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EXECUTIVE SUMMARY

As part of the background work related to the development of the policy framework for licensing additional spectrum for third generation (3G) mobile phones, Industry Canada commissioned this Study which assesses the state of competition in the Canadian mobile wireless industry.   The Study is intended to provide the Ministry with a better understanding of the market forces impacting the mobile wireless industry and to assist in evaluating the potential impact of different policy provisions on future spectrum licensing.

Three methodological approaches are examined which provide the various competition measures employed in this Study:  Porter’s Competitive Analysis, the Competition Law Approach and the CRTC Approach.  These approaches are not mutually exclusive and share a common grounding in economic principles.  However, each approach focuses on slightly different factors and attributes of competition and forms the pool from which we have chosen the measures for this Study.

The specific competition measurements employed in this Study are grouped into 5 categories: Product-related measures, Price-related measures, Entry/exit conditions, Market share/rivalry, and Other measures.   For purposes of comparison, the four largest wireless service providers will be examined.   The Study finds that the Canadian mobile wireless industry displays a relatively high degree of competitiveness, although certain conditions need to be monitored to ensure that the highly competitive nature of the industry continues.

Product-related Measures

The scope and variety of services, packages, features and coverage indicate a strongly competitive state with respect to product (or non-price) related competition.

Most Canadian consumers enjoy a wide variety of choices in how they can receive mobile telephone service.   From pre-paid options to numerous number-of-minute packages, from handset and service features, from combination packages of anytime minutes, long distance and calling features, all the way to highly customized packages, the Canadian market offers numerous product/service choices.  While there are still regions of the country that do not have terrestrial wireless service available, the vast majority of the Canadian population can access a mobile wireless service, usually with a choice of at least two suppliers.

Price-related Measures

The wide variety of choices in non-price related mobile service characteristics is echoed in price options.  Similar to the (non-price related) options available in service packages and features, Canadian consumers have numerous choices in price-points for mobile wireless service.  

Prices have been falling over time (particularly after the entry of the PCS licensees) and compare favourably with prices in the United States.  The lack of supra-normal returns (or any profitability) in the industry provides further substantive evidence of the vigorous price competition in the market.

Entry/Exit Conditions
The mobile wireless industry is a difficult industry to enter.  While the technology to provide service does not present a particularly imposing barrier (since numerous vendors are available to supply network and other equipment and until fairly recently, they acted as key financiers as well), and although the costs of networks and other costs will limit the number of firms able to finance entry, the key barrier concerns the scarcity of spectrum, and the licensing process to allocate that spectrum.  In short, no one enters the market until such time as the Department decides to release new spectrum, and until they have successfully applied to and received permission from the Department
. 

A second key entry/exit barrier concerns the foreign ownership limits which currently apply to Canadian telecom carriers. 

Market Share/Rivalry Measures

The industry has changed from two competing entities (up until the mid-1990’s) to the current number of four.  The end result has been a related decrease in any firm’s given market share.  The industry trend in market share and concentration is, therefore, moving in a preferable direction.  

Two significant changes have seen the acquisition of one of the newest entrants (Clearnet) by an incumbent (Telus), but also the departure of one firm (Telus) from the largest competitor (Stentor). 

There are now three roughly equal-sized firms and one smaller firm.  While the relative concentration in the mobile wireless industry might be considered cause for concern in some circumstances, the licensing requirement really places the power of determining how many competitors exist in the hands of the government.   There are no indications of market power abuse resulting from the high levels of industry concentration, although continued monitoring should be maintained.

The competitors continue to match or outdo each other in offerings and promotions, while at the same time trying to introduce distinctiveness into their own offerings, demonstrating a relatively high degree of rivalry.

Other Measures and Considerations
There are indications that economies of scale may exist in the market, but not that the appropriate industry structure is less than the current number of firms.  That is, while economies may exist, they do not appear to be harmful to competition.

The existence of vertical integration, particularly between wireline and wireless partners, has the potential to undermine (to some extent) the competitiveness of the industry.  It may also permit some firms to enjoy legitimate cost advantages.  Ongoing monitoring should be maintained.

Mandated resale of analogue service on existing networks for the PCS entrants provided immediate coverage benefits to them.  One firm (Microcell) has voluntarily opened up its digital PCS network to resale, although the market take-up has been limited.  More recently, the announcement of Bell and Telus to allow resale on each others digital networks can both bolster competition (e.g. in areas where a carrier hasn’t built out) but could also theoretically lead to a greater level of market cooperation than is beneficial to other competitors or to consumers.  Ongoing monitoring is advisable.

The ability to access and the cost of capital varies from competitor to competitor.  This situation can affect the ability of some carriers to compete as effectively as others.  In addition, it may be important to building the next generation of service networks.  Ongoing monitoring is recommended.

Other Policy Considerations

Given that the state of competition in the Canadian mobile wireless industry is currently satisfactory, the scope for additional policy measures must focus more on future concerns.  As noted above, there are a number of areas that could benefit from review or ongoing monitoring by the Department.  These include the dual regulation of the industry by the CRTC and Industry Canada, foreign ownership rules, the behaviour of integrated wireline/wireless operators and the conditions of network sharing arrangements.

In addition, there are a number of other measures that have been suggested by analysts and industry observers or which have been adopted in other countries. 

For example, the approach of both U.S. and U.K. regulators has evolved to an ongoing monitoring of competition in their respective industries.  In addition, both regulators will identify fairly specific areas of concern (e.g. international roaming rates) and conduct detailed examinations on a case-by-case basis, if required.

This approach combines regular periodic reviews of the state of competition with a pragmatic ability to quickly investigate an issue or problem if necessary.  We believe this approach would also work well in Canada.

While there has been some discussion in the U.S. that spectrum caps may undermine healthy competition, there is no evidence at this point of a similar concern in Canada.  Spectrum caps, in our view, prevent potentially harmful concentration in the industry.  However, the absolute cap on spectrum amounts may need to be increased when the Department releases more spectrum for 3G  or to ensure provision of services when countries internationally agree upon use of particular spectrum frequencies. 

� Of course, the Department has been instrumental in bringing the mobile industry into existence, and in helping achieve a competitive environment.   The finding that spectrum scarcity and the licensing process create a barrier to entry is not intended as a criticism of the Department, but rather as a statement of one entry consideration which has a bearing on the competitive status of the industry.
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