
American US West in Spain — Maureen O'Ryan. She believed that the imminent
appearance of digital television did not mean that cable had become obsolete. Through
Cable 1 Televisio de Catalunya (CTC), this company initially cabled 20000 homes in
Barcelona and was the technological partner of Euskaltel, which would act as the
second largest Telefonica in the Basque Country. On the shape of telecommunications
in Catalonia (Marti-Recoder, 1991).
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Over time, the number grew as requests for public service provision were
extended to new territorial districts. In Madrid, two more consortia soon emerged:
Madrid Sistemas de Cable (France Télécom, Bank of America, Banco de Santander
and BCH, among others), which submitted bids to the three regions into which the
cable tender was divided, and CYC Telecomunicaciones Madrid, a consortium made
up of six large business groups in the three regions (Unioén Fenosa, Endesa, the Zeta
Group and Telecom Italia, among others). CYC won the contract for the three districts
and its projects included providing the cable service to 700000 Madrid residents in
September, offering a telephone service and some television channels to at least
150000 households from October, and cabling the entire region in six years. In order
to lay the cable, the company wanted to make an agreement with the Canal on the use
of its pipes, with the City Council on the use of its underground galleries and traffic
lights, and with the electricity companies on the use of their conduits (El Pais, 14
February 1998, 6 and 12 March 1998). The two large business consortia — Madrid
Sistemas de Cable and CYC Telecomunicaciones Madrid — which competed for the
cable network in Madrid submitted bids to operate and were severely disqualified.
Cableuropa, one of the shareholders of Madrid Sistemas de Cable, accused its opponent
CYC Telecomunicaciones Madrid of inflating its investment proposal. In the
meantime, he said that if his group lost the tender, the duopoly of Telefonica and
Retevision would be consolidated and tariffs would not fall (El Pais, 23 January 1998).

Supercable Andalucia, which included up to eight electrical, financial and
audiovisual companies, won the contract to provide the public cable
telecommunications service in the territorial demarcation of Andalucia III.

Sevillana de Cable, Get-Grupo Eléctrico de Telecomunicaciones, Montes de
Piedad y Caja de Ahorros de Ronda, Cadiz, Almeria, Malaga and Antequera —
UNICAJA-; Caja San Fernando; Monte de Piedad y Caja de Ahorros de Huelva y
Sevilla; Procono y Supercanal de Cable de Espana (BOE, 79, 2 April 1998, p. 11.281).
The new ones also included Huelva de Cable y Television.

The cable started to develop more slowly than expected in the different districts.
Business circles attributed the delay above all to bureaucratic problems — building
permits from the local authorities — and supply problems — the arrival of new
competitors not originally foreseen. It seemed possible that they would be granted
some kind of moratorium on the deployment of their network in areas of lower density
or that they would be awarded a licence to provide their services by radio access, at a
lower implementation cost (Pérez Martinez & Feijoo Gonzalez, 2000, p. 226). Various
initiatives for cabling in Spanish cities took place in a context of very intense
liberalisation, but in the absence of regulation, and of technological development in
telecommunications, together with a position taken by the Constitutional Court
(Journal of Sessions, Congress of Deputies, Commissions, 558, 20 September 1995,
p. 16.974).

The deployment of cable networks by region was concentrated strongly in
Andalusia, with more than half. This autonomous community had transferred its radio
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and television services, which it had managed since 1987 through the Empresa Publica
de la Radio y Television de Andalucia as a public law entity (BOE, 14-16 January
1988, pp. 1593-1597). The provinces with the most cable networks were Seville (72),
Cordoba, Huelva (34), Granada (33), Alicante, Jaén and Malaga (28) and Cadiz (24);
outside Andalusia, Murcia (54) and Alicante (28) stood out.

A key element in Telefonica's aspirations to become the fifth largest operator in
the world lay in its participation in audiovisual businesses (Telefonica, Memoria 1997,
p. 8). Shortly after the beginning of the 1990s, still under the chairmanship of Candido
Velazquez Gaztelu, Telefonica set out to take up positions in the television segment.
With this in mind, it drew up plans for the organisation and operation of businesses
related to cable television systems, project development and the provision of
audiovisual and interactive multimedia services.

