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REGULATOR'S ROLE IN FIXED TELECOMMUNICATIONS COMPETITION

Objectives

The objective of this study is to explore different regulatory options and their impact on 
competition in the fixed telecommunications market. In order to fulfil this objective, three 
research questions have been set: How do the actions taken by the regulator affect the 
competitive situation in the fixed telecommunications market? How does the industry evolve 
from monopoly market to open competition? Does the history of the telecommunication 
market in question affect the outcome of liberalisation and how? These questions have been 
answered in the context of two cases: Finland and Germany.

Research process

The study is conducted using case study method, specifically holistic multiple-case design. 
The regulator's role has been chosen as a unit of analysis. Three data sources are used: 
interviews, documentation and archival records. The data is analysed using the theoretical 
framework and the literature review as a basis. Both cases are first analysed separately and 
then a cross-case analysis is performed.

Findings

A key finding from this study is that actions taken by the regulator have a large impact on the 
liberalisation process and on the competitive situation after the liberalisation. Also the 
outcome of the regulator's actions affects the regulator in further regulatory decisions. Local 
telephony is the main problem area in creating competition.

The evolution of the market from monopoly to competition follows a process in five stages, 
although the researcher contends that the stages are partially overlapping. The history of the 
telecommunications market affects the liberalisation process and through that the market 
situation after the liberalisation. It also affects the regulator in making the decisions about 
market liberalisation and regulatory policies.

Key words
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Tiivistelmä

REGULATOR'S ROLE IN FIXED TELECOMMUNICATIONS COMPETITION

Tavoitteet

Tämän tutkimuksen tavoitteena on kartoittaa erilaisia säätelyvaihtoehtoja ja niiden vaikutusta 
kilpailutilanteeseen kiinteän verkon telekommunikaatiomarkkinoilla. Tämän tavoitteen 
saavuttamiseksi on asetettu kolme tutkimuskysymystä: Miten lainsäätäjän toimet vaikuttavat 
kilpailutilanteeseen kiinteän verkon telekommunikaatiomarkkinoilla? Miten toimiala kehittyy 
monopolimarkkinasta avoimeen kilpailutilanteeseen? Vaikuttaako kyseisen 
telekommunikaatiomarkkinan historia kilpailun vapauttamisen lopputulokseen ja miten? 
Näihin kysymyksiin on vastattu kahden tapauksen (Suomi ja Saksa) perusteella.

Tutkimustapa

Tämä tutkimus on toteutettu käyttäen case-metodia, tarkemmin ottaen kyseessä on 
holistinen usean casen tutkimustapa. Tutkimuksen kohteeksi on valittu lainsäätäjän rooli. 
Tutkimus käyttää kolmea tietolähdettä: haastatteluja, dokumentaatiota ja arkistoja. Kerätty 
tieto on analysoitu käyttäen työn teoreettista viitekehystä ja kirjallisuustutkimuksen tuloksia 
pohjana. Caset analysoidaan ensin erikseen ja sen jälkeen caseja verrataan toisiinsa.

Tulokset

Tärkeä tulos tästä tutkimuksesta on, että lainsäätäjän toimilla on suuri vaikutus 
kilpailunvapautumisprosessiin ja kilpailun vapautumisen jälkeiseen kilpailutilanteeseen. 
Lainsäätäjän toimien seuraukset vaikuttavat myös lainsäätäjään itseensä tämän tehdessä 
myöhempiä lainsäädäntöpäätöksiä. Paikallispuhelut ovat pahin ongelma-alue kilpailun 
luomisessa.

Markkina kehittyy monopolitilanteesta avoimeen kilpailuun viisi-vaiheisen prosessin kautta, 
joskin tämän tutkimuksen perusteella vaiheet näyttävät osittain päällekkäisiltä. 
Telekommunikaatiomarkkinan historia vaikuttaa kilpailun vapautumisprosessiin ja sitä kautta 
kilpailutilanteeseen vapautumisen jälkeen. Se vaikuttaa myös lainsäätäjään tämän tehdessä 
päätöksiä kilpailun vapauttamisesta ja siihen liittyvästä lainsäädännöstä.

Avainsanat

Telekommunikaatio, kilpailun vapauttaminen, lainsäätäjä, vapaa kilpailu
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1 Introduction

1.1 Background

Telecommunications has traditionally been considered a strategic industry that has to be 

controlled and in most cases owned by the government. Typically each country had their 

post, telecommunications and telegraphy operator (PTT) that held a monopoly position in 

offering telecommunication services. The general view was that this was the only way to 

guarantee equal access and quality of service to everyone. The telecommunications industry 

was also thought to be a natural monopoly meaning that the most efficient way of providing 

the services was by a single company (Perrucci and Cimatoribus 1997, 499).

