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Summary

This paper addresses the Canadian government’s controversial limits (or caps) on the
blocks of spectrum that can be acquired for the upcoming auction of 700 MHz spec-
trum on January 14, 2014. Large Canadian carriers (TELUS, Bell, and Rogers) have ex-
pressed concern over Verizon’s possible participation in the auction. While the
perceived scenario of Verizon acquiring one or more smaller wireless carriers and
then successfully bidding for prime spectrum has garnered national attention, the
broader issue of whether the policies being implemented by the government are in the
interests of Canadian wireless customers is equally significant. This paper argues that
preventing large incumbent carriers from unduly restricting competition in the future
can and should be addressed through the Competition Act, rather than through
“handicapping” the competitive process, including spectrum auction caps.
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1 Introduction

Spectrum is a critical input to the production of communication services. The radio
portion of the electromagnetic spectrum spans a specific range of frequencies over
which signals can be transmitted. Since the range of frequencies is fixed and limited,
frequencies must be allocated to ensure against signal overlap and interference. Auc-
tions are now used in Canada and many other countries to allocate this scarce input to
individual carriers.

For the upcoming auction of 700 MHz spectrum, recently announced to take
place on January 14, 2014, the Canadian government is imposing a limit (or cap) on the
blocks of spectrum that can be acquired by eligible bidders and their affiliates. A simi-
lar limitation on spectrum acquisition will be imposed in a future auction of 2500 MHz
spectrum.’ As a practical matter, the rules establishing caps on the acquisition of the
spectrum put up for bid limit the amount of spectrum that can be acquired by each of
the large, incumbent wireless carriers. The intended purpose of the caps is to make it
easier for entrants and smaller existing competitors to acquire spectrum in order to
strengthen competition in Canada’s wireless sector.” The rules for the upcoming auc-
tion represent a continuation of the government’s policy to make spectrum more
cheaply available for smaller carriers with the goal of promoting the emergence of a
fourth large carrier to compete against the existing incumbent carriers.’

In its announced licensing framework for the 700 MHz band, the policy objec-
tives of the government are set out as follows: 1) Sustained competition in the wireless
telecommunications services market so that consumers and businesses benefit from
competitive pricing and choice in service offerings; 2) Robust investment and innova-
tion by wireless telecommunications carriers so that Canadians benefit from
world-class networks and the latest technologies; and 3) Availability of these benefits
to Canadians across the country, including those in rural areas, in a timely fashion.*

1  Sections of spectrum are called “bands” which, in turn, are subdivided into “blocks.”

2 Inthe 2008 auction of 105MHz spectrum, Industry Canada set aside spectrum that could be bid on only by
new entrants. For an assessment of that auction, see Hyndman and Parmeter, 2013.

3 The large incumbents include TELUS and Rogers which compete nationally, the Bell Group which com-
petes in all provinces but Manitoba and Saskatchewan, Sasktel and MTS which compete in Saskatchewan
and Manitoba, respectively. However, TELUS, Rogers and Bell are much larger than Sasktel and MTS.
Hence, in the remainder of the paper, reference to large incumbents encompasses TELUS, Rogers and
Bell.

4 SeeIndustry Canada (2013).

Fraser Institute = www.fraserinstitute.org



An Assessment of Spectrum Auction Rules and Competition Policy = August2013 = 7

The spectrum auction rules are buttressed by other rules and regulations that effec-

tively constrain the ability of large, incumbent carriers to acquire spectrum through

license transfers or corporate acquisitions, as well as promote access to the incum-

bents’ networks by expediting roaming and tower sharing agreements.

As a practical matter, the rules
establishing caps on the
acquisition of the spectrum
put up for bid limit the
amount of spectrum that can
be acquired by each of the
large, incumbent wireless
carriers. The intended
purpose of the caps is to make
it easier for entrants and
smaller existing competitors
to acquire spectrum in order
to strengthen competition in
Canada’s wireless sector.

The established national wireless carriers (TELUS, Bell,
and Rogers) have expressed strong opposition in the past to
what they see as asymmetric rules for competition in the sector.
This opposition has reached a crescendo with the prospect that
Verizon will participate in the upcoming 700 MHz auction. In
particular, the established carriers have complained strongly
about rules that limit each to bid for only one of the four prime
blocks of spectrum, and two of the seven blocks available in
total, whereas smaller carriers, or a new entrant such as
Verizon, can bid for up to two of the four prime blocks.” The
perceived scenario of Verizon acquiring one or more smaller
wireless carriers and then successfully bidding for prime spec-
trum has focused national attention on the issue of whether
Verizon will be an undue beneficiary of implicit subsidies from
Canadian taxpayers and shareholders of the established carriers
in order to establish a profitable business in Canada. It also raises
the broader issue of whether the competition policy being imple-
mented by the government is in the interests of Canadian wire-

less customers, and, more generally, in the country’s best interests.

This discussion paper seeks to contribute to the current discussion surrounding

the auction rules and related government regulations affecting wireless communica-

tions in Canada. The paper argues that while the issue of the competitiveness of the

wireless sector in Canada is unsettled, initiatives to ensure that the large established
carriers do not unduly restrict competition in the future can and should be addressed
through the Competition Act, rather than by “handicapping” the competitive process,

including spectrum auctions. As well, the likelihood of established carriers being able

to restrict competition would be substantially diminished if all existing restrictions on

foreign ownership in the sector were eliminated. In all other respects, efficient compe-

tition is more likely to be realized if asymmetric rules regarding the acquisition and use

of assets, including spectrum licenses, are eliminated. Efficient competition would

also be facilitated if social goals such as the provision of high-speed broadband access
to rural subscribers were paid for directly through a broad tax or levy on all Canadians,
rather than through directives for specific carriers to build out capacity in rural areas

financed through internal cross-subsidies.

5  See George Cope (2013), “An open letter to all Canadians,” Bell Canada.
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The paper proceeds as follows. Section 2 contains a discussion of the rules sur-
rounding the upcoming 700 MHz spectrum auction, as well as other rules concerning
the acquisition and transfer of spectrum, and roaming and tower sharing agreements.
The linkages between competition, efficiency, and consumer welfare are addressed in
Section 3. The main points here are that the number of competitors in a market can be
an unreliable guide to the strength of competition in that market, and that markets can
be workably competitive with as few as two or three competitors. Workably competi-
tive markets are real-world analogues to the textbook model of

... the number of competitors perfect competition in terms of suppliers performing efficiently

in a market can be an
unreliable guide to the
strength of competition in
that market, and that markets
can be workably competitive

and maximizing consumers’ surplus.® Some evidence on the
competitiveness of the wireless sector in Canada is summarized
and considered in Section 4. In particular, recent evidence
showing that Canada’s wireless carriers perform as well or
better than their US counterparts is presented. Since many
observers argue that the US wireless sector is workably compet-

with as few as two or three itive, this recent evidence supports an extension of that conclu-

competitors.

sion to Canada. Section 5 contains an assessment of possible

6

justifications for the Canadian government’s policy of handi-

capping large incumbent wireless carriers in order to promote
the entry or growth of rivals. The main conclusions are that handicapping incumbents
can have serious adverse consequences for efficiency that will, in turn, reduce the wel-
fare of Canadian consumers of wireless services. Alternative and preferable policy
initiatives to strengthen and preserve workable competition in Canada’s wireless
sector are discussed in Section 6. The paper concludes with a summary and conclu-
sions in Section 7.

