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TITLE:	CONVERGENCE OF THE TELECOMMUNICATIONS, MEDIA AND INFORMATION TECHNOLOGY SECTORS AND THE IMPLICATIONS FOR REGULATION





________


Action required: 


The Rapporteur’s Group is invited to consider the contribution and give guidelines for future work.


Abstract: 


The document describes the impact of the convergence, barriers to convergence, the issues that the regulatory framework for convergence (including the mobile perspective) should take into account.


�
Summary





The phenomenon of convergence is visible in the many merger and acquisitions ongoing world-wide, as well as in the continuous new initiatives undertaken by several companies, aiming at developing and offering new services in areas outside their traditional core business, with the purpose of extending their activities to surrounding sectors.





Notwithstanding, it is to be well understood that convergence is not a "plug in" concept, nor is it going to happen overnight, and the expected benefits could take years, if not decades, to occur. It is certainly difficult to predict what impact the introduction of a new technology will have: the ultimate arbiter should, and will be the market. At the moment, it is already clear that users seem to be much more interested in the type of services offered, friendliness, security, costs, and, most of all, in the tangible benefits they can gain from, rather than in the technology or in the technical means used for the provision. In any case, Telecom industry (and particularly Telecom Operators) are, in this phase, very active in restructuring their strategies to adapt themselves to the new convergent context.





Given the difficulty of predicting the type and pace of development of new technologies and services we should be very careful in assessing regulatory conditions, technologies potential, services economics, market forces. Likewise, any possible action to review ex-ante the regulatory framework – and possibly imposing new conditions - may risk to produce undesirable restrictions, which might have a very negative impact on the market expansion, and consequently on the growth of new businesses.





As concerns the technology the present tight association between a specific service and its relevant infrastructure will gradually vanish and the offering of any kind of services on whatever supporting infrastructure is certainly the target scenario for the years to come. The time duration to achieve this target is certainly unpredictable and the mastering of the transition period is the real key issue in order that the convergence may result in a market success. 





In the ongoing process of convergence, and very likely during the transition phase, peculiarities will continue to exist in the different sectors of broadcasting, ICT and telecommunications and each of them might need a specific strategy. In this context the regulatory framework should not hinder or stop the evolving process, but should rather be carefully monitored and smoothly upgraded, in accordance with the technology developments and the corresponding market responses. A significant example in this respect is the recent position taken by the European Commission on the "Voice over Internet" Communication, which specifically aims to favour this new type of service without fixing ex-ante rules. 





The impact of convergence 





The convergence shows itself in different forms in ICT and media worlds, for instance : Fixed-Mobile convergence (at the commercial, service or network levels); Internet and TV convergence (technologies, services); convergence between Internet and Voice telephony (e.g. Voice over IP); Mobile services and Internet convergence; Digital technologies that are just beginning to show up their potential .





�
Concerning the digital technologies the role of ATM may need to be reconsidered with respect to the views of the early ‘90; the relationships between ATM and IP should also be deeply analysed to develop new and clear employment strategies; xDSL technologies should be improved and standardised in many respects before they can be effectively used in any commercial offerings aimed at providing commercial quality of service; the options for offering digital TV services are currently  in development and meaningful feedback’s should be available to foresee their market potential. The integration of TV and Internet services, although seems to be of high potential, has only had real market test in the US, but not yet within the EU and no clear signs of customer acceptance can be drawn as yet. 





Notwithstanding, it is generally agreed that the process of convergence, as a major driver for the deployment of the Information Society, could give rise to a wealth of opportunities maybe providing a so long expected quantum leap in the growth of employment, increase in market share of  SMEs, a strong take-off of the industry of contents, etc.





The natural question that follows is of choosing the right and best regulatory framework for approaching the convergence in the global village, to avoid the monopolisation of the market in terms of models, services and technologies, all being produced by a few or a single supplier.





Looking at what is happening in the developed economies, large discrepancies exist within Europe and in the world as far PC concentration per household is concerned and with respect to similar figures referred to the US. So, convergence is not going to reach the same level everywhere at the same time. Moreover, not all European citizens are going to benefit from it since the beginning. 





The definition of a new regulatory framework needs therefore to take into account its possible socio-economic effects on the different  regions. It should also be considered that convergence implies reduction of traditional jobs, while, at the same time, imposes the development of new skills (and consequently need of education and training). 





