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Comments to the  ERG’s common position on the coordinated analysis of the markets for wholesale international roaming

Executive Summary

The following comments are structured in two parts. The first section aims to analyse the evolution of competition on the market of wholesale international roaming, and the second part offers an analysis of the main indicators of joint dominance in the wholesale roaming market in Spain.

The main conclusions of the following document reveal that the wholesale roaming market is a growing market, with increasing demand, which has been impacted in a notable way by the appearance, since the year 2003, of new technical means to redirect traffic that have favoured a strong growth in buyers purchasing power and which have increased the instability of market shares of operators on the relevant market.

This increase in competition at the wholesale level has materialised in an improvement in the offers on the market, both in terms of the services offer, as well as in terms of prices and quality.

The level of wholesale prices has fallen, in a notable way, as a consequence of price competition brought about by the volume discounts with which operators have tried to improve their competitive position.

This increase in competition on the wholesale market has also had its repercussions in the offer of services of operators, which has led them to devote greater efforts and investments to the development and roll-out of new roaming services and facilities,  such as platforms like CAMEL (both in “roaming in” and “roaming out” modalities) and the roaming of services offered over GPRS and UMTS platforms.  

At the same time, the effects of the increase in competition in wholesale prices allow client operators to pass on to retail users these advantages, through simpler tariff schemes, price reductions, etc., in the same way that Telefónica has done with its retail clients when they travel outside Spain.

The second part of the document revolves around an analysis of the main indicators of joint dominance in the wholesale roaming market in Spain and is developed on the basis of the information on the market dynamics obtained in the previous section. The conclusion reached through this analysis is that this is indeed a market where there is competition between suppliers and where there is no uniform behaviour between them. Rather, on the contrary, there is a healthy competition of operators in place that aims to attract traffic from the retail customers of foreign operators, through the improvement of the conditions in the wholesale offers made to these operators. 

The overall conclusion that can be drawn from the comments contained in this document is that the market for roaming is an effectively competitive market in all its aspects, a situation that is reinforced by the technological innovations that have been developed and introduced on the market since the year 2003. It is, therefore, a market that is truly competitive and where the application of ex ante regulatory intervention does not proceed.

1 Introduction

First of all, Telefónica wishes to thank the ERG for the opportunity to comment on its Common Position on the coordinated analysis of the market for wholesale international roaming. 

The following comments are organised in the following way: a general evaluation of the market is carried out and this is then subsequently followed by an analysis of the most relevant aspects of the ERG document, with particular attention being paid to the substitutability between networks on one same market and an evaluation of the conditions that the ERG has identified as relevant for the analysis of the existence of joint dominance. 

2 General Remarks

· Although the object of the consultation is the wholesale market, the introduction to the ERG document refers to prices on the retail market as being “high” when compared to mobile telephony prices on the national market. In Telefónica’s opinion, this situation is not incompatible with the existence of competition on wholesale markets. Network operators offer a wide variety of services and assign the fixed costs associated to the different services in relation to their variable costs and to the conditions of demand. The variable costs of the retail service of international roaming is dependent, to a great extent, on the prices of the wholesale market, although the margin applied on these in order to recover fixed costs is determined in the retail market of the country of origin. Consequently, the analysis of the how the retail price is determined must include both markets and not only focus on one of them. 

· Without prejudice of the positive aspects associated with the coordinated analysis of different NRAs towards the wholesale market for international roaming, Telefónica considers that each wholesale market has a series of particular characteristics that have to be evaluated individually. Therefore, although in Telefónica’s opinion some of the conclusions that have been reached in the ERG document are correct and applicable to all markets – particularly the one referred to the techniques of traffic control and its consequences – in other cases, such as what regards the evaluation of the existence of joint dominance, Telefónica considers that a deeper and more individualised analysis is required than that which has been undertaken by the ERG, and therefore believes that it is not justified to carry out evaluations of the general degree of competition that can be seen in the market. 

3 Market definition

Telefónica shares the ERG’s opinión with regards to the inclusion within the scope of the market of all network operators of the same country. The non-exclusivity of contracts and the availability of technologies that allow to choose the network visited with a very high degree of reliability, allow operators demanding wholesale international roaming services to change supplier without switching costs and practically without time delay.

As proof of the effectiveness and degree of use of the tools to redirect traffic, two real-life cases in which an operator has changed the network used in a short space of time in order to be able to offer its subscribers international roaming retail services are outlined here. 

Graph I shows on the one hand the year-on-year rate of minutes billed on the network of Telefónica Móviles España (TME) by the subscribers of a European mobile operator, and the rate of year-on-year entry of visitors
 into Spain coming from the country of origin of the operator, corrected in order to take into account the variations in the market shares of the foreign operator.   

Graph I
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Year-on-year variation. The visitor data have been corrected to take into account the market share of the visiting operator in their country of origin. 

As can be seen in the graph, between January and July 2004, the number of minutes billed grew on a year-on-year basis at a greater rate that the number of visitors. Consequently, TME received during the first half of 2004 a greater percentage of international roaming traffic than in 2003 for the relevant operator, as a consequence of the increased use of traffic direction technologies. However, in August 2004, coinciding with the tourist peak season, the trend is inverted, and between September and November 2004, and again since March 2005, there has been a substantial fall in the traffic received by TME in relation to what might be expected given the evolution of the number of visitor entries in Spain. This trend is only explainable by the confluence of two factors:

· The effectiveness of traffic direction tools

· The purchasing operator uses these technologies strategically in order to achieve better conditions in their bilateral agreements with Spanish operators, independently of the fact of whether these belong to the same alliance.

The second case refers to the evolution of international roaming traffic of Telefónica Móviles España’s retail clients in a South American country. Graph II shows the percentage of traffic on the two mobile networks with which Telefónica has roaming agreements in this country. Operator no. 2 (red bars in graph) is on the preferred destination network. From December 2004 onwards, TME started using traffic control technologies and was able to completely invert the roaming traffic on the network of the visited country, with the preferred network being the one that managed more than two-thirds of the traffic of TME retail clients that were visiting the country. It should be noted that this change was immmediate and without additional cost to TME, demonstrating the possibility of changing the preferred visited network to the wishes of the operator in the country of origin.     

Graph II
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4 Evolution of competition on the wholesale market for international roaming

The market for international roaming, in both of its modalities (retail “roaming out” and wholesale “roaming in”) has experienced in recent times a complete transformation of their competitive dynamics, favoured by the technological developments of traffic direction and control that have been introduced since 2003, having become a significantly competitive market in which a dynamic analysis of competition reveals that this trend is growing.

In this context, and with the aim to illustrate the evolution of the wholesale market for international roaming, a structural analysis of the market and of the behaviour of competitors now follows. 