Consumers’ surplus is the difference between the value that consumers gain from their purchases of a
product and the amount they have to pay.

Fraser Institute = www.fraserinstitute.org



2 Spectrum auction rules and
related policies

The upcoming 700 MHz spectrum auction is currently planned to take place on Janu-
ary 14, 2014, with another auction encompassing spectrum in the 2500 MHz band to
follow sometime afterwards. The 700 MHz spectrum was used for analog TV broad-
cast services and became available for auction as broadcasters moved to digital trans-
mission systems. The 700 MHz band requires fewer cell towers to cover a specific
geographic area, making it particularly attractive for increasing capacity in densely
populated urban areas. About half of the available spectrum in the 2.5 MHz band had
been previously auctioned for broadcasting and wireless telephony. The 2.5 MHz spec-
trum is especially well suited for mobile broadband services. Prospective bidders must
formally apply to participate in the 700 MHz spectrum auction by September 17, 2013.

The federal government announced the rules and format for the upcoming auc-
tions on March 7, 2013.” A total of five blocks of paired spectrum and two blocks of
unpaired spectrum will be available in 14 service areas. A total of 98 licenses will be
offered. The auction will use the combinatorial clock auction (CCA) format, which
involves bidding on a package of licenses on an all-or-nothing basis, rather than bid-
ding for individual licenses.

Spectrum caps

Perhaps the most controversial rule is that a spectrum cap of one paired spectrum
block from what TELUS and others identify as the prime wireless spectrum will apply
to all large wireless service providers.® Hence, of the four “blocks” of prime 700 MHz
spectrum that are planned to be auctioned, the three large national carriers are
restricted to acquiring no more than one block each. A spectrum cap of two paired
frequency blocks will apply to all licensees while unpaired blocks will not be subject
to a spectrum cap. The upshot is that a large US-based carrier is legally able to bid for

7 Industry Canada (2013). See also Industry Canada (2012).

8  See Dobby (2013, July 18). The definition for large wireless service providers is based on a subscriber mar-
ket share of 10 percent at the national level or 20 percent at the provincial level. See Industry Canada
(2012), Part B: 7. A paired spectrum block is especially attractive to carriers because it allows different fre-
quencies to be used in each direction of signal transmission which mitigates signal interference problems.
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more commercially valuable blocks of spectrum than large, incumbent Canadian
companies.

At the time of writing, it is unknown how many independent entities will register
to participate in the 700MHz auction. However, it seems reasonable to infer that if the
largest wireless companies in Canada are restricted in the amount of prime spectrum
they can bid for, the price of the spectrum in question will be lower than it would oth-
erwise be.” An implication is that Canadian taxpayers will not capture the full mone-
tary value of the property right being auctioned. Moreover, and unlike previous

instances when spectrum was either assigned or set-asides were

The successful entry and
growth of Verizon is
ostensibly attractive to the

used, with lower revenues earned by the government from the
spectrum made available, part of any wealth redistribution benefit
from the upcoming 700MHz auction may go to non-Canadian
shareholders—assuming that Verizon is a successful bidder. There

Canadian government, are reasons to believe that Verizon would find spectrum in the
since it is consistent with 700MHz band in Canada commercially attractive, since it is com-
the federal government'’s plementary to the spectrum band Verizon is operating on in the
long-standing goal of United States.® Hence, there would be complementarities and
having at least four large scale economies in combining Canadian with US operations. The

facilities-based wireless
carriers in every regional
market in Canada.

successful entry and growth of Verizon is ostensibly attractive to
the Canadian government, since it is consistent with the federal
government’s long-standing goal of having at least four large facili-
ties-based wireless carriers in every regional market in Canada.'!

Foreign ownership

The spectrum auction limit is part of a broader set of policies designed to encourage
investment in facilities-based wireless communications services by companies other
than the large incumbents. One notable policy change in this regard was the govern-
ment’s amending of Canada’s telecommunications laws in the summer of 2012 to re-
move foreign ownership restrictions on facilities-based service providers that hold less
than a 10 percent share of the total Canadian telecommunications market based on

10

11

For some evidence supporting this inference drawn from the 2008 spectrum auction in Canada, which set
aside spectrum for new entrants, see Hyndman and Parmeter, 2013.

Verizon is already using 700 MHz airwaves to build a U.S. network capable of handling heavy data use
such as streaming video.

See Trichur (2013, June 28). The issue of whether the relevant geographic market for wireless services is
regional or national is beyond the scope of this paper.
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revenue. Furthermore, foreign-owned companies that are successful in growing their
market shares in excess of 10 percent of the total market other than by way of mergers
and acquisitions will continue to be exempt from foreign ownership restrictions.> The
change in the foreign ownership rules made it legally possible for Verizon, the large
US-based wireless carrier, to make a preliminary takeover offer for Wind Mobile. It
has been reported that Verizon is also in early-stage acquisition negotiations with an-
other small Canadian wireless carrier (Mobilicity).” These prospective acquisitions
highlight an asymmetry in the government’s policies toward mergers and acquisitions
in the wireless sector. Specifically, current rules allow companies such as Verizon to
acquire small wireless companies in Canada, while preventing the large incumbents
from competing to acquire those same wireless companies, at least until early 2014."*

Spectrum license transfers

Another competitive asymmetry was underscored by Industry Canada’s announce-
ment this past June that the government would not allow spectrum that was set aside
for new entrants to be transferred to incumbents prior to the expiration of the ban on
those transfers in 2014. Presuming the ban is not renewed, the government will review
all applications for spectrum license transfers on a case-by-case basis. While the crite-
ria for allowing transfers have not been made explicit, then Minister Paradis suggested
that transfer proposals likely to “diminish competition” would likely not be allowed."
The implication is that transfer proposals put forward by any of the large incumbents
may not be approved, thereby putting in jeopardy existing options to acquire spectrum
already negotiated by the incumbents.'® In addition, a review process for license trans-
fers is likely to limit the ability of the incumbents to bid for future license transfers
compared to other carriers, including Verizon if it enters Canada, given the incum-
bents’ relatively large existing market shares.

12

13

14

15

16

See Industry Canada (2012, March 14). Restrictions on foreign ownership under the Broadcasting Act will
remain for companies with broadcasting distribution activities.

See Trichur (2013, July 24).
See Trichur (2013, July 24).
See Trichur (2013, June 28).