On a similar line of analysis, actions should be taken so as to allow the sector actors to move along a more pragmatic path, where market forces and technology potential play a central role avoiding any risk of over-regulation. 





Barriers to Convergence





Along with the ITU indicators, in spite of particular campaigns to facilitate computers literacy and network access to Internet, large differences are still persisting among the world regions as far as main telephone lines, education, availability of local content and ability and willingness to access are concerned: it is clear that convergence will not have the expected socio-economic effects until these barriers are removed. 





Some of the barriers appear to be peculiar to the local markets (e.g. language diversity), while others seem to be more general in nature and common to the global  market (e.g. the access barriers). Nevertheless it should also be noted that solutions adopted elsewhere to remove existing barriers (e.g. the US 1996 Telecom Act, liberalising the local loop) seem not to have produced effects to the desired extent and so are worth of a better evaluation.





�
When technical barriers are examined, the present shortage of capacity in the delivery of telecommunication and broadcast services is often claimed as the most critical issue. It is worthwhile to consider that with the launch of digital television and radio, with the increased use of interactive technologies, and with the development of the new transmission technologies, the above mentioned limits will be completely removed. The potential for competitive delivery of services will therefore increase and consequently a strict ex-ante regulation (ONP like) should be avoided.





It is believed that a regulations for regulations' sake makes no sense. The need for firm automatic regulatory responses to face existing or potential barriers is not yet justified : on the contrary in the transition period towards the full exploitation of the convergence potential a regulatory framework based on light-regulation would best suit the needs. In most cases this framework will create the most appropriate conditions for the removal of the existing barriers. 





The suggested framework should be based on simple and transparent rules, non discriminatory towards any of the actors, flexible, so to able to quickly adapt to technology progress. 





Such a framework could act as an enabler of the convergence process and should remain in place until the development of a more competitive market.





More emphasis should be given to the role of market demand with respect to the definition of new services’ offerings. Many of the Mergers & Acquisitions often quoted as evident witnesses of the convergence process ended up in failures. In most cases such disappointing results were to impute to the insufficient attention devoted to analyse the prospective market, or assuming as valid analyses performed in an adjacent market. 





Following this approach the number of M&A in the relevant sectors world-wide is not a good indicator of the extent the convergence process is moving forward ; therefore other indicators should be devised and brought into the discussion . In this respect short and longer-term market developments should carefully be assessed. Industry investments should not be impeded, even if they might temporarily create dominant positions. 





Such positions may easily be weakened, or eventually fall, in light of technology breakthroughs used by competitors or due to relevant changes in market conditions; neither new restrictions should be posed on the use of existing infrastructures for delivering any new services being defined, nor should they be defined for new infrastructures. 





Wherever regulation is applied in an asymmetric fashion – for example in the EU some Member States do not permit the telecommunications operators to provide also (either directly or indirectly) cable television services - such restrictions on the use of infrastructures could prevent the exploitation of economies of scales and scope. 





So, market entry rules should be kept in force only where public interest objectives or the use of common or shared resource is involved. License fees should be kept to a minimum comparable with the objective of requiring the rationale and efficient use of the shared resources being assigned. The imposition of burdens concerning "public interest" in licensing conditions should also be avoided. 





�
The lack of standards may act as a potential barrier to allow the evolution of technologies and services towards a converging environment. The definition of standards, not in line with the market needs, could nonetheless constitute another potential, and possibly greater barrier. Actions should be discussed and taken to fully comply with this requirement. 





With digitalisation, the economics of the television broadcasting industry will undergo a dramatic upheaval. In the analogue environment, with the scarcity of transmission capacity relative to content, the main limit was at the transmission level. However, once digitalisation has taken place, transmission capacity may expand ten-fold, leading to a situation where content may be "scarce" relative to transmission capacity. 





The Regulatory Framework





The right regulatory framework for convergence should take into account the structural differences characterising this new environment in comparison to the peculiarities characterising, in the past, the now converging, distinct sectors.  In particular, a more direct emphasis should be given to a type of regulation that is based on the market characteristics of each specific service rather than on its delivery system (service based Vs carrier based regulation). This choice should prevent from making the common mistake to mechanically apply to new services, such as digital broadcasting or Internet, the type of regulation specific to telephony.





