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Huawei Technologies may be in for
a windfall Down Under with a deal
that could result in the construc-
tion of New Zealand’s third 3G mo-
bile-phone network.

The Shenzhen-based telecom-
munications equipment supplier
signed an agreement in December
with Econet Wireless New Zealand,
a subsidiary of South African par-
ent Econet, to pilot a W-CDMA net-
work in Auckland. The project in-
cludes construction of 10 cell sites
by April with a possible large-scale
network rollout by the end of the
year.

Terms of the deal were not dis-
closed, but it was understood to
have a value of about NZ$120 mil-
lion ($631.69 million). If the full net-
work goes ahead, analysts estimate
Huawei could stand to pocket up to
hundreds of millions more.

The Econet agreement also
gives the company a foothold in
New Zealand, where it has not had
a presence, and could lead to other
types of business.

Last month, Huawei reported
sales of US$8.2 billion for last year.
With more than half of that –
US$4.76 billion, up 108 per cent
from 2004 – coming from overseas
markets, international expansion
has become a key strategy for the
company, said Huawei Australia
managing director Rio Zhang.

“The China [telecoms] market is
quite mature. [Capital expenditure]
isn’t growing very fast compared
with global markets,” she said.

That New Zealand has only two
mobile players is particularly
attractive, she said.

“The situation in New Zealand
is that they don’t have large compe-
tition in the mobile and 3G area.
The business model is quite good to
support Econet.”

But analysts suggest the coun-
try’s mobile market is indeed ma-

ture with the two incumbents,
Telecom New Zealand and Voda-
fone, competing for 3.8 million cus-
tomers in a population of 4.2 mil-
lion.

That saturation, along with
fierce rivalry between the two, will
make it difficult for any newcomer
to enter the market.

“You absolutely have to ques-
tion the viability of an exercise like
this,” said telecommunications an-
alyst Paul Budde, who likened Eco-
net to a mouse getting involved in a
fight between two elephants. 

“There’s a huge chance that you
simply get trampled.”

The absence of proper mobile
regulations could also make it diffi-
cult for Econet and Huawei to roll
out a full network. 

There are no rules that enforce
roaming and co-location of trans-

mitting equipment on competi-
tors’ towers. There is also no mech-
anism that prevents closed-net-
work pricing which allows provid-
ers to charge users different
amounts to connect to competi-
tors’ networks, said Econet New
Zealand executive director Tex Ed-
wards.

“Econet is going nowhere if that
problem isn’t fixed,” Mr Edwards
said. “It actually becomes the most
important part of the regulatory
menu.”

Australia’s biggest telecom-
munications company, Telstra, last
year called off a plan to build a 3G
network in New Zealand because
the regulatory situation was “ugly”.
A Goldman Sachs JB Were report
says Econet has a realistic prospect
of developing a network but that it
probably will “come down to a gov-

ernment decision as to whether or
not to alter the current regulatory
environment”.

The government is reviewing
the Telecommunications Act in-
cluding cellular network provision
rules and plans to announce
amendments by the middle of the
year. With New Zealand near the
bottom of telecommunications in-
vestment among high-income
countries, industry analysts see
Huawei’s possible involvement as a
strong incentive for the govern-
ment to sort out the rules. 

If the regulations are there,
there is definitely room for an Eco-
net-Huawei combination – espe-
cially if it can be significantly dis-
ruptive to the market, analysts say. 

Mr Budde said since New Zea-
land had some of the highest mo-
bile costs in the Organisation for

Economic Co-operation and De-
velopment, Econet could be a
“price buster”. If the company were
to succeed, it would need to under-
cut Telecom and Vodafone prices
by at least 50 per cent. 

Mr Edwards would not confirm
that this model was the one Econet
would use, but said: “There’s plenty
of room for price reduction.”

Nevertheless, analysts say the
move into New Zealand is good for
Huawei, regardless of whether the
Econet network succeeds. 

“Given that they’re coming from
a zero base, it’s all upside potential
for them,” said IDC New Zealand
telecoms analyst Christopher Loh,
adding that Huawei’s low-cost net-
working equipment could also
prove disruptive to rival suppliers. 