Over the time the government monopoly in telecommunication services has proven 

inefficient. In most countries the pricing of the services has not reflected the actual cost 

structure. Some services (often long distance and international calls) have been overpriced 

and the revenue has been used for subsidising other services (e.g. local calls). Sidak and 

Spulber (1998) point out that cross-subsidies distort customers' decisions about which 

services to use as the price gives no indication of the costs related to services. The 

customers will use the underpriced services more than they would if the services were not 

subsidised. On the other hand they avoid using the overpriced services and search for 

alternatives that would not be used otherwise. This behaviour leads to economic inefficiency.

Often the monopoly has not even been able to meet the demand. Development of new 

services has been slow. Regulation encouraged the PTTs to concentrate on building 

capacity, enhancing reliability and achieving other objectives set by the government instead 

of responding to changing market requirements (Sidak and Spulber, 1998). Especially in 

developing countries there are long waiting lists even for the basic telephone service. In 1994 

the number of people in the waiting lists in these countries was 45 million according to
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Bishop et al. (1996, 43). The authors also state that this is a conservative estimate for the 

pent-up demand since all countries do not report waiting lists and the long waiting lists 

discourage people from registering to the list.

1.1.1 Liberalisation in telecommunications

Partly because of the obvious inefficiency of the government monopolies and partly due to 

the overall trend towards liberalising international trade, many countries have made the 

decision to liberalise the telecommunications market and open it to competition. This process 

started in the United States in the 1970s and has since then spread throughout the world.

The European Union legislation liberalising all telephone services came into effect in the 

beginning of 1998. The World Trade Organization (WTO) has also aimed at liberalising trade 

in telecommunications services. In 1997 the Basic Telecommunications Agreement was 

formulated and it was also due to become effective 1.1.1998. However, the agreement has to 

be ratified or otherwise confirmed by the participating governments, which has been a slow 

process. By the end of 1997, forty-nine of the sixty-nine participating countries had ratified 

the agreement. (Tyler and Joy 1997,1-10)

1.1.2 Competition in telecommunications

According to Stonham (1998, p.319), there are three forces that have changed the 

telecommunications industry over the past decade: liberalisation, technological change and 

globalisation. Liberalisation has enabled the creation of a large number of new competitors in 

the previous monopoly markets. This is of course a threat to the incumbent operators but 

many of them have also seen the opportunity provided by liberalisation: the incumbents are 

now entering foreign markets and buying shares of foreign operators.



3

Stonham (1998, 320) sees four key technology trends affecting telecommunications:

• Merging of telecommunications and computing

• Provision of very large bandwidth

• Internet

• Wireless telephony

Already now we can see the trend that voice traffic is moving from the fixed networks to the 

mobile networks. For example in Finland 47 % of the turnover of telecommunication services 

came from mobile communications in 1997 (Mattila, 1999). New technology allows faster 

data transmission over the existing copper cables and the Internet seems to be the key driver 

in this development. The development of technology will bring not only the integration of 

telecommunications and computing but also the entertainment industry. The higher 

bandwidths allow transmission of not only data but also video content.

Telecommunications operators are responding to the demand from multinational 

corporations and forming global service alliances to be able to offer 'one-stop-shopping' for 

the MNCs. Examples of this type of alliances are Concert Communications Services (lead by 

ВТ and MCI), WorldPartners/Unisource (AT&T, KDD, Singapore Telecoms and Unisource) 

and Global One (France Telecom, Deutsche Telekom and Sprint). (Stonham 1998, 320-321)

1.2 Research gap and research questions

The forces of liberalisation, technological change and globalisation have totally changed the 

market place in telecommunications. The old rules of the game no longer apply. The role of 

the regulator has changed dramatically. There are a large number of new operators who 

enter the market that is dominated by a large competitor. This situation raises the question of 

the most suitable regulatory intervention to provide the optimal conditions for competition.
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There has been a lot of discussion about how the liberalised market should be regulated in 

order to encourage competition. Some authors (e.g. Perrucci and Cimatoribus 1997) contend 

that the regulator should be active in creating conditions under which new operators can 

successfully enter the market. Others, such as Sidak and Spulber (1998) argue that the 

market itself is the best creator of competition and that regulators can only distort the 

competition. Furthermore, there are studies about specific issues in the new competitive 

environment, such as access pricing, i.e. pricing of the use of another operator's network for 

completing the call (Laffont et al. 1997) or number portability, i.e. possibility of retaining the 

existing phone number even when changing operators (Reinke 1998).

