Japan
Comments on the First Draft of the Secretary-General’s report

Firstly, Japan would like to express its appreciation to the ITU Members who submitted valuably informative materials in responding to letter DM-07/1003 dated 9 March 2007, and to the Secretary-General and the Secretariat who proficiently summarized these materials and produced an excellent first draft report.

As described in Paragraph 2, the spread of broadband and the transition to IP-based networks have brought about a rapid pace in changes in various areas including market environment, and further changes are expected along with the development of Next-Generation Networks. Since these changes are raising numerous new policy and regulatory issues concerning telecommunications, Japan believes that it is essential for ITU to discuss these issues with a global perspective.

Our comments on each section of the first draft of the Secretary General’s report are described below.

1. Changes of environment in the transition to IP-based networks (Comments on Paragraph 2)

We understand that Paragraph 2 describes environmental changes associated with the spread of broadband and the transition to IP-based networks. We believe that, as changes in the market environment in the transition to IP-based networks, we can observe development of horizontal market integration and vertical market integration. Additionally, network congestion (increase of traffic volume) also constitutes a significant environmental change.

1.1 Development of horizontal market integration (Fig. 1)
The statements in Paragraphs 2.1 to 2.5 (and also 3.3) indicate that as the transition to IP-based networks progresses, the differentiation of networks according to the content of transmission has been losing its rationale. It would appear this means that the market environment is incrementally shifting from competition within the market formed for individual services (intra-modal competition) to competition in each of the integrated markets (inter-modal competition). Horizontal market integration is expected to develop.
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Fig.1. Development of horizontal market integration

1.2 Vertical Market Integration (Fig. 2)
It is also necessary to point out that the spread of broadband and transition to IP-based networks have also been promoting vertical integration as well as horizontal integration. We use four layers as the structure for our analysis:
(1) Physical Network Layer (function consisting of physical equipment for providing telecommunication services)

(2) Telecommunications Service Layer (function for providing transmission services that transmit content and applications, and the like)

(3) Platform Layer (function for facilitating smooth distribution of content and application over the telecommunications service layer, e.g. authentication, charging, QoS management and copyright control, and the like)
(4) Content/Applications Layer

Telecommunications carriers have been competing in providing integrated services in the Physical Network Layer (1) and Telecom Service Layer (2). As broadband and IP-based networks spread, there emerged a vertically integrated business model that provides services up to the Platform Layer (3) and Content Application Layer (4) as well as conventional telecommunication services (1) and (2). In Japan, one example of this model is mobile Internet services, in which mobile phone carriers build their platforms and provide various content and applications. For the music distribution business, carriers have developed a business model that integrates music distribution software, construction of music sales sites (distribution platform), and sales of terminals.

This vertical integration business model is offered either by a single player or by a combination of players. This approach is made possible by the separation or “unbundling” of layer functions to address progress in the transition to IP-based networks. Here, the functions provided in each layer are modularized and each module is combined to produce integrated services with greater added value. We believe that this trend is one of the causes of convergence in corporate structures described in Paragraph 2.6.
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Fig.2. Development of vertical market integration

1.3 Increase of Traffic Volume
The rapid increase in traffic volume is one of the significant environmental changes associated with the spread of broadband and the transition to IP-based networks. It is expected that P2P-type content distribution through users, the increasing bandwidth for uploading due to the increase in FTTH service users, the rise of content inflow from the edge nodes to inside the network due to the increase of CGC (Consumer Generated Content), the spread of M2M (Machine to Machine), SaaS (Software as a Service) and grid computing will cause future traffic surges. The foregoing raises the network neutrality issue. 

2. Next-Generation Networks (Comments on Paragraph 3)

As pointed out in 1.1, there are various views concerning what constitutes Next-Generation Networks (NGNs). NGNs are IP-based reconstruction of legacy networks. One of its major features is that telecommunications carriers provide Quality of Service (QoS) and security at the service function. Therefore, the telecommunications carriers control an entire (end-to-end) network. 

In contrast, the Internet, which is another IP-based network, (1) is an open network developed through interconnection of networks, (2) assumes best effort transport without guarantee of QoS, and (3) depends on applications for security and authentication. 

Therefore, NGNs and the Internet have different philosophies concerning construction and operation of networks. It is necessary to realize a network environment in which the high reliability and integrity of NGNs and the autonomy of the Internet can coexist.
Paragraph 3.6 discusses the growth of Internet access through the NGNs. However, the fact that the NGNs are IP-based does not automatically mean an increase in Internet access. When we consider the interconnection policy for NGNs, this point needs to be considered. (In cases where the Internet is utilized through NGN access networks installed by a dominant carrier, it is necessary to study a framework for interconnection rules on NGNs to ensure an environment that allows the coexistence of the NGNs and the Internet.)