It is possible that the government will not apply its rules for competitive review of license transfers ret-
roactively.
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Roaming, tower sharing and coverage

In 2008, as part of its effort to encourage wireless competition, the government re-

quired all carriers to offer roaming options, including some provisions that were only

available to new service providers. These requirements were put in place for five years.

In announcing the 700 MHz and 2500 MHz auctions, the government also announced

its intention to extend and modify those roaming policies, including shortening the

timelines for the initiation of arbitration, as well as the arbitration process between

companies negotiating roaming agreements. The 2008 government initiative also

mandated antenna tower and site sharing; the auction announcement included pro-

posed changes to this policy. Specifically, wireless carriers will be required to make

... the rules established by
the government for the
upcoming spectrum
auctions, as well as policies
that directly or indirectly
affect the acquisition and
use of spectrum and related
wireless capacity, are
meant to disadvantage the
large incumbents relative
to new entrants and smaller
carriers.

Summation

available basic information on all towers to improve transparency
and expedite the sharing process. Furthermore, timelines for the
initiation of arbitration and the arbitration process will be short-
ened. Finally, the government will require companies having ac-
cess to two or more blocks of paired spectrum in the 700 MHz
band through auction license or through spectrum sharing to
cover 90 percent of their current high-speed population within
five years and 97 percent within seven years of licensing. In addi-
tion, general rollout requirements will be applied in upcoming
auctions, as in previous auctions, requiring population coverage of
between 20 percent and 50 percent, depending on the region,
within ten years. While the provisions regarding roaming, tower
sharing, and population coverage apply, in principle, to all wireless
carriers, they are particularly relevant to the large incumbents that
own the bulk of spectrum and physical capital used in the sector."”

In sum, the rules established by the government for the upcoming spectrum auctions,

as well as policies that directly or indirectly affect the acquisition and use of spectrum

and related wireless capacity, are meant to disadvantage the large incumbents relative

to new entrants and smaller carriers. The fact that a very large, US-based carrier ap-

pears poised to take advantage of the rules has heightened controversy surrounding

17 Inits open letter to all Canadians, Bell asserts that these rules would allow Verizon to piggyback on the
networks of Canadian carriers. In particular, it will avoid investing its own money in rural areas and con-
centrate capital investments in a few big urban centers.
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the government’s policies and initiatives, particularly in light of the relatively short
amount of remaining time that firms have to submit their applications in order to par-
ticipate in the upcoming auction. Since the rules and policies surrounding the acquisi-
tion and use of spectrum are ostensibly meant to improve the welfare of Canadian
consumers of wireless telephone services, it is appropriate to assess those rules and
policies against this broad criterion. The rest of this paper provides an assessment.

Fraser Institute = www.fraserinstitute.org



3 Competition, consumer welfare,
and efficiency

As noted in the introductory section, the government’s stated public policy goals are
to promote lower prices and improve quality of service for Canadians, including Cana-
dians living in rural areas. While individual consumers have different priorities, it is
reasonable to assume that consumers of wireless services will consider themselves
better off if they can acquire one or more of those services at a lower price, all other
things constant. They will also consider themselves better off if they can buy “better”
services without paying higher prices. The welfare implications are a bit more specula-
tive if higher quality services are accompanied by higher prices, even if the “quality ad-
justed” prices of those services decline, since some consumers might prefer the old
basket of services along with lower prices.'® For purposes of the discussion in this sec-
tion, this qualification adds needless complexity and will be ignored.

While the government has set reserve prices for the 700 MHz spectrum to be
auctioned, it is apparently willing to sacrifice auction revenue for a market structure
that it believes will result in lower price-cost margins, lower costs, and improved qual-
ity of services. Although the government does not put it in these terms, the primary
goal of its spectrum policy, including spectrum auctions, seems to be improved eco-
nomic efficiency in “downstream” wireless service markets.'” Therefore, it seems
appropriate to assess the government’s spectrum policy against the criterion of eco-
nomic efficiency in downstream markets.

In general, there is broad agreement amongst economists that competitive mar-
kets produce outcomes that promote lower prices and better products for consum-
ers.”’ There are certainly relevant caveats to this claim, particularly the possibility that
research and development (R&D) that leads to substantial innovations might actually
be encouraged if producers were somewhat protected from competition and, there-

18  This qualification is relevant if consumers have no choice but to “migrate” to the new set of services being
offered.

19  Itispossible that the goal of economic efficiency conflicts with the objective of providing rural subscribers
with the same services available to urban subscribers, particularly if some form of cross-subsidization by
the carriers is required to achieve the objective.

20  This perspective underlies calls for government to recognize the importance of designing auctions so that
they produce competitive bids, as well as competitive downstream markets for wireless communications,
see Cramton, Kwerel, Roston, and Skrypacz (2011).
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fore, could expect to earn well above “normal” profits for the risks they assumed

related to innovation.”! In fact, the available empirical evidence indicates that new and

improved products tend to be introduced sooner into the marketplace and adopted

more quickly when markets are more competitive. This seems to be particularly true

for information and communications technologies (ICT). Indeed, the US productivity

outperformance of European economies from the mid-1990s through the mid-2000s

has been primarily explained by the faster rate of adoption of ICT by US companies

which, in turn, has been credited to fewer regulatory restrictions on competition in the

United States than in Europe.*

... the available
empirical evidence
indicates that new and
improved products
tend to be introduced
sooner into the
marketplace and
adopted more quickly
when markets are more
competitive. This
seems to be
particularly true for
information and
communications
technologies ...

To the extent that increased competition is the primary instru-
ment for improving the welfare of wireless consumers in Canada, the
government’s spectrum auction policy then turns on two related ques-
tions: 1) Will the spectrum auction rules and related initiatives imple-
mented by the federal government actually lower prices and improve
the quality of services purchased by wireless consumers? and 2) Are
there preferable ways to ensure that Canadian wireless consumers
enjoy the full benefits of competition in the wireless sector? The first
question is addressed in the remainder of this section, while the second
question is addressed in a later section.

The channels of influence between market
structure, competition and consumer welfare

To the extent that incumbent firms in an industry enjoy some degree of
market power, they may be able to price their products above the short-
and long-run incremental costs of producing those products. If they do
so, the output produced will fall short of the efficient output rate. As a

result, consumers will be less well off than they would be if prices were equal to incre-

mental cost, as would be the case if the firms behaved as perfect competitors.”® How-

ever, even when an industry’s market structure suggests the existence of potential

market power, rivalry amongst incumbent firms can, and often does, result in prices

21  Foradiscussion of the theoretical arguments surrounding this issue, as well a review of the empirical evi-
dence, see Schiantarelli (2008).