Telefonica endeavoured to gain an advantage in the cable TV market before the
market was regulated. To this end, it reached an agreement in early 1995 with the
country's largest cable group — Promotora de Informaciones SA (Prisa) — whereby the
operator provided the cable TV infrastructure and Prisa the content (Politico, 17 July
1996). On that front, and by an initial formula for entry, it formed a partnership with
Canal + to set up a cable television company called Cablevision in July 1992, which
remained inactive in the absence of an appropriate legal framework. In July 1995 Canal
Plus and Sogecable S. A. carried out a concentration consisting of the acquisition of
joint control of Cablevision. The entry of a large number of companies of varying sizes,
as well as public entities, into the cable market despite this legal vacuum led the
shareholders of Cablevision to reactivate the company. In a precedent-setting
agreement between Telefonica and Canal Plus, by a decision of 9 November 1994, the
European Commission vetoed the creation of Media-Service, MSG, a joint venture
between the dominant telephone operator in Germany, Deutsche Telekom,
Bertelsmann and a major multimedia group, because of the concentration involved and
the detrimental effect on equality of opportunity. The decision to suspend MSG was
made on the basis of the Basic Treaty of the European Community: Commission
Decision of 9 November 1994 relating to a proceeding pursuant to Council Regulation
(EEC) No 4064/89 (IV/IM.469-MSG Media Service), 94/922/EC. The agreement on
MSG was extremely similar to, and even shorter than, that made by Telefonica and
Canal Plus. Barcelona City Council has signed an agreement with US West, one of the
telephone operators in the United States and the largest shareholder in the Time Warner
group, to cable the Catalan capital (El Pais, 30 July 1995).

From this cornerstone, they created a series of companies that shared the same
approach, partners, share capital and even the basic name. All of them had a local or
regional scope and in all cases Telefonica participated with 51% of the share capital,
which was always valued at 100 million pesetas. We are talking about two companies
in Catalan-speaking territory — Societat General de Cablevisi6 Balears and Societat
General de Cablevisio Lleida, one in the Basque Country — Sociedad General de
Cablevision Bizkaia-, one in Navarre — Sociedad General de Cablevision Navarra-, one

208


http://www.hst-journal.com/

http://www.hst-journal.com Icmopis nayku i mexHiku, 2020, mom 10, sunyck 2

History of science and technology, 2020, vol. 10, issue 2
in Murcia— Sociedad General de Cablevision Murcia- and two in Andalusia — Sociedad
General de Cablevision Sevilla and Sociedad General de Cablevision Cadiz. Under a
second entry formula, Telefonica acquired 29% of the capital in Sociedad General de
Cablevision Madrid and Cablevision Barcelona from Sociedad General de Cablevision
(LACA, 20 December 1995).