4.1 Structural analysis of the market

4.1.1 Degree of maturity of the market

The market for international roaming is not a mature market, but rather it is a market that is witnessing a notable increase in traffic and revenues, the continued innovation derived from the high degree of technological development, new services and facilities (pre-paid voice, Virtual Home Environment, MMS, the inclusión of GPRS, UMTS, videotelephony, etc.), the enriching of the offer with new tariff schemes, new business models (roaming brokers, alliances between operators, etc.), the continuous signing of new deals, etc.

On the one hand, the evidence contained in the annual reports of the NRA, reveal a clearly increasing trend in wholesale international roaming traffic of Spanish operators: 
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On the other hand, the data from TME itself also leads to think that there is an increasing global market for roaming both with regards to voice and, particularly, data:
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This increasing trend in voice, data and messaging, is not only expected to continue but is predicted to grow, particularly in light of technological developments and new price structures that are appearing on the international wholesale roaming market. Amongst the factors that are fostering this growth, the following are worth highlighting:

a) CAMEL: allows for the increase of the consumption of mobile services of retail clients when they are abroad, particularly in the case of pre-paid clients that usually constitute the greatest percentage of mobile operators’ clients, and for which this intelligent network platform has led to an enormous simplification of the use of mobile devices when roaming.

On the other hand, CAMEL has also induced, in the case of TME, an increase in the roaming traffic of subscription clients, offering them an environment of easy use of mobile services similar to that enjoyed by these clients in their home country (e.g. avoiding the dialling of international dialling codes when calling their home country and being able to call directly from their mobile agenda, or allowing the dialling of short extension numbers of private numbering plans in the case of corporate clients). 

b) Inclusion of new services in international roaming agreements: the opening of international roaming to new data services (GPRS/UMTS) and videotelephony, opens the doors to new roaming traffic opportunities and, consequently, to an enrichment of the roaming offer and increase in wholesale revenues from this service.  

c) Volume discounts at the wholesale level: the market for roaming has experienced strong technological developments, a result of which visiting operators have gained ability in the selecting in choosing the visited network used by their customers when travelling abroad, leading them to gain an increased bargaining power in the purchase of wholesale international roaming services.

The end result of this situation has been the establishment of wholesale price schemes with discounts based on volume, enabling client operators to have the possibility of increasing traffic by transferring to their customers the new and improved wholesale price and service conditions when offering them these services.  

d) Increase in competition of retail roaming prices: the demand for retail roaming services reveals elasticity with regards to the visiting operator in the retail market for international roaming. 

In this sense, if this operator transfers to its end customers the new services and the best prices that the visited operator offers at the wholesale level it is foreseeable to also expect an increase in the demand for traffic from the end user.

In the same way, the new price schemes of retail international roaming, where operators have tended to simplify their tariff structures in order to grant their customers greater transparency, also acts as an incentive for an increase in consumption of roaming services by the end customers and therefore for wholesale roaming-in traffic.

In this way, the system of volume discounts at the wholesale level is an incentive for home operators to transfer better prices to their retail customers, raising the traffic per customer, and therefore increasing the volume and level of discount obtained over the wholesale roaming-in traffic consumed.

e) Increase in the percentage of population travelling abroad, either for business of for leisure purposes.

f) The continuous signing of new agreements: in the case of Telefónica, there is an effort to constantly reaching new agreements with foreign operators in order to offer them an international roaming service when their retail clients are in Spain. In that way, the more agreements reached the greater the potential traffic that Telefónica is likely to capture and, at the same time, allow Telefónica to  increase their offer abroad to their own retail clients, therefore increasing the competition with national operators. 

The market for wholesale international roaming is a market where growth be prospectively expected, implying that in no case can this be qualified as a mature one.

In addition to the previous indicators regarding the lack of maturity of the sector, it is necessary to take into account, as will be outlined in the section on the competition in services, that from the technological point of view the market for roaming services is a market that is growing in evolution and development, a trend that has been particularly notorious in recent years (2003-2004).

4.1.2 Evolution of the market shares in each country

The market for wholesale international roaming has a series of characteristics that differentiate it from other markets, and that are principally due to the fact that in this market it is common for the foreign operators to be a client of all the mobile operators in a given country, in such a way that the said operator or, to a lesser extent, its clients can choose at every moment the visited operator with which they wish to register.

In this way, it should be noted that the traffic that an operator uses through a wholesale roaming agreement is not stable throughout time and fluctuates depending on who is the  home operator. Therefore, the amount of traffic of each of the mobile operators in any Member State of the EU is the sum of the traffic induced by each of the wholesale clients with which it has an agreement, and this traffic variations are due to three different factors: the signing of new agreements by the visited operator which allows them to capture new wholesale clients, the loss of traffic from some foreign operators that redirect the traffic of their retail clients towards other networks in the visited country and a gain in traffic of some foreign operators that redirect their retail clients’ traffic towards the network of the visited operator.  

On the other hand, it is important to also note that the technological evolution that is being witnessed on the market for roaming services allows the operator from the home country to influence the operator that selects its client when it is in a foreign country, in such a way that the operators buying wholesale roaming services aim to direct their retail clients towards operators that offer a better service, quality and price, or in the case of the Vodafone Group, to the network of the operator belonging to the Group. Evidence of this can be seen from the fact that Telefónica, as a purchaser of roaming services, has been able to direct almost 70% of its traffic to its preferred network since the introduction of the traffic direction technologies in a certain country.  

Furthermore, the high degree of concentration of demand does nothing but magnify the repercussions on market shares of the decision by a foreign operator (in the case of Spain, the regulator has indicated that their are four operators that jointly represent 45% of demand) to modify the visited network to which it directs the traffic of its retail clients.   

The consequence of this is that although an operator has a yearly global roaming share with a certain pattern of evolution, this share hides the large variations throughout the year of the traffic induced by each foreign operator, as well as the continuous competitive fight that is taking place on the market. 

4.1.3 Characteristics of suppliers on the market 

4.1.3.1 Supplying Operators 

In order to give continuity to mobile services beyond national borders, it is necessary to have a high degree of coordination between operators in different Member States, in order to be able to quickly put in place a fast service with different functionalities (before competitors do so).

In order to facilitate these activities, operators have tended to favour the use of their own networks (such as in the case of Vodafone) or to organise themselves in alliances. The effective functioning of these alliances, has been favoured by the appearance of traffic direction technologies that have allowed the selection of preferred networks whilst at the same time ensuring that this selection need not be permanent.

Prior to the development of these technologies, only an integrated operator such as Vodafone had the possibility to apply and obtain discounts on wholesale roaming services  that made it possible to offer end customers more attractive prices because, in the absence of traffic direction technologies, the choice of the preferred network by an operator was only possible via:

· permanently recording preferred networks on the SIM cards of clients

· Exceptionally – given that there are few customers that make use of this mechanism – through important communication efforts towards clients asking them to manually select the most convenient network. 

Both of these mechanisms are more adequate for an integrated operator with affiliates,  amongst which it is natural for there to exist both a stable and reciprocal relationship that allows for the permanent recording of preferred networks on the SIM card, as well as a common brand, which would facilitate enormously the communication activities for the user to easily identify the most convenient network.