22 See Colecchia and Schreyer (2001) and Conway, de Rosa, Nicoletti, and Steiner (2006).

23 By definition, firms enjoy market power if they can significantly influence the price of a product by the
amount of the product that they sell. Competitive firms cannot affect price by selling more or less of a

product.
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that approximate what would be charged in markets whose structures more closely
approach the textbook model of perfect competition.?* As McFetridge (2007) argues in
his comprehensive evaluation of the Canadian government’s policies in the wireless
communications sector, the empirical relationship between market structure and
prices or price-cost margins is weak and discontinuous.” Simply put, a market with as
few as 2 or 3 actively competing firms can exhibit price-cost margins that are no higher
than those observed in markets with many more firms.?® This means that any evalua-
tion of the competitiveness of a market with respect to prices must consider the behav-
iour and performance of incumbent firms and not simply infer the degree of
competitiveness from the number of incumbent competitors.

Firms that enjoy some degree of market power can also delay both implementing
new technology to lower their costs, as well as supplying new and improved products
into the marketplace without necessarily suffering serious losses in their market
shares and profits. That is, firms that are protected from competition can choose to be
inefficient without necessarily suffering serious financial harm. To be sure, being
shielded from the competitive consequences of inefficient behaviour does not mean
that firms possessing market power will necessarily choose to be inefficient in adopt-
ing cost-reducing technologies and deploying new services. Well-managed companies
that are responsive to the interests of their shareholders can be expected to take
advantage of opportunities to lower their costs and increase consumers’ demand for
their products even if they enjoy market power, since they can expect to earn higher
profits by doing so, at least over some significant period of time. As noted above, the
empirical evidence indicates that competition encourages firms to implement new
products and production processes more quickly and comprehensively; however, the
caveat that a small number of competitors and high sales concentration in a market
may be unreliable indicators of the extent of price competition in that market is also rel-
evant for the introduction of new products and the adoption of more efficient produc-
tion processes. Simply put, traditional measures of market structure may be unreliable
guides to technological competition and, hence, to long-run economic efficiency.

24

25

26

Such instances of rivalry are often characterized as “workable” or “effective” competition. Those two
terms will be used synonymously in this paper.

See McFetridge (2007).

For some econometric evidence that market share measures can be unreliable indicators of the perfor-
mance of wireless competitors, see Faulhaber, Hahn, and Singer (2011).
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4 Market structure and competition

in the Canadian wireless sector:
some evidence

Concerns about the competitiveness of the Canadian wireless sector seem to be re-
lated to two observations. One is that the Canadian sector is more concentrated than
the wireless sectors of most other OECD countries, particularly the United States.”
Table 1 reports the shares of wireless revenues of Canada’s facilities-based carriers on
a national basis for 2011. Table 2 reports wireless subscriber market shares broken
down by province for 2011. It is clear that the three large incumbents account for the
bulk of the industry’s revenues and subscribers. The ownership of wireless spectrum is
also highly concentrated. After the 2008 auction, the three large incumbents held over
80 percent of the spectrum being used by all wireless carriers.” The ostensible position
of the Canadian government is that a relatively concentrated market structure is a
meaningful indicator of market power and inefficiency, notwithstanding the qualifica-
tions to this interpretation discussed above.

The second observation is that there is some evidence that the Canadian wireless
market has “under-performed” other markets, including the United States, in out-
come measures such as prices, penetration (take-up), and the roll-out of new technol-
ogy.29 As noted above, the actual performance of sellers in a market is a more
meaningful economic indicator of effective competition in that market than is a sim-
ple count of the number of competitors or the market shares of competitors. Hence, it
is useful to review briefly some recent evidence on the relative performance of the
wireless sector in Canada.

Before considering evidence on the relative performance of Canadian wireless
carriers, it is useful to acknowledge explicitly that performance can reflect a number of
other factors besides the degree of competition. For example, differences in govern-
ment regulations can contribute to variations in the behaviour and performance of

27

28

29

McFetridge (2007). It is beyond the scope of this paper to discuss the various measures economists use to
measure concentration. Suffice to say, the various measures all use the market shares of firms competing
in the “relevant” market to identify the degree to which a relatively small number of firms account for a
relatively large share of sales revenue.

Hyndman and Parmeter (2013: 7).

See, for example, Industry Canada (2006).
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Table 1: Wireless TSPs’ Revenue Market Share (National), 2011

Company Share (Percent)
Rogers Communications 37
Bell? 28
TELUS 28
New Entrants> 2
Other' 5

T “Other” includes MTS Allstream, SaskTel, and smaller WSPs.

2 1Bl Group” includes Bell Canada, Northwestel Mobility, Bell Mobility, Télébec, NorthernTel,
SkyTerra, Virgin, and Latitude Wireless.

3 “New entrants” refers to the new wireless entities that acquired spectrum in Industry Canada’s 2008
AWS spectrum auction.

Source: CRTC data collection from Canadian Radio-television and Telecommunications Commission
(2012), Figure 5.5.5. < http://www.crtc.gc.ca/eng/publications/reports/PolicyMonitoring/2012/
cmr5.htm#n5>, as of August 20, 2013.

Table 2: Wireless Subscriber Market Share (Provincial), 2011

Province Bell TCC Rogers New Other’
Group? entrants?
British Columbia 17% 39% 42% 2% 0%
Alberta 22% 49% 26% 2% 0%
Saskatchewan 8% 8% 13% 0% 72%
Manitoba 6% 9% 32% 0% 53%
Ontario 28% 19% 47% 5% 1%
Quebec 34% 28% 31% 7% 0%
New Brunswick 59% 20% 21% 0% 0%
Prince Edward Island 63% 20% 18% 0% 0%
Nova Scotia 53% 28% 19% 0% 0%
Newfoundland & Labrador 73% 24% 2% 0% 0%
The North* 84% 0% 0% 0% 16%

T “Other” includes MTS Allstream, SaskTel, and smaller WSPs.

2uBel| Group” includes Bell Canada, Northwestel Mobility, Bell Mobility, Télébec, NorthernTel, SkyTerra,
Virgin, and Latitude Wireless.

3 “New entrants” refers to the new wireless entities that acquired spectrum in Industry Canada’s 2008
AWS spectrum auction.

“The North includes Yukon, the Northwest Territories, and Nunavut.

Source: CRTC data collection from Canadian Radio-television and Telecommunications Commission
(2012), Table 5.5.5. <http://www.crtc.gc.ca/eng/publications/reports/PolicyMonitoring/2012/
cmr5.htm#>, as of August 20, 2013.
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firms when comparing data across countries, as can differences in the sizes of the
firms’ domestic markets. It is also challenging to identify comparable baskets of ser-
vices in order to compare prices and quality across countries, and prices charged can
vary because of differences in living costs, regulations, and so forth. The point is that
comparisons of performance across countries are suggestive but not necessarily defin-
itive evidence of differences in effective competition.*

Some evidence on performance

Two relatively recent studies examining the performance of Canadian wireless carri-
ers in an international context conclude that Canada’s performance is neither among
the best, nor the worst, of the countries included in the comparisons.* Specifically, the
OECD found in four of six usage scenarios that prices were lower in Canada than in the
United States, although they were higher than the average for all OECD countries. In
the usage scenario that encompasses plans promoting relative high usage of voice and
text services, Canada ranked as the fifth least expensive of the 34 countries being com-
pared. A second study by Wall Communications Inc. concluded that the price of a ba-
sic wireless plan in Canada was comparable to similar plans offered by US carriers in
the major cities being compared. However, Canadian prices were higher than in major
cities in several other OECD countries. Consistent with the findings of the OECD, Ca-
nadian prices were lower than US prices for higher usage plans and comparable to the
average of other countries. Rabeau (2012) notes that there are no reliable data allowing
a comparison of average download speeds across countries; however, he argues that
Canada’s performance relative to other countries looks pretty good with regard to the
spread of the fastest network technologies.