According to this approach, the market characteristics on the supply and the demand side of the specific service would govern the type of regulatory intervention. On the supply side, already now but more in the future, a plurality of delivery systems seem to characterise many of the convergent services (for instance, Broadcasting can be accomplished by both analogue and digital satellite, through the air, cable, DTT). 





It follows that the old "one to one correspondence" between service ( voice) and delivery system (twisted pair) typical of the POTS (Plain Old Telephony Services) is no longer true. Instead, each technology is able to deliver a plurality of services and each service can be delivered by a plurality of technologies. At the same time, because of budget and time constraints, the demand side of many convergent services is characterised by substitution effect among services, thus, causing, very often, the service provider to be a price taker rather than a price maker.





As a result, concepts typical of a time of scarcity, such as dominance, common carriage and open network provision need to be reassessed in the convergence world. Therefore, the service based Vs. the carrier (property or underlying transmission facilities) based regulation model offers a much better perspective for defining the type of regulatory approach.





The existing regulation of the telecommunication and the audio-visual sector were devised with different objectives in mind and are very different in nature. In telecommunications the provision and operation of the physical infrastructures, the networks and the access to the networks were traditionally regulated by a monopoly regime. Recently the sector has had radical modification and a competitive regime has been adopted. On the contrary, for broadcasting both the distribution networks and the content have always been and still are strongly regulated, on the basis of cultural and public interest criteria. 





Access to scarce spectrum resources are controlled by licensing and these conditions are often used to ensure social     interest : therefore regulation surely needs a revision in the light of convergence. Nevertheless, the task of defining an effective and very specific regulatory framework seems really challenging in a converging environment, where very high is the potential to set up new services whose life-cycle is unpredictable, but very often quite short. Thus, it seems more reasonable to define very light and general regulatory principles, acting as "regulatory guidelines" and assign to market forces the task of crafting the new environment by self-exploiting the potential offered by digital technologies.     The new regulation should be as light as possible and quickly move towards a situation where specific ex-ante regulation are applied only in case of lack of market self-regulation. It shall take into account that: 





In the era of digitalisation there is no more spectrum scarcity as before. Broadcast regulation can be upgraded accordingly and the sector can be governed only by the economic criteria of competition law (with the exception of specific laws for data privacy and intellectual property rights protection). In this open and pluralistic contest content regulation should be reviewed on the model of the free press.





Strong co-operation among different subjects is needed and welcome to start up the process for  the development of the telecommunications sector. Alliances and joint ventures (horizontal integration) should therefore be evaluated having regard to this necessity. Vertical integration also could be an opportunity to stimulate the growth of the emerging market.





In this context, new competition rules should be defined, adopting a more flexible approach, suitable for the new markets characterised by a heavy impact by technology and innovation. It should be particularly stressed that only the abuse of dominant position has to be avoided, and consequently the application of an asymmetrical "ex ante" regulation is in principle no more justified. Each situation should be evaluated on a "case by case" basis, taking also into account that a dominant position in an adjacent market does not automatically imply an extension of this position in the relevant market.





For the same reasons, it seems to be necessary to assess the definition of "relevant market", to avoid to impose regulatory laces to the development of the sector.





The definition of a new regulatory framework, following an horizontal approach, should be able to ensure a common set of conditions for the development of transport infrastructures, on one side, and the offering of services on the other side. Nevertheless the definition of specific access conditions, based on technical interfaces, given the current very rapid pace of technology evolution, seems to be a difficult task. 





A revision of the nature and role of National Regulatory Authorities should probably be necessary. The convergent market will probably ask for a single Regulator of the communication sector, controlling together Telecommunications, Broadcasting and Information Technology markets. 





In a world where service provision increasingly crosses national boundaries with the appearance of world-wide operators offering integrated multimedia services, it is essential to ensure that the national regulatory approach fits with the developing international framework. In this perspective, the possibility of creating national Regulators should be reassessed in the light of the ongoing world-wide globalisation process of economies. 





According to the necessity of defining a new type of regulatory approach (service based Vs carrier based), as described in the previous paragraphs, the only viable way to review the existing regulatory framework is that  to progressively introduce a new regulatory model to cover the whole range of existing and new services.





