Smuggling in

With high premium in Account Settlement Rate, illegal traffic flourishes
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For those who do not know,

grey traffic is smuggling-in of

international calls, measured
in minutes, through channels
other than licensed. It not
only means national wealth
going into pockets of smug-
glers, make no mistake, grey
traffic is also a threat to na-
tional security as a call coming
through the grey channel may
be nearly impossible to trace
back. What is more alarming
is that in Pakistan grey traffic
is on the rise,

According to Pakistan
Telecommunication
Authority’s (PTA) annual re-
port, total international in-
coming call-minutes coming
legally in 2011-12 had increased
by 109% over the previous year,
but decreased in 2012-13 by
26%. Over the last 13 months,
international telephone traffic
coming through legal chan-
nels has plummeted to less
than half - from 1 billion min-
utes in October 2012 to 460.7
million in December 2013,

It is safe to assume that most
of the call-minutes that “dis-
appeared” actually got con-
verted into grey traffic, adding
to the grey traffic that existed
even before October 2012,

Anecdotal evidence
says that 50% to 90%
of the total Incoming
International traffic
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Story behind grey traffic

It all started when the smug-
glers discovered that on every
minute of calls coming into

the country, there is a pre-
mium in the form of two
charges, which could be stolen
and pocketed, These charges
are: (a) Access Promotion
Charge (APC) meant for
Universal Service Fund (USF)
to provide telecom services
universally, and (b) share of
Long Distance International
(LDI) operators who have the
licences to legally bring in
those minutes,

Both these charges are part
of the Account Settlement
Rate (ASR). ASR is a necessity
because the local operators
(both LDI as well as last-mile)
get paid out of it, Plus the
government also gets a part
of it. But if the government
becomes greedy and jacks up
the ASR by increasing charges
like the two mentioned
above, smuggling becomes
lucrative and the state ends

up getting nothing.

These two charges were
initially added to the ASR at
the time of deregulation and
issuance of new licences in
2003-04. At that time, it was
foreseen that as the busi-
nesses of the licensees became
stable, and enough money
got accumulated in USFE,
the ASR would be gradually
brought down to a very bare
minimum, Between January
2005 and October 2007, it was
brought down from 16.3 US
cents per minute to 7 cents.

However, the previous gov-
ernment, soon after coming
into power, suddenly raised
these charges, taking the ASR
from 7 cents, first to 10 cents
in May 2008, and then to 12.5
cents in February 2009, It was
only after 26 months, in April
2011, that ASR was lowered to
7.75 cents (still higher than 7
cents of 2008).

The reduction did not last
very long, In August 2012, the
then prime minister, in his
capacity as minister in charge
of IT, directed PTA to midwife
an agreement among all 14 li-
censed LDI operators to form
an International Clearing
House (ICH) whereby all inter-
national voice calls coming to
Pakistan would be routed, and
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minutes was the
international telephone
traffic coming through legal
channels in October 2012,
which plummeted to less
than half at 460.7 million
minutes in December 2013

each one of them would get a
guaranteed percentage share
from ASR. Simultaneously,
ASR was increased to 8.8s
Cents per minute.

At that rate, 1 billion legal
minutes in one month trans-
lated into $88.5 million for
October 2012 (it is not known if
all of it actually came into the
country, but that is another
story). However very soon,
legal minutes started to dis-
appear, coming down to 460.7
million in December 2013,
which translates into $40.77
million. At least, some of the
balance $47 million per month
is going in some pockets!

It must be conceded that
some of the legal minutes are
disappearing because of the

so-called ‘Over The Top' (OTT)
services like Skype, Viber, etc.
We have no means to deter-
mine the exact amount of grey
traffic. But most of us are now
used to frequently seeing local
numbers appear when we re-
ceive calls from abroad.

Anecdotal evidence says
that 50% to go% of the total
incoming international traf-
fic is grey. How much is total
incoming international traf-
fic (including grey traffic)? No
one knows, Estimates vary
from 1.2 billion minutes (says
ICH Agreement itself) to above
2 billion minutes.

How to stop grey traffic?

One proposal to stop grey
traffic is to offer the last-mile
operators (mainly mobile)
a share from ICH revenues.
The argument is that since
the grey calls are connected to
end-subscribers by these oper-
ators - the reason why we see
local numbers in case of inter-
national calls - giving them a
share would make them curb
grey traffic, But this would
neither make calls to Pakistan
cheaper, nor would it remove
the incentive to smuggle.

As long as there is premium
in ASR, grey traffic will flour-
ish, as we have seen above,

Analysis of the grey traffic
phenomenon

INCOMING LEGAL INTERNATIONAL
VOICE TRAEFFIC IN MINUTES
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the more the premium,
the more the grey traffic.
Therefore, it is the premium
in ASR that needs to be
eliminated.

It is estimated that it costs
grey traffickers between 2 and
2.5 cents per smuggled min-
ute, which means an ASR of
around 3 cents will signifi-
cantly reduce the incentive to
smuggle.

If one assumes the interna-
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tional incoming minutes to
be 1.5 billion, and ASR is set
ar 3 cents, the result would be
$45 million per month ($4 mil-
lion higher than last month's
actual).

Reducing ASR involves two
steps: a) Do away with ‘APC
for USF’, at least for the pres-
ent. USF has enough, even if
the money is now with the
government. In any case, the
USF contribution (1.5% of op-
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erators’ revenues) would still
keep adding to the fund. b) Do
away with guaranteed share
of LDIs - presently nearly 6
cents per minute, Let there
be real competition where
the operators earn whatever
they can.
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