Once these technologies have been put in place, it has been possible for TME, together with T-Mobile, TIM and Orange, the FreeMove alliance, which facilitates the framework for negotiating and reaching bilateral agreements between operators necessary in order to be able to offer users an increasingly attractive service in terms of prices and features.

These bilateral agreements have the following aims:

· the application of discounts on the IOT depending on the traffic volume purchased

· the establishment of technical capabilities on networks that allow for improved services to be delivered to end customers (CAMEL, GPRS, MMS, UMTS...)

Belonging to the alliance enables the development of an environment in which these kinds of agreements can be reached, although it is not a prerequisite to make these possible. Indeed, the driver of these agreements has been the possibility of directing traffic and, consequently, the interest of operators to offer a wholesale service with prices and technical characteristics that can attract this traffic. An example of this is the case of the French operator Bouygues which being in the same market as an operator of the Vodafone Group (SFR) and another of the FreeMove alliance (Orange), has chosen not to integrate itself in the Starmap alliance. 

On the other hand, the fact of belonging to an alliance does not imply for TME to have an exclusive relationship, in such a way that it can still reach bilateral discount agreements and the installation of technical functionalities with whatever operators it chooses to do so outside the FreeMove alliance.

In any case, the need to improve competitive positions, both in order to develop new roaming services as well as to implant them simultaneously in different countries, and on the other hand to increase volume and consequently purchasing power, is an unequivocal symptom of the existence of competitive tensions in the market for roaming services.

4.1.3.2 Potential competition from WLAN/WMAN networks

Current Wi-Fi networks installed in hotels, event halls, airports, stations
, etc. already allow for the possibility of offering nomadic data and VoIP services. Indeed, together with the fact that almost 60% of mobile
  communications occur within indoor environments (homes, businesses), makes the services offered over these technologies potential competitors of current mobile services. 

An example of this can be seen in a citizen travelling abroad: when they decide to access the Internet or Intranet of the company (be this in an airport, hotel, etc.) they have two alternatives:

· Through a mobile operator, by using the visited network with which its home operator has signed a roaming agreement for GPRS or UMTS traffic.

· Through a WLAN connection wherever they are, both for data services (access to the Internet, remote access to the Intranet, e-mail) and for voice services through VoIP service providers (Skype, Vonage, etc...).

In this context, it is very possible that clients will choose the option that offers them the best balance between quality and price of the service.

Currently, mobile services still offer greater network security than Wi-Fi, although broadband radio access offers a greater speed and lower costs than cellular mobile technologies.

The lower costs associated to the radio access broadband technologies derive in better prices for mobile data services, both in retail as well as wholesale roaming services, putting a downward pressure on the services offered by mobile operators over 3G technologies.

The greater evidence that WLAN/WMAN networks constitute not only potential but also existing competition for roaming data services is the public announcement made by the Vodafone Group of the launch of a 100MBytes roaming offer for 75 euros for their retail clients, when it previously charged 15 euros/MB
. 

Furthermore, it should also be noted that the potential competition of WLAN/WMAN over wholesale roaming services is not limited to data services but, rather, that it is also influenced by the conditions regarding voice traffic, not only because of the introduction of nomadic VoIP services over radio access technologies (given the fact that mobile IP telephone handsets that allow for voice communication using Wi-Fi
 networks, either specific – Wi-Fi only – or multimode Wi-Fi/cellular
, are already available on the market), but also by the offer of voice services over the data traffic offered by the mobile operators themselves. 

Continuing with the previous example of Vodafone, if a retail Vodafone client found the 100MB offer much cheaper, they could use it for VoIP instead of using voice roaming services. Consequently, the prices for voice roaming services will also be conditioned by data traffic, both that of mobile operators themselves as well as that of the new wireless access broadband networks.   

In the same way, it can be stated that the appearance of new means of communication such as Skype are already having a clear and direct impact on the market, having become a real competition to the roaming services and products offered by mobile operators. 

A study carried out by Evalueserve
, predicts that Skype could reach 140 to 245 million clients worldwide by 2008. It also analyses the impact of Skype on the traditional businesses of mobile operators and reaches the conclusion that these operators could see their global profitability and revenues fall by at least 5% and 10% respectively due to Skype. According to Evalueserve, the offer of IP telephony by traditional operators will not be sufficient to setback their losses and will at the same time further cannibalise their own revenues, through poorly competitive offer vis-à-vis those offered by Skype, which are almost for free.  

In the case of mobile telephony, the study highlights that the impact of Skype will be particularly noticeable in terms of roaming revenues due to the possible combinations of Wi-Fi/WIMAX services with Skype, and further down the line with mobile communications in general, if Skype can be used through 3G technology.

4.1.4 Features of demand

The portrayal of demand is particularly relevant when analysing the existence of competition on a certain market because it reveals the capacity of demand to discipline supply and, consequently, to stop suppliers from behaving in an independent manner from their clients.

In this respect, we will outline that the market for international roaming is strongly conditioned by purchasing power of demand on the market, which not only arises from the characteristics of concentration on the market but also of new traffic direction techniques.  

4.1.4.1 New traffic direction tools that increase the bargaining power of operator clients.

The new control tools used by operator clients to choose the visited operator that will handle the traffic of their retail clients give these operators a big bargaining power in line with the following dynamics:

Practically all operators and, certainly, all the main purchasers of wholesale roaming services, already have traffic direction tools (which have generally been implemented since 2003) and, once these new tools have been installed, operators will tend to maximise the productivity they can gain from these, by directing traffic to the most beneficial networks at every moment in time. 

The main new functionalities that these home operators enjoy are:

1) Control of roaming traffic with a solution based on signalling

This solution is applicable to all the home operators users (with few exceptions, that are generally limited to the clients whose terminals do not adjust to GSM standard
) without the need of making any modification, nor in the handsets nor in their SIM cards. In this case, the new technological developments are implemented only at the network level of the home operator, in a way that they give this operator the ability to decide if it wants its retail client to be connected to a certain visited operator or if it prefers its client to be connected to another operators’ network. 

This solution is particularly valid for those environments where there exists a high variability of technical and economic conditions related to wholesale roaming and there is a need to frequently modify the preferred network depending on the conditions of service, quality and prices offered.

2) Control of roaming traffic with a solution based on the SIM card

The application of this solution, available since 2003, requires equipping end customers with SIM cards that have greater memory and processing capacity.

A new standard of GSM SIM cards has allowed for the development of cards with a larger memory, such as 32K, 64K and finally 128K. This memory allows the operator to determine, on each card, a greater number of preferred networks vis-à-vis the five that were previously possible, in such a way that the home operator can condition the handsets of their clients to choose the preferred network from the list of operators stored on the SIM cards in a visited country.

· Over the Air Platforms (OTA):
These platforms allow operators to dynamically modify the information contained on the SIM card (without the end customer being aware of this, i.e. in a transparent way for the end customer), in marked contrast to what was previously the case when the five preferred networks stored on the SIM card could only be modified through a change of the SIM card itself.

