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1
Introduction

At the invitation of the ITU Secretary-General, a workshop was held in Geneva from 20-22 September 2000, to discuss the regulatory, economic and policy aspects of interconnection between fixed and mobile networks. The workshop was organized by the Strategies and Policy Unit (SPU) under the Secretary-General’s “New Initiatives” programme. Some 39 experts from 24 different ITU Member States participated in the meeting, representing a range of regulatory and policy-making agencies, fixed-line and mobile telecommunication operators, consultants, academic institutes, international and regional organisations and others. Those present at the meeting participated in an individual capacity. Rohan Samarajiva, visiting professor at the Delft University of Technology in the Netherlands and formerly Director General of the Telecommunications Regulatory Commission in Sri Lanka, chaired the meeting. 

One of the purposes of the ITU, as stated in the Constitution, is to foster collaboration among its Members to achieve rates as low as possible, but still economically sustainable. This is closely related to another goal, which is to extend the benefits of telecommunications technologies to all the world’s inhabitants. Some participants expressed the view that today’s fixed-mobile interconnection rates might be viewed as somewhat inconsistent with these goals. The objective of the Workshop was to serve as a forum for policy-makers, national regulators, and industry to exchange information and perspectives on the regulatory aspects of fixed-mobile interconnection and to benefit from international experience in the field. In addition to raising awareness about the importance of fixed-mobile interconnection, the Workshop sought to identify critical issues in costing and pricing policy for mobile communications.

A background issues document and a suggested list of questions for discussion had been prepared in advance by the secretariat. In addition, a number of country case studies had been commissioned, covering China and Hongkong SAR, Finland, India and Mexico.
 These were presented, along with other country experiences. Other presentations and roundtables covered the regulatory context for fixed-mobile interconnection, cost-orientation, mobile Internet, the role of regulatory authorities in dispute resolution and interconnection, benchmarking principles and the potential role of the ITU. The following account summarises some of the main issues that arose from the discussion.

2
Market structure and competition

The mobile service can be viewed as a series of sub-markets in which there are varying levels of competition:

· Retail subscriptions;

· Retail call origination

· Retail call termination (in RPP markets);

· Interconnection call origination;

· Interconnection call termination.

The main focus of the meeting was on the service of interconnection call termination in calls between fixed and mobile networks, where competition is least effective. It is invariably the case that a single operator controls call termination to a specific address (a market of one user). Thus, a person making a call will normally have no choice concerning the operator that terminates the call. This creates a bottleneck service that is not subject to the same range of competitive pressures that may be present in other parts of the mobile market. In some instances, where the fixed-operator has been mandated to provide cost-oriented termination rates, this situation results in rates for mobile call termination which are not cost-oriented and which could be interpreted as an involuntary subsidy from fixed-line users to mobile users. High mobile termination rates are a particular problem in “calling party pays” (CPP) environments. For instance, in Europe, some studies show that rates for termination on mobile networks average 21 US cents per minute. This shows a degree of asymmetry (mobile termination rates compared with fixed network termination rates) of around 16:1, which some studies suggest is out of line with the corresponding asymmetry in underlying costs.


The meeting spent less time considering Receiving Party Pays (RPP) environments.  In part this was due to the fact that few countries employ RPP and some or are have been changing to CPP from RPP, (e.g. Mexico, Argentina).  More importantly, RPP environments often employ low and usually symmetrical mobile to fixed and fixed to mobile interconnection charges. The underlying asymmetry in cost is covered by the mobile party paying for receiving the call rather than by interconnect charges as in CPP. As a result, the concerns of market failure leading to unduly high fixed mobile interconnection may be less of a concern.  Although prices may vary, , there should be little  difference between the actual costs of termination in CPP and RPP environments. 
It was argued that rates in many CPP countries are excessive and out of line with costs, even in countries where the retail market is highly competitive. In some instances, neither party has incentives to negotiate lower prices, especially where there is vertical integration within the same company owning both fixed and mobile networks. Some interpreted this as evidence of market failure, though more study is required. 

A number of market-based solutions were proposed for increasing the level of competition in the market for call termination. These could include:

· Permitting more operators to enter the market, including virtual mobile network operators.

· Encouraging measures that facilitate customer choice and changing operators;

· Encouraging operators to advertise their retail call termination rates as a possible market advantage. Pricing comparisons should include impact on total retail end-to-end prices.

· Ensuring tariff transparency so that consumers and business users can compare rates between operators and between countries (“naming and shaming”).
· Considering approaches adopted in individual Member States, such as the Finnish model, in which fixed and mobile operators charge their own segment directly to the customer. The access operator acts as a billing agency, thus the customer receives only one bill.
· 
However, there are some examples where a degree of regulatory intervention has been required and various approaches have been used:

· In the United Kingdom, for instance, an investigation by the Competition Commission has resulted in the imposition of a price cap on interconnect rates.

