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Broadband value chain hO'
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Broadband operators are positioned through the value chain

local access Backhaul

Specifying the Value Chain

Value part Type (indicative) Role comments
ACCESS xDSL , CABLE , WLL, FTTx Incumbent, | The power is concentrated at the incumbent
OLO level with a participation of OLO’s
mainly through LLU
BACKHAUL Transmission lines Incumbent , The main power is concentrated at the
(SDH , WDM, metroETH, OLO incumbent level but OLOs develop own
Wireless) infrastructure
ISP SERVICES E-mail , web access, OLO, ISP, The services provided are mainly Web
services ASP services
CONTENT Video , audio , data Content The role of the content providers on this part
providers is getting stronger by the time through
, ASP valuable content provisioning

Source : 1
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Telecom operators entering IPTV arena (1) '\O'
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It is not about technology challenges...
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It is not about marketing challenges...
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Telecom operators entering IPTV arena (3) y VY

Itis all about access to content challenges
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& competitive landscape challenges...

Phase 3 may not be
entered by some
industries or by some
sectors within an

industry

Phase 1; Monopoly _ Phase 2: Monopoly & Competition "Phase 3: Competition
Competition gradually introduced, Light-handed regulation

Regulatory
Intensity

" Regulation focuses
on the prevention regulation déals with retail and needed to-ensure fair
of monopoly abuse interconniection prices, emerging tradling practices and the
competition issues and maintenance of public

in retail markets
setvices objectives

pubhc service oblngahons

Time

l.l-ll.lll-ll.lll-l...ll.l..ll..ll..l.llllllllllll.I..ll.lll..l...l.'l...l.'Il..l..I...I.l.ll.llllllll.l’ll.l.l.I'l.'l...l.'l...l..l..I...I.ll..z

Source : E. Pontarollo, ECTA conf. 12/2004
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Regulation

Mission of regulation is to efficiently manage all the ecosystem complexities and
lead the market to competitive levels adjusting it’s intensity according to market

circumstances.

Phase 1 : Monopoly Phase 2 : Market opening Phase 3 : Competition
A - - |

Regulatory
Intensity

regulation aims to
prevent abusive

" behaviours on the

retail markets

T

regulation is focused to allow market

opening (by defining entry and operational

conditions more favourable for new

entrants operators) and to assure universal

service obligations

The new European regulatory
framework give the NRAs the
instruments to manage phase 2,

allowing whenever possible a

towards phase

progressive

3 (the passage is not given for

granted)

regulation is focused to

assure fair competitive

behaviours and universal
service obligations

Time -

Source : E. Pontarollo, ECTA conf. 12/2004

5



e
Competition (ex post) hO'
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MARKET POWER

1. Define

T Market power can be thought of as the ability profitably to

sustain prices above competitive levels or restrict output or
guality below competitive levels. An undertaking with market

. power might also have the ability and incentive to harm the
Is th.e.re dominant process of competition in other ways; for example, by
position ? eakening existihg competition, raising entry barriers or
slowing innovation

yes
DOMINANT POSITION

A position of economic strength enjoyed by an undertaking
hich enables it to prevent effective competition being

maintained on the relevant market by affording it the power

to behave to an appreciable extent independently of its

Is there abuse competitors, customers, and ultimately of its consumers

of dominant
position ?

2. Analyze
dominant
behaviour

yes

ABUSE OF DOMINANT POSITION

Predatory pricing

3. Impose :
Margin squeeze

remedies

Tying/Bundling

Barriers to entry

Source : EETT, Ofcom 6
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Porter’s industrial economics' view !:‘o,'

The analysis of a market /7 industry relies on industrial economics theory of Porter
known as the “5 forces” .

Bargaining Threat of SSNIP tests

Power of New
Customers Entrants

Bargaining | Threat of
Power of Substitute

Suppliers | 'COm petitive i Products
Rivalry
within an

Industry

How competitive is the market ?

» What are the dynamics in an industry ?

Source : 7
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Regulation in local access is one of the greatest importance —” ex-ante”

ocal access Backhaul

Incumbent SMP market.11
Remedies :

Allow access (shared access, full LLU , collocation, e.t.c)

Transparency (published RUO , minimum info provided , e.t.c)
Non discrimination

Account separation
Cost orientation

Source : EETT 8
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Modeling anti-competitive behavior it

Although Regulation exists anti competitive practices appeared to be strategic
approach

. yes e
Is this an ’—’ Market preemption
no

emerging

market? . .
Is it possible to prevent new

operators from entering the PR
Are there rival ‘ no market? yes R arket foreclosure
market? no
yes === Deny
Delay entry of new operators using the 3D strate )
4 4 - - oY Details

Excessive wholesale services prices Delay
Price and non-price discriminations

Control of the
operational
leverage of the
new operators?