The development of cable television was not without conflict. We have evidence
of this in the Small Claims Trial for Unfair Competition against Telefonica and
Sociedad General Cablevision brought by Cableuropa S. A. and the Order of the Court
of First Instance No 55 of Madrid, which granted the interim measures requested by
Cableuropa, while Telefonica's request for clarification was rejected (LACA, 26 June
1996). The reply extended to the concessions, as was the case with the concession
granted to Huelva de Cable y Television for the provision of the public cable
telecommunications service in the territorial demarcation of Huelva. The Contracting
Committee fully accepted the technical and economic criteria of the technical report
drawn up by the Technical Services of the Ministry of Development, which stated that
the two evaluated bids met the minimum technical requirements established and that
the partial scores obtained by the bids submitted. The offer presented by Huelva de
Cable y Television obtained a higher score (Congress of Deputies, BOCG, D-314, 13
August 1998, p. 233). Without doubt, the fiercest battle for cable was caused by the
government's concession to the PRISA group, which was denounced by the
competition — Antena 3 TV — and the opposition press as being detrimental to the free
competition - collusion and abuse of a dominant position — and to the very development
of the cable and information highway industry in Spain and representing the handing
over to Canal + of exclusive rights to cable television programming without
compensation, the marketing of all the content that would circulate on Telefonica's
information highways and the use of the Canal + decoder, which is also considered a
technologically obsolete product (EI Mundo, 29 July 1995). The strategic agreement
between Canal Plus and Telefonica for the development of cable television led to the
creation of Cablevision in July 1992. Canal Plus justified the new company in a
notification from the Ministry of Transport, Public Works and the Environment to
Telefonica that it could start operating under the cover of a ruling by the Constitutional
Court (Release of Canal Plus, 27 July 1995). The Government supported the decision
of Compaiiia Telefonica de Espafia, S. A., to start cable television broadcasting through
its subsidiary Cablevision before the approval of the corresponding bill. The executive
justified the decision by the doctrine of the Constitutional Court, which, moreover,
limited cable activity to the local level. Appearance by the Minister of Public Works,
Transport and the Environment (Journal of Sessions, Congress of Deputies,
Commissions, 558, 20 September 1995, p. 16.974). On 8 February 1996, the European
Commission notified the Spanish Competition Court, Telefonica and Canal Plus that
the agreement of both companies distorted free competition in Spain (Annexe 2). The
Commission described the creation of Cablevision as an operation with a Community
dimension, which also raised serious doubts as to its compatibility with the common
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market. It also launched an in-depth investigation into the effects of the creation of
Cablevision, before taking a final decision on the authorization, prohibition or licensing
under conditions of Cablevision: European Commission, Press Release, 22 July 1996.
Telefonica's alliance with Canal Plus in respect of Cablevision: the President of
Telefonica requested the rapid resolution of the case: LACA, 24 July 1996. On the
disputes in the sector (Pérez Gomez, 2011).

Three rulings in the proceedings initiated by complaints from three local cable
television companies — Burgos Sistemas de Cable, Santander Sistemas de Cable and
Jerez Sistemas de Cable — were in favour of preventing Telefonica from providing
services with its infrastructure. The decisions specified Telefonica's obligation to
establish the necessary infrastructure to support the various services. Besides, the
National Telecommunications Plan provided for the implementation of broadband
ISDN from the basic network. In Telefonica's opinion, preventing it from providing
services was contrary to the principle of optimising this network and to the doctrine of
the Constitutional Court, which favours the freedom to offer local cable television
services, and to one of the clauses of the contract with the State (LACA, 29 November
1995).

Conclusion.

This article has analysed the opening up telecommunications to competition and
its factors in Spain, a country very committed to the monopoly, in the general context
of an accelerated technological change, a sharp regulatory change and an extension of
the value chain with new products and services, in particular data, mobile telephony
and cable. The study, interdisciplinary in nature and backed on primary sources, has
focused on Telefonica's response to new regulatory and market requirements.

The evidence presented leads to the conclusion that the extension of the value
chain ran in parallel with successive reorganisations of Telefonica to respond to market
demands. Furthermore, the availability of infrastructure has allowed the former
monopoly to launch itself on the market before it was regulated, while the absence of
regulation has hampered the emergence of new initiatives.

The evidence also reveals a widening of the financial base of new companies that
clearly go beyond the traditional field of telecommunications.

Annexe 1. Consortia established to operate in cable television (1995)
(Comision del Mercado de las Telecomunicaciones; Giordano and Zeller, 1999,
p. 216).

Cableuropa: BCH, BBV, Banco de Santander, Corporacion Industrial
Banesto, IBV (lberdrola BBV) and Multitel Cable (Lince Telecomunicaciones).

Cablevision: Telefonica, Telecartera, Prisa and Sogecable.

Sevillana de Cable: BCH, BBV, Banco de Santander, Banesto, CAT, Nuintel,
Multitel, Sevillana de Electricidad, Sodian and Instituto de Fomento de Andalucia.
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Jerez de Cable: Sevillana de Cable, Multitel, Joly de Comunicaciones, CSM
(Israeli investor group of communication), Banco Santander, El Corte Inglés,
Corporacion Municipal Jerez, Taridan and Diario de Cadiz.

Santander de Cable: Electra del Viesgo, Caja Cantabria, Editorial Cantabria, UIH,
Ayuntamiento de Santander, Banco Santander and Diario Montafiés.