· Regulators may set a specific timetable and a set of framework conditions for the negotiation of interconnection rates, for instance by requiring cost-orientation. A number of studies carried out using cost models based on Long Run Incremental Cost (LRIC) methodologies were discussed. Cost studies should take into account the different costs of capital associated with different levels of perceived risk. 

· In developing countries, where data availability is more restricted or simply not available, then simpler models may be more appropriate. For instance, an approach based on benchmarking of available rates might be adopted, bearing in mind that the input data may not always be cost-based. The Moroccan regulator reported that it had used a benchmarking approach, as a first step before using interconnection models. A benchmarking approach is being used in Indonesia.

A hybrid of different approaches may be useful in setting the bounds within which negotiation can be conducted. For instance, a top-down cost-model could be used to generate a price ceiling for interconnect while a bottom-up approach could provide a floor. Regulators may consider establishing a specific linkage between interconnect prices and retail prices, given that competitive pressures are generally more effective in retail markets;

3.
Regulatory aspects

The decision to pursue regulatory intervention should not be taken lightly and the timing would depend on a number of factors including:

· the degree of market power enjoyed by the different players and the overall degree of price competition in the marketplace;

· the potential delays that would be incurred by reliance upon negotiation;

· the resources available to the regulator;

· the level of complaints concerning retail prices received from consumers and business groups.

Regulatory agencies need to be able to rely upon reliable and comprehensive and up-to-date information concerning the level of interconnection and retail tariffs. In some circumstances, regulators may consider requiring the disclosure and, in some cases, publication of relevant information. Regulators would also benefit from the availability of appropriate benchmark information from other similar, comparable countries. The mobile market has proved to be very dynamic and, in an increasing number of countries, mobile subscribers now outnumber fixed-line ones. Consequently, the negotiation of interconnect arrangements should also be viewed as a dynamic process.

In some countries, the main concern is delays or obstruction in the provision of physical interconnect links by incumbent fixed-line operators and high mobile-to-fixed interconnect charges. For instance, incumbents, for various reasons, may seek to restrict the number of points of interconnection. These strategies prevent the development of competition between fixed and mobile services and prevent achieving seamless interconnection between users. Regulatory agencies need the powers to be able to enforce interconnection requirements and competitive safeguards. Where necessary, a regulator may draw upon formal dispute resolution procedures or may encourage the use of alternative dispute mediation.

4.
Pricing and costing

There was considerable debate and discussion over whether high, and highly asymmetric, interconnect rates for terminating fixed-line calls on mobile network may be viewed as a subsidy from fixed-line to mobile networks. Some participants suggested that such subsidy could be beneficial, for instance where the mobile network is at an early stage of development or to promote goals of faster network roll-out, more extensive geographical coverage, or investment in future generation mobile networks. However, above-cost mobile termination rates inevitably lead to high and inefficient retail prices, inefficient investment strategies, and may lead to traffic-routing distortions, such as mobile tromboning. Furthermore, high levels of non-transparent subsidies may prevent the development of inter-modal competition and convergence, between mobile and fixed networks. As both fixed and mobile operators strive to develop future broadband networks, then the continuing practice of subsidy from one to the other may prevent the achievement of efficient solutions. 

5.
Future trends

Future mobile networks will supply a much wider capacity range for the development of innovative services. This may require different types of interconnect agreement (for instance, based on the use of network resources), which may need to distinguish between different services (e.g., one-way or interactive; low or high bandwidth). It was noted that, consequently, future evolutions of existing networks and 3G mobile networks (e.g., IMT-2000) might require novel interconnection approaches.
It is to be hoped that market negotiation can resolve most of these issues. Consequently, there is no immediate requirement for regulatory intervention. However, regulatory and anti-trust agencies will need to monitor the situation and to collect relevant data.

6.
Role of the ITU

A number of presentations pointed to the usefulness of comparative data on interconnect rates already available on the ITU website (www.itu.int/interconnect), especially for benchmarking purposes. It was considered that the ITU could play an important role in encouraging information flow and helping to guide developing country regulators through the “policy maze”, through training programmes for the telecommunications community and the dissemination of information. It was suggested that the ITU could act as a clearinghouse for interconnection rate data and in helping to interpret differences between rates that may arise because of differences in each country’s market structure or level of economic development. ITU could also help in providing an “early warning system” for emerging policy issues.
A second possible role for the ITU may lie in providing technical assistance to national regulatory authorities seeking to establish more effective fixed-mobile interconnection arrangements. ITU could also provide technical assistance to governments in formulating appropriate policies for the Sector. This could be done, for instance, by commissioning studies on costing methodologies, benchmarking, and cost-oriented retail and interconnect pricing in the context of packet-switched mobile networks. Costing studies could also be applied to the termination of international calls to mobiles. It may be appropriate to appoint a commission of experts to review such studies. These studies could complement training programmes for regulators for instance in alternative dispute resolution.
 

� All of the meeting documents are available on the ITU website at: http://www.itu.int/interconnect.
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