In spite of the interest that the subject of liberalisation raises, the researcher of this study 

contents that most of the studies seem rather theoretical. The differing regulatory regimes 

together with the unique history of each country's telecommunication industry create different 

kinds of possibilities for competition. The objective of this study is therefore to explore 

different regulatory options and their impact on competition. In order to fulfil this objective, the 

primary research question is:

• How do the actions taken by the regulators affect the competitive situation in the fixed 

telecommunications market?

This research question will be answered in the context of two cases: Finland and Germany. 

Also the following research subquestions have to be answered:

• How does the industry evolve from monopoly market to open competition (i.e. the 

process of liberalisation)?

• Does the history of the telecommunication market in question affect the outcome of 

liberalisation and how?

The objective of the literature review is to conceptualise the issues raised by these 

questions. Based on the literature review, a theoretical framework will be built. The empirical
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part of the study consists of two example cases. The objective is to explore how the same 

three questions have been dealt with by the cases and to provide empirical evidence.

1.3 Definitions and limitations

In the literature the terms liberalisation and deregulation are often used as synonyms, 

meaning the process where the monopoly rights are taken away from the incumbent operator 

and the market is opened to competition. During this process some of the old regulations are 

cancelled (thus the term deregulation), but typically an even larger number of new rules are 

created. Sometimes the term reregulation is used to describe the process more accurately.

In this study, however, this process of opening the market to competition will be called 

liberalisation.

In the context of this study, the term regulator means an official body that has been given the 

task of preparing industry specific legislation as well as the implementation of that legislation. 

In practise the regulatory function can be divided between several bodies and may be linked 

to ministries or to telecommunication operators. Ideally, the regulator should be independent 

of the influence of the participants in the market that it regulates.

This study limits itself to the wireline part of the telecommunications operator industry. Thus 

the term operator will in this context refer to any fixed network telecommunications operator. 

In case a company offers both fixed and mobile services, only the fixed service provider part 

of the company is considered, even though this distinction might be difficult.

This study considers there to be two kinds of operators in this industry: incumbent operators 

and challengers. The incumbent operators are the dominant operators that used to have a 

monopoly position in the market before liberalisation. The term challenger operator means 

any new operator to the market in question that is competing against the incumbent. Due to
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liberalisation and globalisation an incumbent operator from one country might be operating 

as a challenger in other markets.

Unbundling means "the possibility of purchasing individual parts of the network and not 

whole packets prepared by the dominant operator1" (Perrucci and Cimatoribus 1997, 505). 

For example the challenger operator could invest in their own switching equipment and 

transmission but lease the copper access to the customer's premises from the incumbent.

Interconnection means that a phone call initiated by a customer of one operator can be 

connected to a customer of another operator.

Universal service is a term used to describe the obligation to offer the same quality of service 

at the same price to all customers regardless of their geographical location.

Number portability can mean three things:

1. Provider portability; the customer can keep the same phone number even when changing 

service provider.

2. Service portability; the customer can keep the same phone number even when changing 

services, e.g. from POTS (plain old telephone service) to ISDN (Integrated Services 

Digital Network).

3. Location portability; the customer can keep the same phone number even when moving 

to a different geographical location.

(Reinke 1998, 74-75)

In this study the term number portability is used to refer to provider portability.

1 Perrucci and Cimatoribus use the term dominant operator in the same meaning as the term

incumbent operator in this study.
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1.4 Structure of the study

Chapter 2 draws together the findings from the literature review. The literature review starts 

with an assessment of the telecommunications market before liberalisation and proceeds to 

describing the liberalisation process. Then the state of competition in the telecommunications 

market and the effect the regulator's actions have on it is evaluated. Finally key areas 

requiring regulation are discussed.

Chapter 3 describes the methodology of the study. Chapter 4 consists of the findings of the 

empirical part of the study and discussion based on that. The empirical part starts with a 

description of the EU regulatory framework followed by the case studies of Finland and 

Germany as well as a cross-case analysis. Chapter 5 concludes the study and summarises 

the findings.
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2 Overview of previous research

2.1 Market conditions in the advent of liberalisation

Tyler and Joy (1997, 63-68) have listed several anomalies of the telecommunications market 

before liberalisation. Firstly, there Is lack of globalisation and transnational competition; the 

service cannot be offered by a foreign competitor nor can the customer buy the service from 

a foreign operator. Secondly, one provider dominates the market; very rarely the incumbent 

has less than 60% market share even In countries where competition has been allowed. 