In short, it can be argued that the performance of Canadian wireless carriers, in
ways that matter to consumer welfare, has been comparable to or better than the per-
formance of US wireless carriers, even though measures of concentration for the
Canadian wireless sector are higher than those for United States. While some observ-
ers argue that European countries with more fragmented (by ownership) wireless
markets perform better than the United States, the US might be a better comparison
to Canada given greater similarities between Canada and the United States in real
income levels, industrial structure, and other attributes that may influence market
outcomes. In any case, and notwithstanding the detailed comparisons drawn by the
OECD and Wall Communications, some experts argue that American wireless con-
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McFetridge (2007) discusses these caveats in detail.

Wall Communications Inc. (2013); and OECD (2013). Their findings are summarized in Rabeau (2012).
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sumers are better off than European consumers and that the US wireless industry has
been competitive and continues to be s0.*> Among other things, they point to the fact
that the Federal Communications Commission (FCC) has assessed competition annu-
ally since the mid-1990s and (until fairly recently) has never reached the conclusion
that the industry is uncompetitive.’ The FCC has also reviewed numerous mergers
over the past decade and did not find the underlying industry to be uncompetitive.**
McFetridge (2007) also points out that comparable agencies in Canada have
investigated the competitiveness of the Canadian wireless sector and have concluded

... agenciesin
Canada have

that it is competitive. For example, he notes that the CRTC in its Telecom-
munications Monitoring Report and in recent decisions has concluded
that the mobile wireless sector in Canada is robustly competitive.”> Addi-

investigated the tionally, the Competition Bureau investigated the wireless sector in its

competitiveness of review of Rogers’s acquisition of Microcell in 2004. In discussing its deci-

the Canadian

sion not to challenge the acquisition, the Competition Bureau said it was

wireless sector and satisfied that the market would remain vigorously competitive after the

have concluded that
it is competitive.

merger. Since the merger, the Competition Bureau has made no public
statements indicating that the industry has been the subject of investiga-
tions for anti-competitive behaviour.

Summation

In summary, recent evidence suggests that the performance of the Canadian wireless
sector is at least comparable to that of the United States, while the balance of opinion
seems to be that the performance of the US wireless sector is effectively competitive.*
Taken as a whole, the evidence points to Canada’s wireless sector being workably com-
petitive in delivering relatively low prices and improved service offerings to consum-
ers. Of course, this does not mean that the entry of new competitors or the aggressive
expansion of existing competitors would not make Canada’s wireless sector even more
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See Furchtgott-Roth (2012); and Hahn and Passell (2013, June 10).

Faulhaber, Hahn, and Singer (2011) discuss two recent reports that do not conclude that the US wireless
services market is “effectively competitive.”

See Furchtgott-Roth (2012). It should be noted that both the FCC and the Department of Justice objected
to the proposed takeover of T-Mobile by AT&T on grounds that the acquisition would significantly
reduce competition in the wireless sector.

McFetridge (2007: 32).

Additional evidence supporting workably competitive wireless markets in the US is found in Banker, Cao,
Menon, and Natarajan (2013); and Benzoni, Feffains, Nguyen, and Salesse (2011).

Fraser Institute = www.fraserinstitute.org



An Assessment of Spectrum Auction Rules and Competition Policy = August 2013 = 21

competitive and thereby improve consumer welfare. Indeed, it is argued that
post-2008 entry in Canada’s wireless sector stimulated increased price competition.*”
The issue in this regard is whether the government should actively promote new entry
or expansion by handicapping the large incumbents in the latters’ strategies to acquire
and use spectrum. If not, what other policy initiatives might be taken to perpetuate or
even enhance effective competition in Canada’s wireless sector? This issue is ad-
dressed in the next section of this report.
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See CIBC (2011).
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5 Evaluating the case for competitive
handicapping

The entry and expansion of new firms is an expected response to incumbent firms
charging above-competitive price-cost markups or failing to take advantage of poten-
tial efficiency improvements that would generate higher profits. Therefore, the fact
that one or more relatively large alternative facilities-based suppliers to the three large
incumbents have not yet emerged is consistent with the wireless sector in Canada be-
ing effectively or workably competitive. Of course, the government’s policy to encour-
age a fourth large facilities-based competitor in all regions that the government deems
to be relevant geographic markets is obviously predicated on the view that it is barriers
to entry rather than competition that keeps large alternative carriers from emerging.

Barriers to entry—acquiring spectrum

It is clear that substantial up-front costs are required to enter the wireless sector on a
large scale as a facilities-based carrier. However, to the extent that up-front costs can
be recovered in the event of unsuccessful entry, they are not necessarily sunk costs.
Costs that are recoverable are not effective barriers to entry. In this regard, spectrum
can be considered a recoverable cost of entry. Specifically, spectrum can be resold, po-
tentially at an even higher price than the entrant paid for it, particularly if the govern-
ment allows resale of spectrum in an unrestricted secondary market. In this context, it
is difficult to defend the notion that making spectrum cheaper for would-be entrants
to acquire at auctions reduces risks for entrants, since spectrum is arguably not a sunk
cost. While it is possible to argue that small would-be entrants face constraints on rais-
ing capital in order to bid on spectrum, I am unaware of convincing evidence support-
ing this concern. It certainly cannot be argued that large foreign-owned investors such
as Verizon would be at disadvantage bidding for spectrum because they cannot raise
sufficient capital.

Perhaps the strongest potential argument for imposing auction rules that imple-
ment set-asides for new firms, or caps on acquisitions by large incumbents, is that the
latter will ordinarily find it more profitable than the former to acquire new spectrum
precisely because acquisition deters new entry. If incumbents are charging above-
competitive prices and earning economic profits, it is worth their while to spend some
money to protect those economic profits. Discouraging entry by bidding more than
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“competitive” prices for auction licenses might be seen in this light as a strategy to pro-

tect the economic profits that the incumbents are earning on the licenses that they

already hold.”® Since entrants hold no existing licenses, they have no economic profits

to protect by restricting competition. All other things constant, this would reduce the

incentives of would-be entrants to bid as aggressively for spectrum as the incumbents.