This solution is more appropriate in those circumstances where it is not necessary to frequently modify the preferred network, as is the case with the Vodafone Group, where the default preferred network is the Vodafone affiliate in each one of the countries in which the Group operates.

Consequently, the technological evolution experienced since 2003 on the roaming market has made it possible, as opposed to what used to previously be the case, for home operators to be able to programme, in a dynamic way, the operator in the visited country to which they connect their retail clients when travelling in the visited country, being able to control in an appreciable way the roaming traffic of their retail clients (according to Ovum
, between 60% and 80% of an operators’ roaming out traffic is directing through the preferred network). 

The effects of these technical capacities are highlighted with the data on the monthly or yearly change of some operators traffic. A wholesale customer of TME has been able to reduce by 35% the amount of minutes run on TME’s network (compared to the same month in the two previous consecutive years). 

At the same time, TME has also been able to use these technologies when it acts as a purchasing operator on the wholesale roaming market, as has been previously indicated, meaning that it has been able to direct more that two-thirds of its retail clients’ traffic to its preferred networks.

The data outlined allow to state that it is the operator purchasing the wholesale roaming service that is the one that chooses, in most cases, the visited network that its clients will use when they travel outside their country. Indeed, in the example of TME as purchaser outlined above, the traffic directed by TME on the preferred network increased in April 2005 382.47% when compared to that of April 2004.

The direct consequence of this new capacity for home operators is an increase in their bargaining power in the wholesale market for international roaming and, consequently, an increase in the competitive tension on the wholesale market where operators supplying the service in a given country compete between themselves in order to be the operator with the most attractive offer for the visiting operator. 

In this way, in the current context, the operators offering wholesale international roaming services  in a certain country will have to compete amongst themselves to attract the customers of roaming services by following all the criteria selected by the home operator in choosing their preferred network, which are several and include the offers of services, quality and price:

· Offer of services: an operator purchasing a wholesale roaming service tends to select the networks that provide the greatest number of services (voice, SMS, data), with the possibilities of roaming in different technologies that can be used by their end customers (CAMEL, virtual home environment, CRC, etc.).

· Price: the purchasing operator prefers to direct the traffic towards those operators with the lowest wholesale roaming prices.

· Quality: the purchasing operator prefers networks that ensure a good coverage and quality for their clients. 

In sum, the new traffic control tools have radically changed the competitive environment of the market for wholesale international roaming services, which is now much more dynamic due to the increased purchasing power of visiting operators.  

4.1.4.2 Countervailing purchasing power 

In Telefonica’s view, the evaluation of the countervailing purchasing power of demand is one of the essential aspects that must be considered when analysing the market for wholesale international roaming services in order to determine whether effective competition exists on the market.

In this sense, the following are the main features: 

a).- capacity of purchasing operators to choose suppliers

As has been outlined before, the development of traffic direction tools since 2003 has noticeably increased the capacity of purchasers (operators from other countries purchasing roaming services) to choose the operator that provides it with roaming services, being able to control in a fast and easy manner the volume of roaming traffic that it directs to the networks of different operators. 

b).- Strong price elasticity of demand
In addition to this ease of reaction and adaptation to the changing circumstances, there is a strong intensity in the actions of purchasing operators, derived from a strong sensibility to price, i.e. a strong price elasticity of demand.
The price elasticity of demand measures the intensity of the reaction of demand of a good to changes in the price of the good. In this sense, the growing competition between operators at the retail level, derived from reduced single tariffs for roaming services, increases the interest of operators to achieve better prices that allow them to pass these on to their clients with more attractive offers than those of their competitors.  

Telefónica believes it is essential to underline that belonging to an alliance does no imply that the consumption of roaming services is fulfilled only within the alliance itself, but rather that the virtue of the mentioned traffic direction technologies in terms of intensifying competition consists precisely in the fact that they allow operators not to limit themselves to purchasing minutes within the alliance to which they belong, but rather that they confer operators the capacity to direct consumption according to their preferences, be this to the networks of members of the alliance or to whatever other networks are available in a given country if these offer better conditions than the ones of the corresponding member of the alliance.

The operators present on the “visited” market, aware of this price sensitivity and the possibilities of choice that visiting operators now have, are forced to increase their efforts in order to offer more attractive conditions to “visiting” operators. 

In what concerns TME, the fact of belonging to the FreeMove alliance does not guarantee it the roaming traffic from the clients of the members of the said alliance, but rather that these operators, sensitive as they are to price, negotiate with TME the application of discounts on the IOT with the bargaining power of being able to easily direct their traffic towards other networks in the visited country. 

c).- Concentration and size of purchasing operators

In addition to what has been outlined previously there is the fact that, due to the feature of the mobile telephony markets in which the number of players on the market is relatively small, demand is strongly concentrated in such a way that all the operators on the market represents an important volume in terms of purchasing of minutes of roaming services.

Indeed, from what has been stated before, it can be said that the demand side of the wholesale market for roaming services is strong and growing in bargaining power, which inevitably translates into a strong competitive tension between the operators supplying roaming services to provide purchasing operators with more advantageous conditions than those offered by their competitors.
In this way, the countervailing power of demand becomes one of the main factors that determine that mobile operators lack the capacity to behave independently from their competitors and their clients on the market for wholesale roaming services. 

4.2 Analysis of the behaviour of players on the mobile market

4.2.1 Price competition 

4.2.1.1 Evolution of wholesale prices for international roaming 

As a consequence of increasing competition on the wholesale roaming market, which to a large extent has been due to the purchasing power of client operators and which has intensified since the year 2003 when technological developments on the roaming market have allowed operators to discipline demand that their clients make of roaming services in other networks, visited operators have seen the need to accelerate the development of new services and facilities as well as to reduce wholesale prices. This reduction in wholesale prices has been principally delivered through volume discounts.

Price competition is necessarily conditioned by the uncertainty that characterises wholesale international roaming services, in which an operator places a network capacity independently of whether it is then used or not to its wholesale clients (foreign mobile operators). These circumstances mean that the optimal way of increasing price competition is by incentivising their consumption on the wholesale markets, in such a way as to guarantee that client operators, through their retail customers, make a greater use of the service whilst at the same time client operators benefit of more attractive prices. 

Volume discounts on the nominal price of the IOT offered by a certain visited operator incentivises the visiting operator to direct their retail clients towards the network of the visited operator, in order to concentrate in this operator a high volume of traffic and in this way achieve a discount on the IOT which is effectively applied. 

At the same time, volume discounts also incentivise the development of services offers to the clients of the visiting operator.

In this way, the visiting operator will have the possibility of launching new retail services from the wholesale services offered by the visited operator and can, therefore, develop a more interesting tariff offer with the expectation of incentivising the use of roaming services amongst its clients, which will impact on the growth of roaming traffic volume and eventually allow the visiting operator to obtain greater discounts. 