Thirdly, one provider offers all types of services produced from fibre optic transmission to 

specialised applications and from cellular telephony to video conferencing. Furthermore, 

there Is no wholesale market; the incumbents are very reluctant to sell on a wholesale basis 

with corresponding discounts. Also, no Indirect sales or distribution channels are used; 

typically the incumbents sell their service only directly to the end-user. Finally, only one 

combination of price and quality Is offered; It Is not possible to buy inferior quality of service 

with a lower price.

In the advent of liberalisation the market situation Is asymmetric. This Is mainly attributable to 

the competitive assets the incumbent operator possesses due to Its former monopoly 

position. Perruccl and Clmatoribus (1997, 494) have Identified some of the advantages of the 

incumbents and challengers. First of all the incumbent Is established In the market: It has 

typically a large customer base and Is well known by all the potential customers (Perruccl 

and Clmatoribus 1997, 494). This means in practise that they have a strong position in the 

market. It Is much easier to keep the existing customers than to attract them to switch service 

providers. On the other hand the incumbent might also have a negative Image In the 

customers' minds as the old-fashioned, slow and bureaucratic government organisation.
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Secondly, the incumbent often enjoys the kind of economies of scale and scope not readily 

available to the challengers entering the market. The economies of scope can be taken 

advantage of when expanding to new services. Thirdly, the incumbent has a huge installed 

base of infrastructure, some of which has been paid back years ago under government 

funding. Finally, the incumbents in many cases have financial resources that are hard to 

match by a new entrant. (Perrucci and Cimatoribus 1997, 494)

Also the challenger may have specific advantages. First of all since the challenger does not 

have existing infrastructure it is free to invest in the latest technology without having to 

consider the adaptation to older equipment. Similar kind of advantage is obvious in the 

organisational side: the new operator can build its organisation flexibly in accordance with 

the current needs. Typically the challenger is also free of the universal service requirements 

imposed on the incumbent. This means that the challenger can target only the most 

profitable customer segments and geographical areas. (Perrucci and Cimatoribus 1997, 494)

Bickford (1998, 473-474) discusses the legacy from the monopoly that makes healthy 

competitive markets difficult to develop. For example, the balance of prices between local 

and other services often means that local services have low or even negative profitability, 

while long distance and international services are highly profitable. This makes entry into 

long distance and international services easy, whereas it is very difficult to create competition 

in local services.

The traditional lack of customer focus in the incumbent's organisation will take time to 

change. This may help the entry of new challengers. The government or regulator often 

accepted (or even encouraged) the incumbent to develop new services with thin returns, 

priced incrementally on monopoly network returns. This may involve uneconomic sunk costs 

or a scale of business that the challengers cannot easily match. (Bickford 1998, 473-474)
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A further consequence of the previous monopoly situation is that innovation is limited by the 

need to ensure compatibility with earlier investments. Problems are also caused by the fact 

that the incumbent was often used for public good or for advancement of political goals. An 

example is the geographical uniformity of prices, which has often been maintained after 

liberalisation through universal service regulation. (Bickford 1998, 473-474)

For international telephony, the monopoly structure created a network of reciprocal traffic 

delivery agreements, with associated settlement rates for delivery of the calls to the recipient. 

The inflated settlement rates have lead to very high international call charges. (Bickford 

1998, 473-474)

2.2 Development of the competitive situation

In many countries the liberalisation has proceeded with small steps towards a fully liberalised 

market. For example in European Union liberalisation in telecommunications started in 1988 

with liberalisation of the supply of terminal equipment. Over the years followed liberalisation 

of value-added services and data communications, satellite services and equipment, 

telecommunications using cable television networks and alternative networks, mobile 

telephony and finally in 1998 all infrastructures and voice telephone services. (European 

Commission 1997)

In addition to the stepwise change of the regulatory environment, the formation of a new 

competitive situation takes place in phases. O' Beilly (1995, 123-125) has as a part of her 

study of the airline industry liberalisation identified recurring structural changes that are not 

dependent on the industry which is being liberalised. The process can be described as 

consisting of five stages:



11

1. 'Regulated strategic torpor': In the regulated industry the competition is almost non

existent and not based on price, there are high entry barriers, the performance of most 

companies is poor, buyer power is very low and prices are high.

2. 'Pre-deregulation jockeying': Before the liberalisation both incumbents and the companies 

planning to enter the industry follow pre-emptive strategies, e.g. acquire new assets and 

personnel, promote heavily (the challengers to make themselves known and the 

incumbents to increase brand loyalty) and search for linkages with other operators to 

form competitive alliances. There is also high amount of political lobbying in order to 

make sure that the rules of the liberalised market are as suitable as possible.

3. 'Advent of deregulation': As the market is liberalised there is a large number of new 

challengers that all seek for differentiated strategies or niches that they can exploit. 