Telecable Compostela: El Correo Gallego, Intelsis and Davifia.

Burgos Sistema de Cable: Caja Circulo Catolico, Ical Cable, Diario de
Burgos, UIH and Multitel.

Cable del Guadalquivir: Telefonica, servicios multimedia, Abengoa, Grupo Z-
Antena 3 television, El Monte, Trébol internacional, AF Division Imagen and Medios
de comunicacidn sevillanos.

Cable TV Europa: Multimedia Cable, (Catalana d’Iniciatives), Time Warner-US
West and TCI.

Grupo Cable: Banco Pastor, Caja de Pontevedra, Caja de Vigo, Caja de Orense,
Caja Galicia, Grupo Z, Antena 3-TV, Voz de Galicia, Telefonica, Union Fenosa and
Televés-Intelsis.

Operadora Cable Sistema: Telefonica, Caja Catalufia, Cirsa Group and Antena 3-

TV.

Zaragoza de Cable: Bell Canada, Jones Intercable, Mercury, Multitel, Ibertele,
Tecnodeasa and Multimedia.

Marbella Cablevision: Milisat, Int. Network TV and Ayuntamiento de Marbella.

Annexe 2. Disputes arising from the agreement between Telefonica and
Canal Plus.

The Court of Competition examined the notification of the concentration
submitted in October 1995 by Telefonica, Canal Plus and Sogecable S.A. and
submitted a proposal to the Minister for Economic Affairs and Finance to order that
the file be referred to the Court for its opinion, on the ground that it might impede the
maintenance of effective competition in the Spanish cable telecommunications market.
In December 1995, Jerez de Cable SA and Santander de Cable SA denounced
Telefonica and Canal Plus for having entered into the abovementioned strategic
agreement restricting competition and, moreover, Telefonica for abuse of a dominant
position, because they considered that the provision of local cable television services
infringed the contract which it had concluded with the State in 1991. The Court found
for the most part that the notified operation constituted a strategic alliance of a
cooperative nature without the character of an economic concentration from the point
of view of national competition law. On the other hand, the European Commission did
see an economic concentration with a Community dimension but took the view that the
strategic agreement signed between Telefonica and Sogecable/Canal Plus could be
separated from the concentration relating to Cablevision and analysed at the time from
the point of view of Articles 85 and 86 of the Treaty on European Union. In view of
this situation, and after analysing three possibilities, the Court decided to submit a
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report to the Minister of Economy and Finance for referral to the Government, setting
out up to five conclusions, the last of which was of a recommendatory nature. To begin
with, the Court denied that the operation was an economic concentration from the
perspective of the LDC. It also released the Government from the obligation to rule on
the operation until a formal decision of the European Commission on the Community
or national dimension of the operation was taken. Thirdly, if the Commission refused
to intervene because the concentration did not have a Community dimension, the Court
considered that the Government should order the opening of disciplinary proceedings
in respect of those facts. Fourthly, the Court considered that the operation could not
and should not be authorized because the notified agreements would have various
adverse effects on free competition in various fields. They would prevent the
emergence in Spain of a competitor to Telefonica in the cable business, close the
market to potential competitors of Eurodec in the decoders sector, Cablevision in the
supply of services to cable operators and Canal Plus in the programming field. The end
result would be reduced consumer choice and increased prices (Merger Court Report,
CNMV, C21/95: CABLEVISION, 14 March 1996).
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Anxeqb KaabBo
VYuiBepcutet bapcenonn, bapcenona, Icmanis

Jlidepanizauist TeJileKOMYHiKaWiil i po31IMpPEeHH S JIAHII0KKA J101aHOI BAPTOCTI B
IliBnenniii €Bpomni. Telefonica, 1982-2000 poku

