May 29, 2000   

Phone Rates Decline in Asia, Thanks to Internet Technology
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Long maligned for poor sound quality, technology that uses the Internet to connect good old-fashioned phone calls is coming of age in Asia, promising to bring vastly reduced long-distance bills to consumers and companies.

In deregulated markets such as Japan and Singapore, a slew of new companies are taking advantage of low set-up costs to crowd the long-distance market with so-called Internet protocol phone services. Not wanting to be left behind, familiar telecom giants also are getting into the act. IP-based services are expected to grow much faster in Asia than in North America and Europe because much of the region still is dismantling its phone monopolies, opening the way for new players to enter the market.

According to a forecast from research firm Frost & Sullivan Inc., revenues from IP phone calls in Asia will vault from $78 million currently to $48 billion by 2006, when around one-quarter of voice traffic here will travel over Internet-type data networks.

For consumers, the big draw is per-minute connection rates up to 90% cheaper than what traditional carriers charge. Hong Kong-based Elephant Talk Ltd., for example, charges about 10 U.S. cents per minute for a call to the U.S., compared with Cable & Wireless HKT Ltd.'s standard international direct dial rate of 87 U.S. cents per minute.

But IP telephony is just emerging from its infancy and will have to fight to overcome assumptions that its savings mean frustratingly low sound quality and unreliable connections. "There is still a big perception problem that IP or Internet telephony quality is still poor," says To Chee Eng, a Singapore-based analyst with Gartner Group Inc. "The quality has improved by leaps and bounds over the last 12 months."

Also, consumers aren't necessarily feeling all the benefits that IP calls promise. Industry insiders say consumers already make IP calls all the time without knowing it: Some traditional telecom companies are weaving the technology into their services seamlessly without passing their cost savings on to customers.

It's a sign of how far the technology has come. Voice-over-Internet technology was born just four years ago, when Israeli firm VocalTec Communications Ltd. rolled out software allowing two people using PCs connected over the Internet to hold an audio conversation. Within a year, several companies around the world had expanded the Internet's ability to leap international borders -- and avoid steep international call charges -- by launching solutions allowing a user of an ordinary phone to connect to another ordinary phone by dialing into an Internet service.

But these calls had abysmal sound quality and were subject to sudden connection losses. Because the "line" was only virtual -- a small stream within a larger river of data flowing through the public Internet -- it was subject to erratic traffic surges that could disrupt the flow or cut off the connection entirely.

Now that is starting to change. Jahangir Raina, the director of London-based IP telephony research firm iLocus.com, says technological improvements have allowed phone calls to establish a much more sturdy channel for conversation regardless of "weather conditions" on the Internet.

Another important factor is that IP telephony no longer is restricted to the Internet. Companies can pay a premium to route their calls through privately owned IP networks that guarantee a higher level of sound quality than the public Internet. These international networks -- operated by "wholesalers" such as ITXC Corp. and IBasis Inc. -- utilize the exact same technology as the Internet but are used only by paying customers, making their traffic flows much easier to control.

Such services have opened up a full range of price and quality levels in IP telephony. The average difference in per-minute wholesale rates charged by these middlemen is 60% to 70% lower than telecom companies' traditional connection fees, Mr. Raina says.

Asian companies are springing up like mushrooms to take advantage. The number of companies across the region has jumped to between 200 and 300, from less than 50 a year ago, according to iLocus.com research.

Firms such as Elephant Talk and Newslink (HK) Ltd. abound in laissez-faire Hong Kong, where only an Internet service provider's license is needed to provide IP phone services. Both companies offer their subscribers direct dialing to locations across the globe with the use of a four-digit prefix. But across the region, IP phone start-ups most often sell consumers prepaid calling cards that involve an access-code routine.

Low capital requirements make entry to the market easy, especially for existing Internet service providers who have server equipment and simply are looking to diversify their revenue. "It takes $50,000 to set up an IP telephony company," says Mr. Raina, adding that a traditional carrier would require initial capital of at least $1 million just to open its doors.

Asia's incumbent telecom companies are moving into the IP space as well. In China, for example, former monopoly China Telecom Ltd. and three other state-owned companies are selling prepaid IP calling cards that undercut their own standard domestic and international rates by 50% to 75%.

But more often, telecom giants are rolling out the new technology in secret, industry insiders say. Consumers picking up a phone have no way to tell what method is used to connect their call, and few companies want to associate their name with IP telephony -- a concept the public associates with poor quality. "It's a way to cut costs without necessarily passing them on to the consumer," says a former subcontractor who worked for IP telephony equipment provider 3Com Corp.

Even in nonderegulated phone markets such as India, Malaysia and Indonesia, where IP telephony is strictly banned, monopoly carriers are believed to be using technology meant for experimental trials to route calls through the Internet. Such nonreported IP routing by telecom carriers "is happening in a big way," says Manoj Menon, an analyst at Frost & Sullivan. The phenomenon makes it difficult for anyone to measure the true size of the market, he adds.

Upstart IP companies' long-term survival depends on their ability to sign big corporate clients onto their cheaper long-distance service.

Taiwan's Wherever.net Holdings Corp., which listed on Nasdaq earlier this month, says the Hong Kong offices of Taiwan's flag carrier, China Airlines, have signed up to use its voice-over-Internet network to cut its international phone charges. "It is not just cost, however. We are also very impressed with the voice quality," Wilson Cheng, an official with the airline's office, was quoted as saying in a news release.

OCen Communications Inc. (www.ocen.com) -- which also has filed for a Nasdaq issue and is focusing on Taiwan, China and Hong Kong -- says it already has six large Asian corporations using its service on a trial basis. It couldn't name them because of U.S. disclosure restrictions related to its listing, the California-based company says.

But neither firm expects the corporate market to take off until next year, when they and others will use IP technology to enhance their services. IP-oriented systems are highly efficient at organizing various different kinds of information in digital form. Companies can leverage this to package videoconferencing; online instant messaging; and unified software management of fax, voice and e-mail messages as an integrated service.

OCen Communications aims to roll out such a package in the second half of this year. Its marketing director, Ben Ho, says it is crucial to add value with such services for the office, because a sell based on lower calling costs alone has no future. "If you look at these businesses, there's only two to three years in it," he says, referring to IP phone companies that can compete on nothing but price.

Cut-throat competition already has made margins tight in the IP long-distance business. Consumers who sign onto Telaportal Ltd.'s Web-based service zone1511.com can, for instance, get a computer to price-shop for them. Each time a registered customer places a phone call, the service routes it through the IP carrier offering the cheapest rate at that moment, tallying it all in a unified bill at the end of the month. U.S. firm Dialpad.com Inc. (www.dialpad.com) is even pioneering free Web-based calls, looking to advertising on its site alone for revenue.

Mr. Raina of iLocus.com predicts a consolidation of the market, with the only survivors being IP companies that creatively exploit the technology's synergy with both office solutions and e-commerce.

Online sellers shortly will be able to put a phone icon on their Web pages, allowing consumers to begin a live voice chat with a customer-service representative the second they run into problems, he says. With international call rates brought down to negligible cost, the companies will be able to locate calling centers almost anywhere in the world they prefer.

"It's not just about cheap calls -- IP telephony is about convergence," Mr. Raina says.