Typically competition is severe and it causes price and profit erosion.

4. 'Shakeout': Lower prices become the main competitive strategy and as a result the 

weakest companies have to exit the market. There are a large number of mergers and 

acquisitions.

5. 'Relative competitive stability': At this stage the new rules of the competition have evolved 

and the number of competitors has become quite stable. Competitive stability is seen for 

example in price-matching strategies. Still, the entry barriers are much lower than before 

liberalisation and there is always the possibility of challengers.

In telecommunications industry the different countries are in different stages of this process.

Some are still regulated markets, some are planning to open the markets to competition and

some have already experience of the competition in telecommunications. Most EU countries

have liberalised the market in the beginning of 1998 and are now in the 'advent of
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deregulation' stage. At the same time the competition is internationalising and it becomes 

increasingly difficult to separate the markets in different countries.

When taking a more detailed look, it seems that in this stage model different parts of 

telecommunications industry may be in different stages. For example the situation in long 

distance market segment may be different from the local telephony market. This is partially 

due to the differing liberalisation times of the different segments of the industry and partially a 

result of the differing characteristics of the markets. Typically the competition starts in the 

international calls and long distance domestic calls market and later expands to local loop.

2.3 The state of competition in an industry

Porter (1980, 3-29) has identified five basic forces that define the state of competition in an 

industry: rivalry among existing firms, threat of new entrants, bargaining power of buyers, 

bargaining power of suppliers and threat of substitute products or services (Figure 1). These 

forces are defined by the structure of the industry in question. They determine the intensity of 

competition in the industry and thus the profit potential for the firms in the industry.
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1

Figure 1. Forces driving industry competition

POTENTIAL
ENTRANTS

Threat of 
new entrants

Bargaining power 
of suppliers

INDUSTRY
COMPETITORS

Bargaining power 
of buyers

SUPPLIERS s' К ^ BUYERS---------------------► f

W
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Threat of
substitute products 

or services

SUBSTITUTES

Source: Porter 1980, 4

Porter's model presented above is a static model of the competitive situation. The changes 

ongoing in the telecommunication industry are shifting these forces dramatically. In the 

following subchapters each of these forces is described in more detail and analysed against 

the changes in the industry. From this analysis the areas where the regulator has the most 

influence should emerge.

2.3.1 Rivalry among existing competitors

Traditionally there have been no competitors to the incumbent operator and thus no rivalry 

among firms in the telephony business. The situation may change dramatically as the market 

is opened to competition. Porter (1980, 18-21) has identified several factors that cause 

intense rivalry in an industry. These will be analysed one by one from the point of view of 

competitive telecommunications markets:
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Numerous or equally balanced competitors. This may vary notably depending on the 

legislation. In some countries the licenses are still controlled by the regulator which results in 

a small number of competitors, while in some markets there are hundreds of competitors. 

The incumbents clearly have a strong position, but their ability to compete may be restricted 

by the regulator. For example the pricing structures may encourage the challengers to enter 

a price war in some parts of the market.

Slow Industry growth. The opening of telecommunications to competition will most probably 

only make the growth of the industry faster. Still typically the incumbent will be losing market 

share to the new challengers and may defend its position vigorously if allowed by the 

legislation.

High fixed or storage costs. If the challengers end up duplicating the incumbents network, 

there may be excess capacity that all operators want to use optimally. This will intensify the 

rivalry among the operators. On the other hand, if unbundling will be available with 

reasonable cost and thus resale entry be an alternative for the challengers, duplication might 

be avoided.

Lack of differentiation or switching costs. If there will be legislation to lower the switching 

costs (e.g. number portability), there is the risk of intense price and service competition. This 

will be most severe in services that are perceived commodities. Intense competition can be 

overcome by increasing differentiation.

Capacity augmented in large increments. Again, if resale entry will be feasible, this source of 

rivalry can be avoided as capacity can be added in small increments.

Diverse competitors. Porter (1980, 19) says that if the competitors have very different 

backgrounds, goals and strategies they may not be able to read each other’s intentions 

accurately and may end up in intense rivalry. This risk is high in the telecommunications
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market, where there are both companies with a traditional telecommunications background 

and companies from a large number of other industries. Some companies are there just to 

make money and some want to learn the rules of the game before their main business area 

will be deregulated (e.g. energy companies).

High strategic stakes. The strategic importance will be different for different markets and 

companies and is difficult to analyse in general level.

High exit barriers. The assets of the telecommunications firms are highly specialised which 

will heighten the exit barriers. There might also be government restrictions to exit, especially 

for the incumbent operator.