Anomauia. L[a cmamms po3enidae icmopito KOHKYpeHYii menekoMyHIKAyiuHUux
cucmem 6 Icnanii (kpaini, sxa mae cepiiozni MoHonoicmuyni menoenyii) i paxmopu,
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wo eusHauaromv Yo Koukypenyilo. Cmamms ananizye 3a2anbHUil  cyeHapill
NPUCKOPEHHA  MEXHONO2IYHUX  3MIH,  GUKIUKAHUX  HOBUMU  Mamepiaiamu,
KOMNOHEHmMamu i cucmemamu nepeoadi, pi3KuMu 3MIHAMU 8 3AKOHOOABCMEI |
POSWUPEHHAM JIAHYIOHNCKA CMBOPEHHS 8ApMOCMI 34 PAXYHOK HOBUX NPOOYKMIG i
nociuye, 30kpema 6a3 0auux, MooOiIbHO20 meledhOHH020 368'A3KY 1 Kabemo. 3a3HaueHi
suwe 61acmMuU8oCmi i0ealbHO GNUCYIOMbCS 8 0OPAHY MUMYACOBY BICb, SAKA OXONJIOE
0sa ocmannix decamunimms 20-co cmonimms i 30icacmvcs 3 emanom, Ha SIKOMY
KOHKYPYIOYI KOMNAHII 3IMKHYIUCA 3 NpobaeMoro He Mminvku Jnibepanizayii, ane u
enuboKux 3miH napamempie puuky. OcHOBHA y8aca 8 O00CHIONCEHHI NPUOLIAEMbCS
po32n0y 8ionosionux kpokxie komnanii Telefonica na HO8I HOpmamueHi ma puHKOSI
sumozu. Memo0ono2iuno 00CnioHceHHs MAE MYTbMUOUCYUNTITHAPHULL XapaKmep , AKUlL
00'conye nioxoou icmopii mexuirku, wo posymiemocs sk cucmema (Tomac I1. Xoto3 i
Mensin Kpanybepe), i icmopii exonomixu ma 6iznecy (Haman Poszenbepe). Texcm
CKIA0AEMbCA 3 HOMUPLOX PO30INi8, 8 AKUX 00CNIONCYEMbCS 30epeHCeHHss MOHONOLT
Telefonica i xibepanizauis, oci mpancgopmauii Telefonica uepesz enobanvni ma
cmpameziuHi NAaHU | pO3WUPEHHS NAHYIOHNCKA CMBOpPeHHs 000aHOi 8apmocmi 3
ynopom Ha KabenbHuli puHoK. Po32ensinymo 0esKi nonepeoui iCmopuyti ma mexHiuui
NUMAHHA Ma K408l eleMenmu egontoyii cekmopa. Y cmammi po32ensioaromscs
BIOHOCUHU MIJC PUHKOBOIO CIPYKMYPOI0, YCNAOKOBAHOI 810 MOHONOIL, I NPOYECOM, 3
AK020 UHUKAOMb nepegacu komnanii Telefonica 6 nopisHAHHI 3 IHUWUMU KOMRAHIAMU.
Hocnioscennss tpyHmyemocsi 6 OCHOBHOMY HA NEPBUHHUX Odcepenax GUGUEeHOl
KOMNAHIi, AKI 80814i YIHHIWI, 60 B0HU BANCKOOOCMYNHI OJis1 OOCHIOHUKIB | NOBHICHIO
inrocmpamustull 0Jis1 pO3YMIHHA Cmpamezii KOMAAHIL, a MaKoMc HA 38iMax 8eIUKuUxX
MIJICHAPOOHUX OpeaHizayiil ma 6mopunHoi aimepamypi. Aemop npuxooums 00
BUCHOBK)Y NPO HAABHICIb MICHO20 363Ky MIdiC (hakmopamu nonumy i npono3uyii.

Kniwowuoei cnoea: nibepanizayis menexomyHixayit, Telefonica;, xabenvHe
menebauents,; IaHYIHCOK 3HA4eHb

Anxeas KaabBo
Yuusepcuter bapcenonsl, bapcenona, Mcnanus

JInGepajmm3anus TeJICKOMMYHUKAIUNA M paclIMpeHue HenoYKu 100aBJIeHHOH
croumocTH B FOxknoii EBpone. Telefonica, 1982—-2000 roabi