Of course, the logic of this argument depends critically upon the assumption that the

wireless market is sufficiently uncompetitive to generate economic profits for incum-

... acquiring spectrum to
deny entry to a
facilities-based carrier
would not necessarily
forestall competition
completely, since the
spectrum acquired by an
incumbent could be used
to facilitate the entry or
expansion of resellers or
mobile virtual network
operators (MVNOs).

bents. If the market is effectively competitive and there are no eco-
nomic rents to protect, the argument becomes irrelevant as a guide
to policy.

The subtlety of the preceding argument for set-asides, caps, or
other competitive handicapping at spectrum auctions is under-
scored by the observation that any incumbent acting independently
has an incentive to acquire only spectrum that it can use profitably,
independent of any monetary benefit the acquisition would provide
other incumbents as a consequence of discouraging competitive
entry. Put simply, if one incumbent outbids would-be entrants for
spectrum to prevent competition, the benefits extend to other
incumbents competing in the same market. Hence, restricting the
entry of individual competitors has a “public-goods” characteristic.
Specifically, if one of the incumbents outbids an entrant for spec-
trum, it forestalls new competition for the other incumbents in the
relevant market, even if the latter pursue competitive bidding behav-

iours.*” This attribute creates a potential coordination problem for incumbents seek-

ing to forestall new entry. In the absence of an explicit or implicit agreement to share

the costs of preempting entrants, the resulting “free-rider” problem might discourage

anti-competitive premium bidding for spectrum by any of the incumbents. In short,

even if incumbents are earning economic rent in wireless markets, those rents may not

precipitate anti-competitive bidding by incumbents at auctions.

Yet another related consideration militates against incumbents bidding above-

competitive prices for spectrum in order to strengthen barriers to entry. It is that

acquiring spectrum to deny entry to a facilities-based carrier would not necessarily

forestall competition completely, since the spectrum acquired by an incumbent could

38  The strategy is a version of “raising rivals costs” to deter entry or expansion. See Cramton, Skrzypacz, and

Wilson (2007).

39  Competitive bidding means that the bid price reflects the value of the spectrum ignoring the impact of
forestalled entry on the market in question. McFetridge (2007) argues that mobile wireless telephone car-
riers compete in a national market, although the Competition Bureau has tended to define relevant geo-
graphic markets as provincial or regional.
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be used to facilitate the entry or expansion of resellers or mobile virtual network oper-
ators (MVNOs). While some MVNOs are owned by the large incumbents, others are
independently owned by large companies such as 7-Eleven, Petro-Canada, and
Sears-Canada.”” The competitive activity of resellers increases the likelihood of
greater competition at the wholesale level among the large incumbents for reasons
Telser (1960) identifies in his classic article explaining why manufacturers support
resale price maintenance.*' Hence, the acquisition of spectrum by any of the incum-
bents at a “high” price in order discourage new firm entry raises another coordination
problem. Namely, incumbents that benefit from the acquisition of “surplus” spectrum
by other incumbents may need to compensate the acquirers somehow for their higher
bids, otherwise the spectrum acquired might be rented to resellers, and economic
profits could be eroded by increased non-facilities-based competition.

On balance, therefore, arguments in favour of handicapping incumbents in
order to ensure competitive bidding for spectrum are, at best, speculative. If collusion
at the auction is effectively prevented by the auction’s structure, and incumbents can-
not be sure that their individual bidding efforts designed to discourage entry will be
accompanied by similar efforts by rivals, or compensation in some other way, a result-
ing “free-rider” problem could well contribute to competitive bidding at the auction by
the incumbents.

Barriers to entry—capital equipment and
installed customer base

Building out a cellular network obviously requires substantial capital investment. De-
pending upon how specific the hardware and software investments are to the nature
and location of the network, a substantial portion of those investment costs might be
sunk in the event that the investor wants to exit the business. Of course, the incum-
bents presumably made large and risky investments in building out their own net-
works, so the requirement for new entrants to do so is not, strictly speaking, an
anti-competitive barrier to entry, so much as it is simply part of the cost of competing
as a facilities-based carrier.

There are certainly potential strategies available to would-be entrants to reduce
the risks associated with constructing infrastructure. For example, they can take in
investment partners, including MVNOs who want additional options at the wholesale
level in order to facilitate expansion of resale activities. They can also seek to rent or
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For a list of active Canadian MVNOs, see Prepaid MVNO (2011).

See Telser (1960), “Why Should Manufacturers Want Fair Trade?”
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lease some capacity from incumbents. As noted above, individual incumbent carriers
might be willing to rent or lease access to cell towers and other network infrastructure
to new facilities-based carriers if it is profitable to do so, unless “cooperating” with
other incumbents to deny access to network facilities is more profitable.

The “strengthening” of rules regarding roaming and tower sharing can be seen as
government initiatives to thwart any efforts on the part of incumbents to cooperate in
denying entrants roaming and capacity sharing privileges. The practical benefits and
costs of government rules in such matters obviously depend on precisely how the rules
are implemented. The benefits are clearly linked to the risks of incumbents implicitly
cooperating to make roaming and sharing more costly and difficult for entrants. The
costs are linked to various inefficiencies that might result from regulators imposing
roaming and sharing obligations on incumbents that do not accurately reflect the
opportunity cost of the assets in question when used efficiently by incumbents. More
will be said on the potential inefficiencies later in this main section. The use of regulation

to promote roaming and sharing agreements will be discussed in a following section.

It would be feckless to argue that the established client bases and brand names of

the large incumbent wireless carriers pose no significant obstacles to entry and expan-

The emergence and
growth of this substitute
for cellular technology
expands the scope for
new competition by
encompassing a set of
firms not currently
considered to be direct
competitors of the large
wireless incumbents.
Indeed, to the extent that
incumbent carriers are
inefficient while earning
economic profits, their
behaviour and
performance will
encourage the entry of
competitors using
alternative technologies.

sion by new facilities-based entrants. However, it must also be
acknowledged that the large subscriber bases and the well-estab-
lished brand names of the incumbents are consistent with their
developing and implementing business expansion plans that brought
success in the marketplace by improving consumers’ welfare. In this
respect, the wireless sector is no different from many other industries
ranging from retail coffee (Starbucks) to smart phones (Samsung).
That is, one should expect specific companies to earn substantial
market shares and develop valuable brand names by providing con-
sumers with innovative and attractively priced products over a signif-
icant period of time. While the presence of such companies in a
market makes entry of new competitors more difficult, it does not
necessarily justify government policies that directly or indirectly give
an advantage to potential or actual competitors relative to those suc-
cessful incumbents.

It is worth noting one final, albeit important, consideration.
Even if it were profitable for the large incumbent carriers to discour-
age entry by increasing the costs to rivals of acquiring spectrum,
building out a network, marketing to customers, and so forth, the
strategy is likely to be much less effective in blocking entry by firms
using alternative technologies. In this regard, Wi-Fi is an increasingly
prominent alternative technology for delivering voice and data ser-
vices in competition with wireless carriers. Wireline carriers, includ-
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ing cable companies, can provide Wi-Fi voice and data services (including broadband
services) using the Internet. The emergence and growth of this substitute for cellular
technology expands the scope for new competition by encompassing a set of firms not
currently considered to be direct competitors of the large wireless incumbents.
Indeed, to the extent that incumbent carriers are inefficient while earning economic
profits, their behaviour and performance will encourage the entry of competitors
using alternative technologies.