2.3.2 Threat of new entrants

The threat of entrants for the incumbents is directly linked to the kind of possibilities the 

potential challengers have for successful entry. According to Porter (1980, 9) the threat of 

entry is defined by the height of the barriers to entry and the expected reaction of the 

incumbents. The major sources of barriers to entry are: economies of scale, product 

differentiation, capital requirements, switching costs, access to distribution channels, cost 

disadvantages independent of scale, and government policy (Porter 1980, 7-13).

In the telecommunications industry the incumbents often enjoy economies of scale that 

cannot be easily imitated by the challengers. The incumbent operators also typically have a 

large customer base and a well-known brand. (Perrucci and Cimatoribus 1997, 494) The 

extent of capital requirements as well as switching costs is tied to the government policy. 

Regulation also limits the incumbent's means for deterring the entry of new challengers.
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2.3.3 Bargaining power of buyers

The buyers of telecommunication services can roughly be divided into three groups: 

residential customers, business customers and other operators. Residential customers 

purchase services in such small volumes that they do not have bargaining power over the 

service providers. The business customers do not form a concentrated group and many of 

then do not buy significant volumes either. Telecommunications costs typically represent only 

a minor proportion of the costs of a business customer. The services offered to the largest 

business customers are often highly differentiated and tailored, which makes price 

comparisons difficult. Especially without number portability the business customers face high 

switching costs. Due to these factors it would seem that the bargaining power of the 

residential and business customers will not be an important determinant of the intensity of 

competition in telecommunications.

As the market is liberalised and new operators with no existing infrastructure enter the 

market, all telecommunication operators also have the possibility of selling capacity or 

leasing network resources to other operators. If this relationship is based on commercial 

negotiations with no intervention from the regulator, the challenger operator customers 

typically have no bargaining power over the incumbent. On the other hand, regulation can 

effectively increase this bargaining power, e.g. by mandating access to resources or by 

setting limits on the pricing of those resources.

2.3.4 Bargaining power of suppliers

Many of the big incumbents used to have a favourite local supplier and the competition in 

telecommunications equipment was almost non-existent in some countries. The suppliers 

used to have a very powerful position and be tightly linked with their customers. As the 

competition has entered the picture, also the incumbents are forced to look beyond their 

traditional suppliers in the search for the most competitive solutions. This has changed the
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competition in equipment manufacturing also. On one hand, the 'incumbent suppliers' have 

lost their position and on the other, the market opportunities are much wider for all the 

suppliers.

There are quite a large number of suppliers to telecommunications operators and the 

operators are the only group of buyers for most of the equipment. This lowers the bargaining 

power of suppliers.

Even though many aspects of the equipment are defined by international standards, the 

operator may face high switching costs when changing the supplier. For example network 

management systems of today are not very flexible in coping with equipment from several 

vendors and new equipment requires training of the personnel, new spare parts and 

sometimes even modification of processes. If the operator has switching equipment from 

several vendors, implementation of new services will always have to wait for the slowest 

supplier to develop the capability. These factors strengthen the bargaining position of 

established suppliers.

In the competitive market also other operators can function as suppliers. The incumbent 

operator as a supplier exercises very high bargaining power, because in many cases there 

are no alternatives. This bargaining power will be lowered if viable alternatives (e.g. in the 

form of new technologies or competitive providers) emerge. The regulator may also set rules 

to limit the bargaining power of the incumbent.

2.3.5 Threat of substitute products or services

The substitutes to fixed telecommunication services come mainly with development of 

technology. Currently, the two main competitors of traditional fixed telephony are mobile 

telephony and IP (Internet Protocol) telephony. The trend is quite clearly that voice traffic is 

moving away from the traditional fixed networks (Mattila, 1999). It is therefore quite important
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for the operators not to define their business too narrowly and to search for new sources of 

revenues, such as value added services or data services.

2.4 Regulatory considerations

As seen in the application of Porter's five forces in telecommunications, regulation has a key 

role in determining the intensity of competition. Liberalisation has changed the effect of 

government policies, but not removed it altogether. In many countries there are still policies 

governing for example the granting of licenses for new telecommunications operators. Lack 

of government intervention can also heighten the entry barriers substantially, because the 

incumbent then defines the rules of the game.

There has been a long debate of the needed level of regulation in the transition phase to truly 

competitive market and of the actual means for achieving the most desirable effects. The 

opinions vary from no regulation at all to quite strict rules on how the competition is to be 

created. It is quite clear that during the transitory period some regulation is needed, as 

Haring (1995, 93) points out: "Under a policy of non-intervention there are a variety of 

exclusionary strategies an incumbent might pursue which, if successfully implemented, 

would permit the incumbent to remain alone even though the market were not really a natural 

monopoly."