To conclude, in this way both the visiting operator, through lower effective IOT tariffs, as well as the visited operator, through an increase in roaming traffic it is able to capture, will benefit.

The competitive dynamic derived from the new situation on the wholesale international roaming market can be summarised in the following flow-chart:
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Therefore, the nominal IOT prices do not represent, by themselves, the effective prices paid for by foreign operators, given that volume discounts – which in some cases can be very significant - that are applicable in each case (and which are determined by the effort undertaken by each operator with regards to their offer) need to be subtracted from the nominal prices previously outlined. 

4.2.1.2 Evolution of international roaming retail prices

The high degree of interdependence between the wholesale and retail markets for international roaming means that the best way to explain the evolution of competition on the wholesale market is the performance of the downstream retail market. The changes that have occurred on the wholesale market for international roaming has led and, in turn, induced, changes in the supply of retail roaming services.

Previously, when home operators had limited ability to direct their clients towards a certain visited operator, retail prices applied by home operators were based directly on a mark-up on the IOT applied by the visited operator. In this way, when the retail user was in a foreign country, the price per minute that they paid to their home operator when making calls varied, depending on the visiting operators they were connected to.

The price scheme was very complex for end users and rarely did they know the price that was applied to every call made, despite the efforts made by operators via their CRCs and their websites, and even fulfilling the charter of behaviour in this field. However, faced with the disparities between IOTs in one same country, home operators did not face the risk of charging one single retail price to their clients, independently on what visiting network they were on, because, furthermore, they were not able to direct their clients’ traffic to the network of operators that made better offers.  

On the other hand, the mark-ups were determined by the competitive dynamics of the retail mobile market in each home country, and this varied from one country to another.

However, all the circumstances regarding the supply of international roaming retail services changed with the appearance on the market of the traffic control technologies outlined above. 

In this way, since the year 2003, home operators, which have had the ability to force reductions in wholesale prices and to condition their users to connect to networks of operators with lower effective IOTs, perceived that the new wholesale conditions have allowed for two changes in their retail prices: 

· Reductions in the prices applied to their end customers.

· Greater transparency, ease and certainty for end customers in terms of tariff schemes (e.g. same tariffs (price/minute) for one same country or wider geographic area (by concentrating traffic in the operator with better wholesale offers, the effective IOT usually coincided with that operator)).

This evolution of the conditions of supply of retail roaming services can be summarised in the following diagram:
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In this way, currently TME offers its retail clients the same price per minute when they make calls from countries within one same geographic area, no matter what country they are in nor what operator they make their calls through. 

As a consequence of these new tariff schemes, the prices that TME retail clients pay when travelling abroad (to Germany, France and the UK) to make calls to Europe, have fallen on the great majority of networks by more than 22% (for clients wth a SIM 128K card) and more than 17% (for clients without a SIM 128K card).

Therefore, TME has transferred the lower prices to its clients, given that the new means of traffic direction have made it possible to choose the visited network and achieve volume discounts. 

As a conclusion, it can be said that technological evolutions and revolutions that have appeared on the international roaming market since 2003, with the new traffic direction control tools, have produced an increase in competition at the wholesale level, that has redounded in price reductions at the retail level, the early development of new services and functionalities and has given rise to benefits for end users through reductions in prices and more transparent and less complex tariff schemes to those that existed previously.  

4.2.1.3 Price transparency

With regards to price transparency, there is a need to differentiate between two issues in which the effects of this transparency impact in a very different way on the competitive situation on the wholesale market for international roaming services. On the one hand, the effect of this transparency on the retail market and, on the other, the effect of this on the wholesale market.

With regards to the retail market, it should be noted that price transparency is not only no damaging for competition but rather that it is desirable for users to know the prices that exist on the market in order to be able to buy the best offers available on the market
. In this sense, the adoption a Single Worldwide Tariff by TME, has contributed to the improvement of clarity of the prices applied and therefore benefit end customers.

With regards to the wholesale market, however, an excess of transparency can lead to, as has been highlighted by the European Court of First Instance, that in a market where there are few operators, one of the aspects that can cause a lesser degree of competition is precisely the transparency of offers and wholesale prices. In this circumstance in a more opaque market the functioning of the market adjusts itself to a greater extent to free competition. 

However, in the wholesale market for international roaming services there cannot be said to be price transparency, a situation which is due to two factors.

On the one hand, and with the aim of obtaining the exemption foreseen in the competition legislation then in existence, the GSM Association proceeded to notify the European Commission the Standard Roaming Agreement  in 1998
.

One of the conditions to obtain the exemption imposed by the European Commission, in letters dated October 8th 1999, was the need to establish technical means at the Infocentre (the Association’s database that registers operators’ IOTs) to avoid the exchange of information regarding prices amongst competitors.

In this respect, the Association establish a technical mechanism in the Infocentre by which operators could not access the IOTs of national competitors, but it could access those of foreign operators. 

Finally, through a letter dated April 17th 2000, the European Commission indicated that the technical means implemented by the GSM Association justified the exemption foreseen in Art. 81 (3) of the Treaty on European Union.

The above mentioned letter stated:

“Hence, we can confirm that the steps that the Association has reported implementing on 24 December 1999, consistent with its earlier undertaking, provide sufficient justification for finding that the conditions for an article 81.3 exemption clearance would be fulfilled.”

Second, if the knowledge of the IOT of a competing national operator is technically difficult due to the practices outlined above, the knowledge of the discounts applied on the IOT is impossible to determine given the fact that these discounts are not the same for all operators, but rather that their application depends on numerous objective circumstances and agreed to bilaterally between operators.

In this sense, if we adhere to the definition of the term “transparency”, i.e. that which can be understood without doubt nor ambiguity and that can be gleaned without being said, it has to be concluded that on the wholesale market for roaming in services, wholesale prices cannot be gleaned nor known without ambiguity. Indeed, the first to be interested in this are the operators themselves given the fact that this lack of knowledge improves the possibilities of reaching better conditions within the negotiation process. This is the case to the extent that even amongst the members of the FreeMove alliance, discounts are negotiated bilaterally and there is no knowledge amongst different operators of the discounts applied to other members of the Alliance.  

4.2.2 Competition in services offered 

Mobile operators make the effort not only to offer roaming services to end customers at competitive prices, but also to put at their disposal the technological developments that have allowed them to enjoy higher quality mobile services whilst they are in foreign countries.

Therefore, the demands of the mobile operators of other countries when deciding the network to which they will direct their clients towards when they travel abroad, there are factors such as the fact that the operators enjoy the opening of the CAMEL functionality, that allow them to enjoy GPRS, and more recently UMTS, services.

The latest example of this need to innovate and continuous evolution is constituted by the appearance in Europe of third generation mobile telephony. 

As a conclusion, there is a need to state that recent years have been very active and productive for the development and establishment of services associated with international roaming, that have allowed to increase and facilitate their use by end customers. 

4.2.3 Competition in service quality 

Quality is the another of the basic factors on which operators compete in a certain country. In this sense, the availability of a good coverage had been, traditionally, one of the basic mechanisms to attract foreign operators towards a certain network. 