Inefficient entry and discouraging investment
by incumbents

The inference to be drawn from the preceding discussion is that the benefits of com-
petitive handicapping are, at best, speculative. At the same time, competitive handi-
capping through spectrum auction caps and other rules invites the risk of inefficient
entry. One concern with direct or indirect government subsidies to new competitors is
that those subsidies can promote inefficient entry and expansion. It is unlikely that
government bureaucrats can distinguish ex ante would-be competitors that will oper-
ate efficiently from those that will operate inefficiently.** Certainly, having to bid for
spectrum discourages the less efficient among the would-be entrants from entering
the market. However, successful entrants might still be less efficient than the incum-
bents. Furthermore, mandated roaming, sharing, and other initiatives can allow firms
that are less efficient than the incumbents to survive and even grow.

Encouraging inefficient entry represents a waste of resources, ex post. Further-
more, historical experience from other industries in Canada, such as textiles and
fishing, suggests that once the government extends subsidies or protection to specific
companies or groups of workers, it becomes politically difficult to withdraw those bene-
fits, even when it becomes apparent that the goals of the policy are not being realized.

Perhaps an even more important policy concern about competitive handicap-
ping is that direct or indirect subsidies extended to entrants may prevent or discourage
the efficient operations of incumbents. For example, if incumbents are directly or indi-
rectly limited in how much spectrum they are allowed to acquire, they may not be able
to introduce new services in a timely manner to customers. If they are prohibited from
acquiring smaller wireless carriers, they may be effectively prevented from acquiring
complementary physical and human capital in the most economical manner possible.
If entrants gain market share from incumbents, in part because of direct or indirect
government subsidies, incumbents may lose some efficiencies associated with econo-
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This is even true for Verizon, since the company will be operating in geographic markets that are new to it.
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mies of scale, as they lose customers. Finally, if incumbents come to anticipate that
future commercial success will simply lead to increased government-imposed handi-
caps being placed on them, they are likely to invest less and will take fewer financial
risks which, in turn, will probably result in more modest improvements in services for
consumers, as well as slower introductions of new services.

Summation

The spectrum auction rules and restrictions on the incumbents’ legal ability to acquire
spectrum and other resources through acquisitions and license transfers risk promot-
ing inefficient competition. Given conclusive evidence that the wireless sector in Can-
ada is workably competitive, there would clearly be no conceptual case for competitive
handicapping. The brief review in the previous section points to the wireless sector in
Canada being workably competitive, though the evidence is arguably not conclusive.
In particular, it cannot be concluded unequivocally that the performance of the wire-
less sector in Canada would not improve if competitive forces in the sector were stron-
ger than at present. This caveat invites consideration of whether there is a preferable
policy approach to safeguarding competition than the competitive handicapping poli-
cies described in earlier sections.
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6 Ensuring workable competition

The goal of achieving and maintaining workable competition is not equivalent to tar-
geting some minimum number of competitors in a market. As noted earlier, the pre-
cise number of competitors in a market is an unreliable guide to the behaviour and
performance of those competitors; however, both theory and evidence support the
premise that the potential for entry is an important disciplining force on incumbent
firms. That is, the threat of entry by efficient firms constrains incumbent firms to
charge competitive prices and encourages them to minimize costs and adopt new
technology in a timely manner. The spectrum auction rules and related initiatives are
meant to promote entry; however, they may not promote efficient entry and competi-
tion. Initiatives that facilitate the entry of efficient competitors without handicapping
incumbents are arguably a preferable approach to competition policy. This alternative
approach to competition policy would target regulatory barriers to entry and joint ini-
tiatives on the part of incumbents to increase entry costs.

Foreign ownership

One element of an alternative approach to competition policy as applied to the tele-
communications sector is to eliminate all foreign ownership restrictions on facili-
ties-based carriers. In fact, the majority of OECD countries do not have significant
foreign ownership restrictions. The elimination of the 10 percent ownership limita-
tion for facilities-based telecommunications carriers would enable foreign investors to
enter on a larger scale than is currently allowed through mergers and acquisitions. En-
try and expansion through acquisitions rather than through organic growth might be
particularly attractive strategically to foreign-owned firms based outside the United
States. Non-US-based carriers may not have as ready access to complementary re-
sources, such as knowledge of North American subscribers’ market behaviour and
preferences, as do their US-based counterparts. While there are currently few large ac-
quisition targets beyond Bell, Rogers, and TELUS, the 10 percent limitation imposed
on a growing market could increasingly prove a relevant constraint on foreign acquisi-
tions in the Canadian telecommunications industry.

Elimination of foreign ownership limitations would also permit hostile takeovers
of one or more of the three large incumbents. The threat of a takeover provides an
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incentive for managers to use corporate resources efficiently.* Furthermore, large for-
eign-owned firms are less likely to maintain any long-standing “cooperative” arrange-
ments between domestic firms that dampen competition. Eliminating foreign
ownership restrictions on broadcasters, particularly cable companies, which are in a
competitive position to provide indirect competition to wireless carriers through sup-
plying Wi-Fi capacity would also enhance entry threats to incumbent wireless carriers.
While the issue of foreign ownership of culture businesses is obviously much broader
than the issue of competition in the wireless sector, it must be acknowledged that the
rationale for relaxing foreign ownership limitations in telecommunications also
applies to relaxing foreign ownership limitations in broadcasting. Fur-

Elimination of foreign
ownership limitations
would also permit

thermore, since the large incumbent wireless carriers are also in the
broadcasting business, eliminating the foreign ownership restriction
on broadcasting is necessary if large wireless carriers are to be eligible
for acquisition by foreign investors.

hostile takeovers of one
or more of the three
large incumbents. The The Competition Act

threat of a takeover

provides an incentive A second important element of an alternative approach to competi-
for managers to use tion policy for the wireless sector is to rely upon the provisions of the
corporate resources Competition Act instead of regulatory interventions to discourage
efficiently. anti-competitive behaviour. The provisions in the Act dealing with
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mergers and acquisitions, as well as abuse of dominance, are adequate
to address concerns about large incumbents augmenting market
power through mergers and acquisitions or reducing competition through actions
such as raising rivals’ costs. To the extent that mergers and acquisitions by large in-
cumbent carriers are to be reviewed under the Competition Act, there is no need for
regulatory prohibitions on the acquisition of spectrum or other assets by large incum-
bent carriers. Furthermore, acquisitions that are reviewed should be assessed on the
basis of their plausible efficiency gains, as well as their likely impacts on competition,
which is what is called for under the Competition Act. Thus, acquisitions of spectrum
and other assets through transfers and takeovers should be subject to the same
two-fold criteria as any other merger or acquisition reviewable under the Competition
Act. An advantage of moving the review of mergers, acquisitions of spectrum, and
other strategic initiatives to competition policy authorities is the broad and deep expe-
rience the latter have with the relevant issues and requisite analyses.