Annomayusa. Oma cmamvs paccmampueaem — UCMOPUIO  KOHKYPEHYUU
MeNeKOMMYHUKAYUOHHBIX cucmem 6 Mcnanuu (cmpane, komopas umeem cepbe3tble
MOHONOIUCMUYECKUe MeHOeHYUlU) U GaKxmopul, onpeoenaujue 3my KOHKYPEHYUIO.
Cmamobs ananuzupyem oOwull CYeHapuil YCKOPEeHUs MexHoI02U4ecKux UMeHeHul,
8bI36AHHBIX HOBLIMU MAMEPUATAMU, KOMNOHEHMAMU U CUCmeMaMu nepeoayu,
Pe3KUMU UBMEHEeHUSMU 8 3aKOHOOamenbCmee U paculupeHuem Yenouyku CO30aHusl
CMOUMOCIU 34 CYem HOBbIX NPOOYKMOG U YCIYe, 8 YACMHOCMU OAHHbIX, MOOUIbHOU
menegonHou c6a3u u Kabens. YxazauHvle vlule c80UCMBA UOEAIbHO 6NUCHIGAIOMCS 8
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8bIOPAHHYIO BDEMEHHYIO OCb, KOMOPAs 0Xeamvleaem 08a NocaeoHux oecamuiemusi 20-
20 6eka u coenadaem C IMANOM, HA KOMOPOM KOHKYpUpylowue KoMnaHuu
CMOJIKHYIUCL C NPOOIEMOU He MOJbKO aubepaiuzayuu, Ho u 21y60Ko20 U3MeHeHUs
napamempog poiika. OcHO8HOe BHUMAHUE 8 UCCTe008AHUU YOETAeM s pACCMOMPEHUIO
omeemHulx wiazo6 kKomnaumuu Telefonica nHa HO8ble HOpMaMUBHLIE U PLIHOUHBIE
mpebosanus. Memoodonocuuecku uccreoosanue umeem MyIbMmUOUCYUNIUHAPHBLU
xapakmep, KOmMopvli 00beduHsem nooxoovl UCMOPUU MEXHUKU, NOHUMAEMOU KaK
cucmema (Tomac I1. Xvio3 u Mensun Kpanybepe), u ucmopuu s3xonomuxu u ousHeca
(Haman Po3zenbepe). Texcm cocmoum u3 uemulpex pasoenos, 8 KOmopuvlx UCC1e0)emcs
coxpanenue Mmononomuu Telefonica u aubepanuzayus, ocu mpaHcghopmayuu
Telefonica uepes enobanvuvie u cmpamecudeckue NIAHbL U pACUUpPEHUEe YEeNnouKU
co30aHusi 000A8NEHHOU CIOUMOCMU C YNOPOM HA KabenbHblll pblHOK. Paccmompensl
HeKomopble npedsapumenbhble UCMOPUYECKUe U mexHu4ecKue 60npocul U Kioyessle
oneMeHmbl I80aI0YUU cekmopa. B cmamve paccmampusaiomes omuowenus mexncoy
PDUIHOYHOU CIPYKMYPOU, YHACAe008AHHOU OM MOHONOIUU, U NPOYECCOM, U3 KOMOPO20
npoucmexkarom npeumyujecmea komnanuu Telefonica no cpagnenuro ¢ ocmanbHbiMu
Komnanusamu. HMccredosanue oCHOBbIBAEMC Sl 8 OCHOBHOM HA NEPEUUHBIX UCTNOYHUKAX
U3YUEeHHOU KOMNAHUU, Komopble 8080e 0ojlee YeHHbl, NOMOMY HUMO OHU
MpyOHOOOCMYNHbl O  uccredosamenel U HNOJAHOCMbIO  ULIIOCMPAMUEHbL  OJis
HOHUMAHUSL CMpame2ut KOMIAHUU, A MAKHCe HA OMYemax KpYNnHuIX Me*COYHAPOOHbIX
opeanuzayull U 6MoOpudHou aumepamype. Aemop npuxooum K 661600y O HAIUYUU
MEeCHOU C8A3U MeHCOY PaKmopamu cnpoca u NpeodloAHCeHUsl.

Knrwoueswie cnosa: nubepanuzayus menexommynukayuti, Telefonica; kabenvroe
menesuoenue;, yenouka 3Ha4eHul
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