The other possible alternatives seem to be or to build on current structures, or to develop a separate regulatory model for new activities to co-exist with telecommunication and broadcasting regulation. The first option seems not to be appropriate because it leaves in place the current vertical regulatory structure as it appears in most of the developed economies. Adopting this option the present asymmetric approach would be kept in place and also content market would probably remain too rigid and over-regulated.





Also the second option seems not to be viable: it could lead to serious confusion and uncertainty to have different set of rules running in parallel.





Although the option to progressively introduce a new regulatory model seems very difficult to achieve, it is the only one that could lead to a consistent regulatory framework for the future converging market. It will probably require a step-by-step approach to prevent a disruptive change, but a completely new regulatory approach seems to be necessary in order to avoid the implementation of a regulatory framework based on old models not in line with the new scenario.





The mobile perspective





Assigning blocks of spectrum without referring to services and admitted technologies, may bring with its limits on out-of-band emissions and on spurious ones so strong that they could hinder to use of the bands concerned in very large areas. Mixing, for example, signals of mobile communication system and broadcasting emission signals may imply impracticable distances in co-ordination particularly where TDD techniques are utilised.





Technological harmonisation is not an objective, but there is the need for availability of strategic technologies and those enabling the provision of main services (such as GSM, UMTS). It is therefore necessary to reserve frequency bands enough to satisfy the estimated demand, as soon as possible. That assured, it should not be the role of the Governments to prescribe technological choices by imposing, for instance, the transition from analogue to digital transmission, or the moving from GSM to UMTS. 





This process should be marked driven, taking into account the needs of the customers.





The combination of mobile technologies or systems, in particular where multi-standard equipment is available should be promoted (GSM, DCS, UMTS). Similarly, bringing existing skills to new technologies, neighbouring segments or other sectors of the market, also by existing incumbent operators, should be positively evaluated. The consequent synergy generates benefits for customers and for the industries which should be considered prevailing on concerns about competition. Moreover, only stronger players will be able to compete in the future world-wide-market.





However fixed-mobile convergence, which is a significant ongoing trend, should be deeply analysed. As a matter of fact, existing regulatory approaches and the current competition rules are unsuited to regulate the new scenario.





It seems necessary that also incumbent fixed network operators should be allowed to move towards adjacent mobile market with all the necessary competition safeguards but without evaluating "a priori" this convergence as an extension of dominant position.





Newcomers already provide fixed-mobile offers, both at network and service levels, without arising similar concerns about dominance in their respective markets (transport, energy, audio-visual).





Market demand for fixed-mobile convergence shapes a new relevant convergent market (fixed-mobile), substituting for the separate fixed and mobile ones.





Conclusions





The potentialities that could be expressed by a real convergence between information processing, telecommunications and television are enormous both in terms of new offerings and in terms of new employment opportunities. Nevertheless it should be taken into account the high investments that are needed for the start-up of the convergent market, not only for the infrastructure but also for content creation and for deploying new terminal equipment.





Most of the documents published in the recent years on the phenomenon of the “Convergence” assign a central role at the regulatory regime in order to favour the migration to a convergent environment : this convergent market should develop and grow in a fully competitive environment for all of their components and should not be limited by specific constraints.





The regulatory framework for convergence should take into account the structural differences characterising this sector in comparison to the peculiarities characterising each of the converging sectors. On the supply side a plurality of delivery systems seem to characterise many of the convergent services (for instance, broadcasting can be accomplished by both analogue and digital satellite, through the air, cable, DTT). At the same time, because of budget and time constraints, the demand side of many convergent services is characterised by a substitution effect, thus, causing, very often, the service provider to be a "price taker" rather than a "price maker". 





As a result concepts such as dominance, common carriage and open network provision need to be reassessed in the convergence world. In particular, an emphasis should be given to a type of regulation that is based on the market characteristics of the specific service rather than on its delivery systems (service based Vs carrier based regulation). 





�






LIST OF ACRONYMS














ATM	Asynchronous Transfer Mode, the network technology at the heart of the move to Broadband networks


DCS	Digital Cordless System


GSM	Global System for Mobile


ICT	Information Telecommunication Technologies


IP	Internet Protocol


M&A	Merger and Acquisitions


ONP	Open Network Provision


POTS	Plain old Telephony Services


SME	Small Medium Enterprises


TDD	Time Division Duplex


UMTS	Universal Mobile Telecoms Service


xDSL	Digital Subscriber Local-Loop
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