In the same way, Spanish mobile operators compete amongst themselves in order to be able to offer a service with an adequate coverage and quality level to visiting users.

In the same way, the fact that TME has to be in a process of continued quality improvement highlights the pressure put on it by the other two supplying operators present on the same market.

5 Evaluation of positions of joint dominance on the market

As has been outlined in the document, the existence of positions of individual or joint dominance on the wholesale market for international roaming services has to be analysed in an individual way by each NRA in response to the behaviour of each of the players present on the market, and not so much due to the structural characteristics of the market.  

The competitive conditions on each one of the national markets are not identical and these have to be taken into account when evaluating the hypothetical positions of dominance on the market.

Despite this, a number of characteristics common to most markets that allow us to state that the conditions for the existence of positions of dominance on the market, can be identified.  

5.1 Mature Product / Homogeneous product

The ERG considers that the market for international roaming is characterised as being a market where there is little room for product differentiation. In the opinion of Telefónica, the reality is quite different and the competitive dynamics have determined a constant struggle between operators in order to differentiate their service from those of competitors.

To the growth in the traffic of voice services there is a need to add the extraordinary growth in messaging and data services (with growth that surpasses annual rates of 40%).

The roll out of UMTS operations in other European countries and their effective instalment on the corresponding markets will suppose a clear push in this market as the number of services that can be enjoyed by clients on different networks to that of their home networks has multiplied.

Furthermore, it is a market with a high degree of technological development, new business models (roaming broker, single tariff, alliances between operators, etc.) and the constant signing of new roaming agreements.

Consequently, it can be said that the market for roaming-in cannot be qualified as mature, but rather that it is in clear expansion, led by technological innovation.

In the same way, it cannot be stated that the roaming services offered by mobile operators constitute a homogenous product. The introduction of CAMEL services or the addition of new services such as GPRS, MMS or videotelephony, are an added value for operators purchasing roaming services. An operator will prefer its clients to register with a CAMEL network given that this will allow its pre-paid clients to use the service, or that the clients find the service more user-friendly when roaming abroad by allowing them to dial short numbers to access voice mail or customer call centres
.

Additionally, product differentiation materialises through the service quality conditions or the coverage offered by the visited operator, in this way the roaming service will be more attractive the greater the probability that a client from another operator can make and receive calls, messages and data connections under better quality conditions. 

In this sense, the efforts undertaken by mobile operators to strengthen the converage during summer periods in the places of greater tourist areas, with the aim to guarantee better quality and coverage conditions, both for their own clients as well as the clients of foreign operators registered on their network.

5.2 Evolution of demand / Maturity of the market

The ERG stresses that there is no substantial evidence to suggest that wholesale demand for roaming services is increasing dramatically. In this respect, Telefónica wishes to highlight the criteria of “stagnant or moderate demand growth” as an indicator of the probability of tacit collusion has been criticised from different fora, including the ERG in its working document titled “Revised ERG Working Paper on the SMP concept for the New Regulatory Framework”, published in October 2004, which concludes that “the interpretation of this criterion with respect to collective dominance is ambiguous”.

However, Telefónica understands that the demand for roaming services is growing, as has been highlighted in the point previously analysed on the maturity of the market.
There are two additional aspects with regards to the evolution of demand on the market for roaming that in Telefónica’s opinion are relevant when evaluating the probability of tacit collusion. The first of all, the strong seasonality of some markets such as the Spanish one and the majority of Mediterranean countries, for which tourism in the main source of visitors entering the country. In these markets, tacit collusion is more difficult to maintain, given that there are great incentives to break such an agreement and lower the price during the high season. Given the inevitable degree of delay in the effects of retaliations taken by competitors, this looses its effectiveness since it occurs at a moment when demand has fallen.

Graph III shows the monthly evolution of foreign visitors in Spain during 2004. An operator that would have broken a hypothetical tacit agreement by reducing prices at the beginning of the month of July would have found itself in the condition of being able to capture a large amount of roaming traffic during the months of July and August, which concentrate 25% of visitor entries into Spain.

Graph III. Foreign visitors in Spain (2004)
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Secondly, it has to be taken into account that the demand for roaming traffic by a certain operator is not easy to predict, meaning that on occasions it is not possible to indicate whether a fall in traffic is due to a fall in demand for the operator’s services or due to the breaking of an agreement by a competitor. Graph IV show the rates of growth in the total number of visitors who entered Spain between 1998 and 2004, as well as the increase in the number of visitors from the 5 countries where the largest number of visitors to Spain come from, which in the year 2004 were 72% of the total number of visitors. As can be seen, even in the countries with lower volatility it is difficult to make these predictions. This exercises becomes more complicated by the fact that other additional factors, such as a change in retail conditions in the country of origin (roaming out tariffs, market shares or user profiles) or the use of traffic direction technologies, which complicated the comparative analysis of demand from operators from the same country. 

Graph IV
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5.3 Similar cost structures

Telefónica does not share the ERG’s opinion on the similarity of cost structures. The ERG particularly identifies similar coverage with similar marginal costs and concludes that given the majority of operators offer roaming services with similar coverage, their marginal costs are also similar and therefore tacit collusion between operators is more feasible. 

Taking into account that roaming services share network resources with the rest of mobile services offered by operators, the marginal cost of these will essentially depend upon the total volume of minutes run on the networks where roaming services are demanded, of the additional minutes these are and the spectrum that every operator has been assigned. The situation in Spain is a good example of how the three operators have practically covered all tourist zones and cities, and the marginal cost of each one of them is very different. 

Telefónica Móviles has a slightly higher available spectrum than Vodafone and both can use the 900MHz and 1800Mhz bands. However, Telefónica Móviles has double the amount of traffic than Vodafone. The result is that Telefónica has a higher marginal cost given that to increase its capacity it is obliged to reduce the size of cells and install new base stations. If we limit ourselves to the marginal cost of the roaming services, the difference between Telefónica and Vodafone is still greater if we take into account the seasonality of the flux of visitors and the difficulty to access new sites to establish base stations. Indeed, during the high season Telefónica is obliged to redesign and install mobile base stations in tourist areas.

The case of Amena is quite different. The spectrum of Amena is very different to that of Telefónica and Vodafone, and therefore the evolution of the network to adapt to increases in capacity is also different. On the other hand, although Amena has just been adjudicated the of the 6 MHz EGSM band, the asymmetry in the number of channels available and the fact that the network designed exclusively for the 1800 MHz band makes that incremental costs be very different to those of the competitors.  

In any case, competition is not articulated through differentiated costs structures, but rather they are derived from the efforts of operators to minimise their costs through an increase in productive efficiency that allows them to obtain a competitive advantage over the rest of market players. 

5.4 Low elasticity of demand

As in the case of the criteria of reduced demand growth, the criteria of elasticity is not conclusive as an indicator of the probability of the existence of joint dominance, an opinion expressed by the ERG in the mentioned working document of October 2004 above the SMP criteria of the new regulatory framework. The document itself states that the “the elasticity of demand is an ambivalent criteria in the context of the evaluation of joint dominance”. 