“Local competitors such as Cis-
co and Juniper could be affected.”
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NZ$2b in service plus interconnection revenue 
in 2005

Market share is split between Vodafone with 
53pc, and Telecom with 47pc

3.8m customers in a population of 4.2m, or a 
92pc penetration rate

100pc mobile-phone penetration is expected 
this year

Average revenue per user for the latest quarter 
was down at both Telecom and Vodafone, 
despite both companies rolling out 3G services 
last year. Telecom saw a dip of 6.8pc to 
NZ$34.10, while Vodafone fell 5pc to NZ$50.70

New Zealand calls are among the most 
expensive in the OECD countries

In 2003, New Zealand ranked 41st out of 42 
high-income countries in telecoms investment. 
Total investment per capita was US$66.80, 
compared with leader Norway at US$568.70

New Zealand mobile-phone market numbers
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Shenzhen telecom
firm wins $631m
deal but analysts
doubt if partner
Econet can make it
in mature market,
writes Peter Nowak

China’s largest containerboard
maker, Nine Dragons Paper, has set
its initial public offering’s indica-
tive price range at $2.85 to $3.40 a
share, with hopes of raising up to
$3.4 billion – potentially the biggest
share float in Hong Kong so far this
year. 

The company set the prelimi-
nary price range at the weekend
after a week-long pre-marketing
push, sources said.

The formal roadshow would be-
gin today in Hong Kong with a pre-
sentation.

The price range values the stock
at 11 to 13 times forecast earnings
which is competitive compared
with smaller rival Lee & Man Paper
Manufacturing, the sources said. 

Lee & Man Paper, the second
largest packaging paper supplier in
China, has surged 11 per cent per
cent to $9.35 per share in the past
two months and is trading at about
15 times forecast earnings. 

A fund manager who attended
the pre-marketing briefing said he
could accept any valuation of the
company under 13 times forecast
earnings. 

“An under-13 times forecast
earnings [valuation] will be quite
attractive, taking into account Nine
Dragons’ large production scale
and market share,” he said. 

Merrill Lynch, one of the arrang-
ers of the share sale, says in a report
that as of December last year, Nine
Dragons operated 10 papermaking
machines with a total capacity of
3.3 million tonnes, accounting for
17.5 per cent of the market.

Merrill Lynch also forecast the
Dongguan-based company would
achieve a net profit increase of 255
per cent to 1.08 billion yuan for the
year to June this year; Nine Drag-
ons earned 303.8 million yuan the
year before.

BNP Paribas Peregrine and BOC
International are the other arrang-
ers of the deal.

The retail tranche is expected to
begin next week, ahead of the list-
ing in early March. 

Sources said the company
planned to offer one billion shares
with 90 per cent reserved for insti-
tutional investors and the rest for
retail investors. 

If demand is strong, it could
offer an additional 150 million
shares, they said. 

Brokers generally believe the
strong trading debuts of recent new
listings would help boost investor
interest in Nine Dragons’ share of-
fering. 

On Friday, digital-camera lens
maker Yorkey Optical International
rocketed 63.63 per cent to $3.60 on
its first trading day while Lingbao
Gold soared 46.3 per cent at its Jan-
uary 12 listing. 

Nine Dragons sets
‘competitive’ price
range for offering
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Shenhua Energy, the largest coal
producer on the mainland, plans to
boost annual output to 200 million
tonnes by 2010, up 64 per cent from
last year, according to the com-
pany.

Shenhua also said that it was on
the acquisition trail to raise its mar-
ket share.

“Shenhua will proactively par-
ticipate in the consolidation of

China’s coal industry by cautiously
selecting other coal mines for
merger and acquisition and explor-
ing coal resources overseas,” the
company yesterday quoted Shen-
hua chairman Chen Biting as say-
ing.

The firm would enhance its core
competitiveness and focus on safe
production this year, it added.

Shenhua produced 122.1million
tonnes of coal last year, up 20.5 per
cent from the previous year, above
some analysts’ expectations. 

Shenhua plans output lift 
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