In a recent report, the CIBC briefly discusses the potential attractiveness of acquiring one or more of the
large incumbents to foreign telephone carriers (CIBC, 2011).
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Decisions related to roaming and sharing agreements, contractual terms with
customers, and other initiatives by incumbents that are viewed by rivals as anti-com-
petitive actions should also be addressed using the relevant provisions of the Competi-
tion Act. In particular, strategies ostensibly foreclosing access to the supply of an
essential input and thereby raising rivals’ costs, among others, can be challenged as
abuses of dominance under the Competition Act. As in the case of mergers and acqui-
sitions, any efficiency gains from the challenged behaviours must be weighed against
any anti-competitive consequences. It is appropriate to evaluate business behaviour in
a broad social benefit-cost framework, and the Competition Tribunal is arguably
better positioned than other government departments or agencies to make the rele-
vant social benefit-cost evaluation.** As broadcasting entities become closer competi-
tors to traditional telecommunications carriers in mobile broadband wireless
communications, it seems appropriate for the CRTC to relinquish its regulatory

authority in matters of competition policy to the Competition

Imposing differential Bureau. The continued authority of the CRTC to regulate prices

regulatory obligations on and other conditions of service is inconsistent in the long-run with

individual carriers is
inconsistent with efficient

Industry Canada’s goal of relying upon market competition to safe-
guard consumer interests.

competition. The provision

of wireless telephone Other social goals
services to rural subscribers

should not be implicitly or
explicitly subsidized by

Telecommunications carriers have traditionally been called upon
to contribute to social objectives that involve cross-subsidies from

specific carriers. profitable lines of business to unprofitable lines of business. One

such long-standing objective has been to provide rural subscribers

with access and services whose costs are not recovered directly in
access and service charges to the rural subscribers. In the case of wireless telephone
service, the government has objectives to ensure rural access to wireless service in-
cluding the availability of high-speed broadband service.

One point of concern raised about Verizon’s possible participation in the
upcoming spectrum auction is that the company will focus on serving Canadian sub-
scribers in the heavily populated geographic region of Southern Ontario, leaving the
incumbents to continue to serve less populated areas of the country. To the extent that
the incumbents are allowed by the regulator to recover their costs of serving rural sub-
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Currently the CRTC exercises its authority to regulate prices and conditions of service. For example, it
recently announced plans for a new wireless code that will allow consumers to cancel their wireless con-
tracts after two years without penalty and that will set provisions to limit extra data and international
roaming charges. See Lasalle (2013, July 4).

Fraser Institute = www.fraserinstitute.org



An Assessment of Spectrum Auction Rules and Competition Policy = August 2013 = 31

scribers, a strategic decision by Verizon to focus on urban areas raises no issues of
competitive handicapping; however, such issues are clearly raised if the large incum-
bents bear any implicit burdens of subsidizing rural access to high-speed broadband
wireless service while their competitors do not. Since the 700 MHz spectrum is partic-
ularly suited for high-speed broadband signals, the concern about Verizon’s geograph-
ical focus is a pressing one.

Imposing differential regulatory obligations on individual carriers is inconsistent
with efficient competition. The provision of wireless telephone services to rural sub-
scribers should not be implicitly or explicitly subsidized by specific carriers. Any subsi-
dization should be done through taxpayer-funded programs that either pay carriers
for relevant capital and operating costs that are not recovered through subscriber fees,
or (preferably) that subsidize low-income rural subscribers directly.*
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The history in Canada of subsidizing local access through higher prices for other telephone services sug-
gests that direct taxpayer subsidies to rural subscribers to pay for high-speed broadband services will not
find much political support.
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7 Summary and conclusions

The Canadian government’s stated goal of relying upon market competition to maxi-
mize consumer welfare from wireless telephone services is laudable and appropriate.
The contentious issue is whether the government should continue to promote the
emergence and growth of one or more large competitors to the incumbent carriers
through competitive handicapping. The rationale for continuing the handicapping
policy, including spectrum auction rules that constrain the incumbents from acquir-
ing prime spectrum, is that the Canadian wireless sector is uncompetitive and that
(presumably) it will remain uncompetitive unless government imposes rules and regu-
lations that directly or indirectly promote spectrum acquisition and other strategic
initiatives of actual and would-be rivals to the incumbents. In fact, the available evi-
dence, on balance, does not support a claim that the sector is uncompetitive. Specifi-

cally, while market concentration is relatively high, the behaviour

. . and performance of wireless carriers in Canada is comparable to
... there is an obvious

danger to having
government handicap
incumbents in order to

that of other countries where market concentration is lower. This
observation raises important questions about whether the ratio-
nales for competitive handicapping cited above are valid.

While there may well be additional benefits to consumers

ease entry conditions into from the intensification of the degree of workable competition that
the sector. Specifically, currently characterizes Canada’s wireless sector, there is an obvi-
there is a danger of ous danger to having government handicap incumbents in order to
promoting inefficient ease entry conditions into the sector. Specifically, there is a danger
competition which makes of promoting inefficient competition which makes most consum-

most consumers worse off ers worse off rather than better off. If there are gains at the margin

rather than better off from competitive entry and expansion, it is preferable to allow

market incentives to encourage such entry and expansion. The
objective of competition policy in this context should be to ensure
that government regulations and collusive behaviour on the part of large incumbents
do not unduly contribute to barriers to entry and expansion or otherwise suppress
incentives for efficient competition. The elimination of all foreign ownership restric-
tions on facilities-based carriers and reliance upon the Competition Act to deter
acquisitions of spectrum that threaten to reduce competition, as well as to discourage
any abuses of market dominance that raise rivals’ costs or otherwise suppress competi-
tion, seem quite adequate competitive safeguards.

The immediate policy issue, of course, is whether the current rules for the
upcoming 700 MHz spectrum auction should be changed. Those who oppose chang-
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ing the rules may argue that the spectrum to be auctioned is critical to the provision of
future competitive broadband services, and that new competition might be foreclosed
for a very long time if the incumbents were to acquire the entire prime spectrum to be
auctioned. A response is that eliminating the caps that have been imposed does not
obviate the acquisition of spectrum by rivals to the incumbents. Certainly Verizon
(and other large, foreign-owned carriers) has the financial capacity to bid aggressively
for spectrum. Furthermore, if the incumbents acquire spectrum that they cannot or do
not use efficiently in the future, they would invite takeovers by larger foreign-owned
carriers, as well as encourage the faster introduction of substitute technologies such as
Wi-Fi.*® If the Canadian government is willing to rely upon market competition to
maximize the consumer benefits of wireless telecommunications, it need not wait
until after the upcoming auction to do so.

This presumes that the government eliminates the remaining restrictions on foreign ownership of both
telecommunications and broadcasting entities.
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