With independence of the validity of the criteria and the need to analyse on a case by case basis how this influences on the three criteria of the Airtours case, Telefónica wishes to give its opinion on the existence of elasticities of demand for mobile roaming communication services. 

On this issue, we can establish two types of demand: immediate demand derived form the technologies that allow operators to direct traffic, and indirect demand derived from the elasticity of demand with the price of the end customers, once more transparent tariff schemes (single tariffs) have been put on the market and the lower prices of wholesale services have been transferred to end prices. 

In both cases, the model of competition established on the roaming market derived from the availability of traffic direction technologies has created elasticity of demand, as there exists a direct benefit due to the increase in traffic created by volume discounts. 

Considering that foreign operators compete in order to offer their end customers more competitive roaming prices and do not limit themselves to simply applying a rate based on the IOT plus a mark-up, they are very interested in paying lower wholesale prices, i.e. their demand is very price elastic. Therefore, operators have an incentive to purchase a greater volume of roaming services due to the expectation of having increasing volume discounts applied to their purchases. 

The ERG states in its document the possibility that alliances create a fall in the elasticity on the wholesale market. However, with regards to pricing policy, alliances are a framework in which to negotiate discounts over nominal IOTs, and not a vehicle to ensure exclusivity. The fact that operators increasingly direct traffic towards other members of the alliance is precisely in reply to greater discounts secured by these operators. As has been demonstrated in the previous section with regards to substitutability between networks, not only is there not an exclusivity between members, but rather these strategically use traffic control mechanisms in order to obtain the discounts of the members of the alliance.

5.5 Absence or insufficient price competition

As has been previously explained, the appearance on the international roaming market of traffic direction technologies has increased competition in wholesale roaming prices, which have above all occurred through volume discounts that incentivise an increase in the traffic on the network of a visited operator and furthermore allow the client operator to obtain important discounts on the wholesale prices paid for these services.

In this sense, there has been a decrease in the effective IOTs, and predictably this downward trend will continue or increase as operators fine-tune their experiences with these traffic direction tools.

These discount systems, dependent on the volume of traffic, have a double aim: to improve the competitive position of operators vis-à-vis their competitors on the national roaming market, through IOT price competition, and incentivise the home operator  to transfer to its end customers the better wholesale prices of the operator in order to be able to provoke an increase in demand for traffic per user and, consequently, the said home operator can achieve , in turn, new discounts of wholesale prices (positive feedback process that guarantees the sustainability of the model of competition).

As opposed to what is stated in the ERG document: “Discounts at wholesale level have begun to be generally implemented in the last couple of years between MNOs, but so far it has not been brought to evidence that savings are passed on to end user”, it is necessary to state that retail prices - induced by changes at the wholesale level and technological developments - have evolved in two ways:

· Greater transparency: through single tariffs, independent of the country visited (within each one of the geographical areas) and, in some cases, independent of the operator visited. 

· Lower prices: the price of calls paid by retail customers of a significant number of operators when roaming abroad has fallen as wholesale prices charged to foreign operators have improved.

In both cases, the benefits for the end customer are evident, with the number of very advantageous roaming tariff schemes of mobile operators having multiplied over recent months, with improvements such as the inclusion of flat rates for data traffic, a new feature unknown to the market until then.

5.6 Absence of countervailing purchasing power of operators 

The wholesale roaming market in Spain, and by extension the rest of European markets, is a market that features a high and growing countervailing purchasing power of client operators.

This purchasing power is mainly due to:

· A high degree of demand concentration: in some markets, only 5 operators represent more than 50% of roaming-in revenues, which leads to the conclusion that is a highly concentrated market. In this sense, the choice by one operators not to direct the traffic of its retail clients through the network of another operator would lead to a strong fall in the total volume of wholesale roaming traffic, placing this operator at a disadvantageous position with regards to its potential client, which could have chosen to use the other suppliers on the given market.  

· The ability of operators to direct their clients’ traffic towards the networks of visited operators: mobile operators currently have traffic direction technologies based on signalling (that can be used by all clients) and on the SIM card (that can be used by clients with a high capacity SIM card).

As opposed to what is stated in the ERG document: “With traffic directions techniques (i.e. the ability by a home MNO to direct its roaming traffic onto specific foreign networks) effectively working there is the possibility to start exerting competitive pressure at the wholesale level, but so far it is unclear whether this is actually happening in a meaningful manner” the effectiveness of traffic direction technologies is already a reality on the market today.

An example of the effectiveness of these new technologies, the distribution of traffic carried out by TME in a Latin American country is highlighted. In this case, since December 2004, all the traffic direction mechanisms towards the network of the Telefónica Móviles operator were put in place, and this resulted in an increase of over 350% of roaming traffic on its network.

In this sense, the concentration of demand by a certain number of operators confers them with an extraordinary bargaining power, particularly at the present time when the effectiveness of traffic direction techniques allows operators the choice of network used by their end customers, dependent on the economic, service, quality and coverage conditions that these are offered by different supplying operators on the market.  

The immediateness of the change of the preferred network and absence of switching costs determines whether a supplying operator is forced to negotiate preferential conditions, especially with larger operators, given that a very significant share of business is at stake (suffice it is to say that there are client operators that represent a share of more than 20% of total annual sales of roaming services on certain markets).

5.7 Lack of technological innovation, technology that is almost obsolete 

Perhaps technological innovation is currently the most characteristic feature of the market for roaming. It is the appearance of traffic direction techniques that have led to the most important changes in the competitive conditions on the market when compared to the feature of the market a few years ago.

However, technological innovation is not only limited to the direction of traffic but, rather, it extends to a number of aspects of mobile telephony and it enables  operators to improve their competitive position:

· SIM cards with greater capacity: on which a home operator can set an extensive list of preferred networks (dependent on IOTs, coverage, services offered, etc.)

· Developments of platforms that allow the operator to modify, in a dynamic way, the list of preferred operators.

· New versions of CAMEL, both for pre-paid and post-paid clients, that enable new functionalities and facilities to be incorporated to the services enjoyed by clients

· The improved capacity that UMTS technology will allow for in the supply of services when roaming, all this within the framework of VHE, that will allow for a more transparent use of services, independently of whether the user is registered or not on the home network.

5.8 Lack of potential competition

In Telefónica’s opinion, and without prejudice of the fact that the concept of potential competition looses relevance with the existence of effective competition between operators already present on the market for mobile services,  it is not sufficient to appeal the high sunk costs implied in building a new network in order to conclude that potential competition does not exist on the market. NRAs should at least study four sources of possible competition that could have an important effect on competition in the short and medium term: 

· On certain markets such as the Spanish one, there are new operators with 3G licences and with investment and coverage commitments. It is precisely urban areas and tourist regions that are the first areas to be covered by a new network operator. 