Sidak and Spulber (1998) list basic rules that should be followed when designing 

telecommunications regulation: economic incentive, equal opportunity and impartiality. 

According to the economic incentive principle the regulators should recognise that economic 

gains will be the only driver in the competitive market. Thus they should not impose such 

rules on the incumbent that would deprive it of economic incentives. Lack of economic 

incentives would have a harmful effect on the incumbent operator's cost of capital, quality of 

service, innovation, investment and their competitive effort and technology.
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Equal opportunity principle requests that all the regulatory requirements imposed on one 

operator should be imposed on all of them and that any flexibility and freedom offered to one 

should be offered to all. If the regulation favours the incumbent, the barrier to entry for 

challengers will be heightened. If, on the other hand, the regulation favours challengers, the 

incumbent's ability to compete will suffer. (Sidak and Spulber 1998)

Impartiality simply means that the regulators should not favour any particular competitors or 

try to manage the outcome of the competition. Any such attempt would distort competition 

and deprive the consumers from the benefits of liberalisation. (Sidak and Spulber 1998)

There can be a large number of both legal and economic barriers to competition in 

telecommunications markets. These barriers restrict both the successful entry of challenger 

operators and the incumbents' ability to compete. Among this kind of barriers are legal 

restrictions to entry and exit, legal restrictions on the product and service offerings of certain 

operators, uneconomical^ bundled service offerings and lack of number portability. (Haring 

1995, 101-102)

In many cases the restrictions placed on the incumbent are tied to a certain market share 

trigger, for example they may apply only until the incumbent's market share decreases to 

less than 70 percent. These triggers encourage neither incumbents nor challengers to follow 

competitive practises: the incumbent tends not to compete as well as it could and the 

challengers avoid triggering the regulatory relief for the incumbent. (Haring 1995,102)

In the following two chapters the key regulatory issues that facilitate the successful entry of 

challenger operators are discussed.
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2.4.1 Interconnection and unbundling 

The need for interconnection and unbundling

The possibility to interconnect with existing networks is a prerequisite for successfully 

offering telecommunications services. Initially the challenger's coverage is very limited and it 

will not be able to attract customers unless it can guarantee access outside its own network. 

The possibility of buying unbundled parts of the network is not as critical, but enables the 

challenger to save costs and build its own network in small steps.

Interconnection and unbundled parts of the network should be available at a wholesale rather 

than retail price, in order for the challenger's business case to be attractive. Most incumbents 

have been quite reluctant to give any wholesale discounts to challengers. They have not 

seen this as a new business opportunity but merely a threat to their existing businesses. 

Wholesale of services has the same kind of profit potential as the retail business. Beard et al. 

(1998, 318) state that "the profitability of investments is not changed by the legal requirement 

to provide services to resellers at discounts that reflect the 'costs that will be avoided' by 

wholesale rather than retail provision". In this same line of argumentation Sidak and Spulber 

(1998) claim that a resale market should be desirable for the facilities of any carrier because 

it offers a means for more efficient use of existing and new facilities.

The possibility of resale entry lowers the entry barriers, because the entrants do not have to 

make heavy investments. Instead the newcomer can develop customer base and brand 

recognition and build own facilities incrementally. If the wholesale discounts are excessive, 

there will be little incentive for building own facilities. Thus, in addition to the obvious 

relationship between wholesale discounts and incentive for resale entry, there is an 

interesting relationship between wholesale discounts and facilities-based entry. As Figure 2 

shows, even at zero wholesale discounts there is incentive to facilities-based entry. A larger 

discount eases gradual network build and thus lowers the entry barrier. This can be seen in



21

the growing amount of facilities-based entry. At some point (D*), further increases in 

wholesale discounts actually start to lower the amount of facilities-based entry. At even larger 

discounts facilities-based entry becomes negative, meaning that there is incentive to give up 

own facilities and move to retail business. (Beard et al. 1998)

Figure 2. The relationship between the wholesale discount and facilities-based entry

Facilities- 
based entry

Wholesale
discount

Source: Beard et al. 1998, 320

Facilities-based entry is reinforced by non-price incentives for retailers to integrate backward 

into the network stage. Even when forced by legislation to provide reasonable wholesale 

discounts, the incumbents can use non-price anticompetitive strategies against the 

challengers. There is also a number of transaction costs related to the purchase of wholesale 

services and unbundled network elements (e.g. negotiation and arbitration costs). There 

might also be economies of scope between the network stage and the retail stage that 

encourage vertical integration. (Beard et al. 1998, 321)
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The regulation of interconnection and unbundling

The incumbent has little incentive to provide interconnection or unbundling to the challenger. 