3. Internet-related Public Policy Issues (Comments on Paragraph 4)

The Internet has become the infrastructure of social economy and is playing an increasingly important role. However, with its development, various policy issues have arisen such as those concerning security. We believe it is important to continue discussion through the Internet Governance Forum (IGF) among the stakeholders including governments, private sector, Non-Governmental Organizations (NGOs), and international organizations. At the WTPF, it is important that deliberations should be ensuring consistency with discussions held in such fora.

 With regard to the Internet-related public policy issues, the discussion should be based on the outcome of the World Summit on the Information Society (WSIS). To ensure this, the Secretary General’s report should describe the appreciation concerning the existing frameworks (Paragraph 55 of the Tunis Agenda; “We recognize that the existing arrangements for Internet governance have worked effectively to make the Internet the highly robust, dynamic and geographically diverse medium that it is today, with the private sector taking the lead in day-to-day operations, and with innovation and value creation at the edges.”) as well as the challenges described in the Tunis Agenda.

4. Competition Rules for Addressing the Transition to IP-based Networks (Comments on Paragraph 5.2)
Paragraph 5.2 discusses regulatory and policy issues raised by NGNs. The environmental changes through the spread of broadband and IP-based networks (not necessary due to NGNs), which is expressed as “convergence” in Paragraph 2, may also give rise to many regulatory and policy issues. This section will deal with such issues, and discuss regulatory and policy issues raised by NGNs as one such issue.

Under circumstances where the spread of broadband and the transition to IP-based networks are changing the market structure, it is important to ensure predictability of formulation and operation of competition rules—including the development of a roadmap for reviewing the rules. The following subsections discuss the possible targets for the reform of competition rules in the IP era. As preparation for such reform, the market environment should be reviewed regularly.
4.1. Dominant Regulation
We believe it is necessary to review the dominant regulation to address the development of the horizontal and vertical market integrations.

For horizontal market integration, it is becoming possible to provide services that are not constrained by conventional market segments, such as the Fixed Mobile Convergence (FMC) service, which unifies fixed and mobile communications. In such case, for example, we should consider the possibility that the dominant carrier in the fixed communication market and the dominant carrier in the mobile communication market may unite to exercise market dominance, and that the market dominance in the fixed communication market may be abused in the mobile communication market.

For the vertical market integration, the market dominance at the communication layers (Physical Network Layer and Telecom Service Layer) could be abused in the upper layers (Platform Layer and Content/Application Layer), inhibiting fair competition in these upper layers. It may therefore be necessary to consider the dominant regulations that deal not only with the communication layers targeted by the conventional regulations but also with other layers including the Platform Layer in order to contend with the vertical market integration.

When designating bottleneck facilities, it may be appropriate to determine the scope of facilities required to be opened focusing on the functional perspective. With the development of broadband networks, the core of operating revenue has been moving to the Content/Application Layer. There is an opinion that the Platform function, or the key to revenue, could be designated to bottleneck facilities.

4.2. Interconnection Policy for NGNs
(1) Scope of facilities required to be opened
NGNs are required to be sufficiently opened in relation to telecommunications carriers and carriers in upper layers. Because in the NGNs, the framework for adding functions is different from the past, for example, a single facility unit can have several functions under software control, unbundling with the focus on functionality is required. However, considering the characteristics of IP networks, it may be necessary to allow flexibility in unbundling rules. 
A single function in legacy networks can be divided into several functions in NGNs. Specifically, in addition to ensuring openness of NNI (Network-Network Interface) and SNI (Application Service-Network Interface), additional measures should be taken to ensure openness between different layers. It is therefore expected for operators with no facilities to be able use the necessary functions in the NGN to freely build an IP network to create a new business. (Fig. 3.) 
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Fig.3. NGN Model
(NGNs consist of three layers: access networks, core networks and service functions.)
(2) A framework for calculating interconnection charges
Since the NGNs provide integrated services, it is impossible to define interconnection charges at a metered rate as in the line switching networks. It is thus necessary to consider a framework for calculating interconnection charges based on the characteristics of IP-based networks. As the definition of interconnection charges in NGNs may affect frameworks for settlement among ISPs, it is also necessary to discuss interconnection charges of NGNs and how to ensure a method of settlement among ISPs. 