· In the medium term there are standards developed that can compete with cellular telephony (WLAN/WMAN).

· Providers such as Skype are already competition for suppliers of wholesale roaming services.

· The price of international call terminated on mobile networks, which in their radio section are regulated on a cost-oriented basis, are a limit to the wholesale price for roaming to the extent that if there were a large difference between both could give rise to “call back” calls when the two parties carrying out the call are part of the same economic unit. In this sense, it is important for NRAs to pay attention to the interrelation between the wholesale and retail markets for roaming, given that if the source operator applies a very high margin on receiving calls when roaming, end customers will not have the incentive to adapt themselves to the cheaper alternative. 

5.9 Evaluation of joint dominance

Telefónica wishes to highlight a number of issues that it believes complicates the existence and sustainability of tacit agreements, and that NRAs should take into account when carrying out their market analysis:

5.9.1 Ability to reach agreements

In a market where cost structures and the market shares of operators are very different , it is very difficult to reach an agreement on market price that maximises the interest of all the players on the market.

5.9.2 Sustainability of the agreements

It is not completely obvious that the three conditions outlined in the Airtours case to analyse the sustainability of agreements are present on the wholesale market for roaming services.

Transparency is limited by the confidentiality of discounts and by the complexity of predictions to evaluate the fall in demand that could be due to the break-up of an agreement or the fall in the volume of roaming traffic demanded by the subscribers of the home operator.  

The ability to retaliate is weakened in those markets where demand is seasonal and in those cases where there are asymmetries in excess capacity. Furthermore, the possibility to punish operators is strongly linked to the criteria of transparency: to the extent that operators do not know the discounts applied by their competitors to foreign operators, there is no way of punishing an operator that discontinues a presumably coordinated action. On the contrary, operators can behave in a independent manner in applying discounts without fearing the “reprisals” that characterise markets where there is joint or collective dominance.  

The strong concentration of demand in a limited number of operators grants these a purchasing power that is not negligible a priori and that NRAs must evaluate, particularly when in a bilateral negotiation there is a strong asymmetry in roaming traffic against the visited operator.    

Finally, the appearance of alternative networks and the use of VoIP are an exogenous threat in the short and medium term that greatly complicates possible tacit agreements between operators by reducing the expected lifespan of these agreements and by creating incentives for one of the sides to break away from this type of agreements.  

6 Expected evolution of the market

In line with the considerations about the current situation of the roaming in market in Spain and taking a forward-looking view as to the progress of competition on this market since 2003, we can infer that the evolution of the roaming in market will be characterised by the following features:

· Greater effectiveness of traffic direction techniques

· Growing evolution of the discounts applied by visited operators

· A favourable environment for the development of simplified and more transparent tariff schemes for end customers

· Fall in the price of roaming calls as a consequence of the transfer of the lower costs incurred by wholesale clients

· Increase in the traffic derived from price elasticity of demand 

· Downward trend in roaming tariffs derived from the existence of potential competition created by alternative access networks (WiFi) and VoIP service providers.

The competitive dynamics that exist on the market will allow for the development of a value creation spiral where both operators and, particularly, end customers, benefit directly and immediately by the growing level of competition on the roaming- in market. 

7 Conclusions

The wholesale market for international roaming is a market that is characterised by an increasing purchasing power of customers, which has been brought about by the great technological innovations that have been developed by purchasing operators, the functionalities of which have allowed these operators to establish preferred networks for their clients when using roaming services.

This increase in purchasing power has resulted in:

1) First: a great strengthening of the bargaining power of purchasing operators for this wholesale service.

2) Second: an increase in the competitive pressure between Spanish mobile operators, in their role as suppliers of wholesale roaming services, who have had to respond to the competitive pressure put on them by their wholesale clients by:  

· An improvement and enrichment of the offer of services for roaming clients: the development of CAMEL has been crucial in achieving this aim, as has the collaboration between operators (due to alliances or their multinational presence), a factor that will become increasingly important in the future.

· A good quality of service.

· An attractive price: TME has had to reduce its wholesale roaming prices through volume discounts, which has been deemed to be the most adequate way of fostering an increase in the use of wholesale roaming services. 

3) Third: a benefit for customers in terms of:

· Wider services offer available when roaming (GPRS, UMTS, possibility of pre-paid clients to make calls, etc.)

· An increase in the ease of use of the services (dialling as in home country, access to short number services without PIN codes, etc.)

· Decrease in retail roaming prices (as a consequence of volume discounts at the wholesale level).

· Enrichment of the tariff schemes available for international roaming retail services (in the case of TME, different types of its single worldwide tariff scheme independent of the country, operator and currency fluctuations).

· Price transparency as the cost of the service becomes totally predictable to the customer

· Quality of service 

It can therefore be concluded that the wholesale market for international roaming in Spain is currently a market that is effectively competitive which, furthermore, has certain features of a market where potential competition is increasing, and where there are strong variations in the traffic determined by visiting operators (due to their capacity to influence the direction of traffic towards different networks)

Other features that can be highlighted include the high level of technological development, new business models (roaming broker, alliances between operators, increasing international presence and growth, etc.) and an increase in demand (increases in the number of agreements reached and in the volume of traffic on networks).

Indeed, in terms of the analysis on joint dominance, it can be said that the wholesale market for international roaming in Spain is a market that does not favour tacit collusion between supplying operators, given that it is a market with growing demand, a high level of bargaining power of the purchasers on the market, technological innovation, investment efforts to offer the best coverage and quality possible to wholesale clients. Furthermore, it is a market that shows signs of having increasing price competition where supplying operators have strong incentives to break away from any type of concerted action with its competitors in the wholesale market. 

In any case, the countervailing purchasing power of client operators also blocks supplying operators from behaving in an independent manner from their clients.

Therefore, in Telefónica’s opinion, there is evidence of real and increasing competition on the wholesale market for international roaming, which is principally derived from the efficiency of traffic direction techniques.






























































































� Residents of the country of origin of the operator that have visited Spain and have spent at least one night in Spain.


� In certain cases, the  cost for the WiFI client is nil (e.g.  price is included in the price of a bedroom in hotel, as is the case in an increasing number of hotels)


� If reference were made only to data services, this percentage would probably rise considerably.


� Press release of June 13 2005


� Cisco, Pulver Innovations, Spectra Link, Vocera, Badge, etc. terminals


� Calypso, Motorota, Nokia, Sony Ericsson, etc. terminals


� See “Impact of Skype On Telecom Service Providers”, Evalueserve Report, 06/01/2005.


� A very small percentage of the total number of handsets


� “Roaming strategy for groups” (Ovum, 2003)


� As is stated by the latest decisión from the Portuguese NCA on retail prices for mobile services


� Case No. IV/37034 GSM MoU Association – Inter. Operator Tariff for Standard International Roaming Agreement.





� Normally, a visiting operator informs its client whether they have CAMEL facilities available when it registers on another operators network, even indicating those networks in the visited country where this feature is available
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