Price squeeze/Predatory pricing

Attempt to take advantage of

the market power held on

other markets with bundled Strategic behaviours
offers -

Source : E. Pontarollo, ECTA conf. 12/2004 9
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Broadband value chain - focus on content hO'
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Access to content may be proven as the new bottleneck for competition

g Y »

Content competitive landscape
Market power assessment
How narrow is the relevant market ? Ofcom’s consultation
 the wholesale supply of FAPL — “core premium sports channel” .
 the wholesale supply of channels including 1st TV subscription window for films
of Hollywood Major’s.
Dominant position ? Efficiency or abuse ?
Vertical integration ? Infrastructure — Services - Media
Tying/Bundling ? Bundling products
Barriers to entry ? Exclusive rights

Source : Ofcom, review of wholesale digital TV broadcasting platforms, 10/2006 10
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Control the leading source of music publishing rights in Europe

AOL is a leading ISP , T.W one of the biggest media/content producer

Vertical Integration with T.W branded content exclusively through AOL access
Relevant market of internet music delivery online

Approve only with specific package of commitments- Loose Bertelsmann/AOL

vivendi [ 1E;

vodafone

izzavi = Vodafone/Vivendi/Canal+ - 2000
« Services (portals , content) & infrastructure (mobile phones , set top boxes)

 National markets of TV based Internet portals & pan European markets of
mobile phones internet portals.

« Approve only with specific package of commitments — allow 3rd party portals
to be accessible through mobile phones or STB and have access to standard

portals

Source : European Competition Law Review, vol.25 10/10/2004
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Modeling anti-competitive behavior it

market?

. . yes .
Is this an emerging Market preemption
(0]

n

Is it possible to prevent
new operators from

Are there rival ‘ no entering the market? @ Market foreclosure
operafors in the Excessive pricin
market? yes no pricing
Deny
Delay entry of new operators using the 3D strategy Details

Excessive wholesale services prices Delay

Price and non-price discriminations
Price squeeze/Predatory pricing

Attempt to take advantage of the
market power held on other

Control of the
operational leverage o
the new operators?

an

markets with bundled offers

- Strategic behaviours

Source : E. Pontarollo, ECTA conf. 12/2004 12
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Back up slides

Source : European Competition Law Review, vol.25 10/10/2004 13
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Both network and services
competition are needed to
achieve growth goals. A few
closed networks will not deliver
full choice and innovation.
Successful broadband countries

Minimum use mix of measures

Margin (%0)

Unbundling

Wholesale

Ladder of investment

concept can be used in all

sectors to erode dominance

from top down, but should be

neutral to promote efficient
Retail build/buy decisions

Resale

Source : CEPS workshop , ECTA. 14



Preventing incumbents’ anticompetitive ﬁaa rs
i

Prevention of the dominant operator’s strate urs

Is this an emerging

yes
‘—b Market preemption

Transparency obligations in relation to
the offer of new products/services

Evaluation of the adequacy of the
current wholesale services to allow
duplication of the service

market?
no
Obligation to grant access to certain
network resources at cost oriented
Is it possible to prevent new conditions
Are there rival operators in 4 no operators from entering the yes et ferEdlesuiE .
the market? ‘ market? o o
Ll >
Excessive pricin
yes n pricing
(0]

Control of the operational
leverage of the new
operators?

Y yes

no

v

Attempt to take advantage of the market
power held on other markets with bundled
offers

Price and non-price
discriminations

Price squeeze/Predatory pricing

Prohibition of proposing bundled offers
between regulated services/products and
between these and other unregulated
services/products

Obligation to specify the prices of

SOPPOPPOPPPEPRARN A .
different services separately

Confidentia

Price cap or cost orientation constraints
on retail tariffs until an adequate
competition level is reached

Delay entry of new operators using the 3D
strategy

Excessive wholesale services prices

Precise procedures and effective
sanctions for preventing the dodging of
the obligations imposed on dominant
__operator

Cost orientation or network cap
obligation for intermediate services

Obligation to publish the retail tariffs
offered to residential, business and
corporate customers
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duplicability tests

Strategic behaviours

Action in defence of
competition