4.3. Network Neutrality

As mentioned in Paragraph 1.3 of this document, the rapid increase in traffic volume is giving rise to the network neutrality issue. In guaranteeing neutrality, the equitable cost distribution of networks (how the cost burden of enhancing the telecommunications network is borne fairly) and equal access to networks (ensuring that the telecommunications layer has fair access to the layers above and below that layer) could be subjects for consideration. 

(1) Equitable cost distribution of networks
With regard to the equitable cost distribution of networks, the following could be discussed as examples: whether a certain additional cost burden such as additional fees for heavy users and rich content distribution should be solicited or not; and what the balance of cost burdens should be between higher level ISPs and lower level ISPs. For packet shaping, it should be noted that it involves the possibility of inhibiting competition and concerns the secrecy of communications. 

(2) Equal access to networks
As can be seen with today’s Internet, intelligent functionality such as service control features can be added to IP-based networks at the user end (i.e., the Terminal Layer and the Content/Application Layer). Meanwhile, carriers are increasingly incorporating intelligent functionality into their IP-based networks while developing next-generation networks. In the progress of deployment of IP-based networks, if intelligent functionality is contained only in the network domain, there should be a limit to the level of technological innovations and the benefits should be confined to the network domain only. It is therefore necessary to allow for implementing intelligent functionality both within the network and at the user end. Therefore, opening of access to platform features, preventing unreasonable restrictions on specific application features, and ensuring open access to terminal layers, etc. could be considered from the viewpoint that it should be ensured that no layer can be controlled or dominated by any other layer.
Concerning NGNs, as stated in Paragraph 2 of this document, it is necessary to realize a network environment in which the high reliability and integrity of NGNs and the autonomy of the Internet can coexist. Within this context, users could access the Internet through NGN access networks. It is therefore important to ensure that both the Internet and NGNs develop in complementary ways, and provide an environment where users can freely choose and use different networks. 

4.4. Promotion of Competition at the Terminal Layer

As stated in Paragraph 2.4, terminals are also experiencing convergence. Certification systems should be reappraised with a view to promoting competition in the area of IP-compatible terminal functionality. A subject of consideration could be the user authentication and terminal authentication functions that ensure users can freely and easily choose services from various telecommunication operators and enjoy a range of services. 

4.5. Dispute Settlement
It is necessary to pay attention to the possibility of disputes between carriers and upper-layer (Platform Layer and Content and Application Layer) players raised by the vertical integration business model. 

4.6. Universal Service
In light of the transition from PSTNs to IP-based networks, the scope of the universal service system and the associated cost calculation methods are major issues. When we consider these issues, it is necessary to give consideration to the facts that the transition to the IP-based networks could enable provision of similar services regardless of the type of transmission configurations and that migration to a new environment is occurring where different services are available seamlessly (e.g. FMC). Since the transition from PSTNs to IP-based networks is expected to progress in a phased manner, it might be necessary to conduct deliberations focused on several phases (e.g. phase of coexistence of PSTNs and IP networks, phase of developing towards full IP, phase of completion of shift to full IP).
4.7. International Consistency of Competition Rules

As the transition to IP-based networks progresses, its services easily go beyond national boundaries. It is therefore necessary to ensure the consistency of competition rules internationally. Each country should actively coordinate policies through multilateral or bilateral consultations including those within ITU.
5. Protection of Minors (Comments on Paragraph 5.3.1)

In Japan, Internet usage by minors sometimes leads to the access of unsuitable sites, even leading to the user falling victim to crime. To address this issue, filtering systems that limit the user’s access to certain types of information, deletion of content by ISPs, and education of proper Internet usage may be effective. It is believed that sharing best practices in these areas is important.

6. Protection of Privacy and Personal Data (Comments on Paragraph 5.3.2)

With the progress of IT in assisting socio-economic activity, the growth and expansion of the Internet, the expansion of the market size of ASP, and the expansion and diversification of user-transmitting network application, the social structure increasingly depends on the networks. In such circumstances, it is becoming impossible to expect users themselves to do everything necessary to protect their privacy and personal data. There is a need for a secure and safe communication environment that everyone can use with ease. 

7. Digital Rights (Comments on Paragraph 5.3.3)

Enabling the seamless distribution of digital content regardless of the type of transmission configurations is important in terms of competition policy and the development of digital content. It is necessary to consider rules that can maintain a balance between appropriate compensation for creators and the interests of consumers. 

8. Cybersecurity (Comments on Paragraph 5.3.4)
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more sophisticated and easy-to-use encryption and authentication methods will be required.






























































