In doing that it will effectively lower the entry barrier to its own industry. Even when legislation 

mandates interconnection and unbundling, the incumbent may delay the negotiations or set 

the prices at a prohibitive level following a 'raising the rival's cost' strategy (Laffont et al.

1997, 710).

Laffont et al. (1997, 710-711) further argue that even if legislation mandates reciprocal 

access charges, the incumbent has means to deter the entry of the challenger. It can for 

example insist on high access charges and then set its own subscribers a high tariff when 

calling the other network. This discourages its customers from calling the rivals network and 

the incumbent avoids paying the large access charges. The challenger has no possibility of 

following a similar strategy, because its coverage is small.

The above examples clearly demonstrate that unless interconnection and unbundling are 

mandated and pricing rules set for the access charges, the incumbent has a possibility of 

deterring the entry of challengers. According to Kiessling and Blondeel (1998, 577) price 

regulation has the following benefits:

• "Price regulation can increase allocative efficiency. In particular, excessive prices set by 

dominant operators can be prevented.

• Price regulation can ensure fair competition by preventing operators; in particular those 

that command significant market power, from setting predatory prices.

• Price regulation can increase technical efficiency. The restructuring of long-distance and 

local tariffs to better reflect cost of service provision is essential in order to prevent 

inefficient entry in the long-distance market."
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The task of setting fair rules on interconnection and unbundled components' pricing is a 

difficult one. Some examples of the proposed rules are:

• Efficient component pricing rule (ECPR) states that "the access charge should not 

exceed the opportunity cost for the network of losing a call on the retail segment" (Laffont 

et al. 1997, 709). The opportunity cost is here defined as the revenue that would be 

obtained from the end-user minus any cost savings achieved (Bishop et al. 1996, 67).

• Imputation methodology proposes that the operator should charge the competitor the 

same price that it charges internally from its retail organisation. This methodology 

requires accounting separation of the network and retail parts of the operator. (Laffont et 

al. 1997, 709)

• Avoided cost pricing rule (ACPR) says that the access (wholesale) price should equal the 

retail price minus avoided costs. The avoided costs include incremental costs from the 

retail function, additional costs in the provision of retail services that are due to production 

inefficiencies and any excess profits from the provision of the retail services. (Beard et al. 

1998, 322)

Michie (1998, 468-469) states that from the welfare economics point of view the best solution 

would be to set the access charge "equal to the marginal cost to the network operator of 

allowing the access in question". He further says that in practise there are other issues to 

take into account: there are other costs to the operator (overhead costs, social costs of e.g. 

providing universal service and opportunity costs of lost market share in retail), quality of 

access cannot be taken for granted and it has to be estimated whether the operator is as 

efficient as possible in producing the service.

Michie (1998, 469) also argues that the imputation methodology is sound in principle, but not 

sufficient in practise because the network operator still has the possibility of addressing too
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high a proportion of its overhead costs on the part of the business for which it charges for 

access.

2.4.2 Number portability and carrier selection

Number portability, especially the ability of subscribers to change service provider without 

having to change telephone numbers, is a key factor affecting competition in local telephony. 

A survey conducted in the US in 1994 showed that 90% of business customers were not 

willing to change their local service provider if they could not keep their phone numbers. 

Residential customers were somewhat more flexible, but still 80% considered lack of number 

portability a significant impediment. (Reinke 1998, 74)

From the figures above it is quite clear that without number portability the challenger 

operators do not have a fair chance in the competition against the incumbent in the local 

telephony market.

A related issue in the long distance and international call market is the one of carrier 

selection. There are several practises in use world-wide for selecting between different long 

distance or international carriers.

Carrier selection code is a number that the customer dials before a long distance / 

international number in order to choose which carrier's service is to be used. Pre-selection of 

carrier means that the customer makes a contract with the chosen carrier and whenever a 

long distance or international call is dialled, the call will be forwarded to the selected carrier. 

Pre-selection of carrier is easier for the customer since there is no need to remember or dial 

selection codes. On the other hand, the customer will be unable to benefit from seasonal 

offers or lower rates in certain links from other carriers.

As such both methods treat all carriers equally, as long as the selection codes of each carrier 

are equally easy to remember and dial. With both methods the problem arises when a
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customer has not chosen a carrier: who will then be allowed to serve the customer. For 

example in UK, the calls are forwarded to the incumbent's network, which cannot be 

considered an equal practise.

2.5 Different regulatory environments

Almost every country seems to have a somewhat different regulatory environment. In this 

chapter an attempt will be made to classify the regulatory environments by their main 

characteristics and examples of each category will be described shortly.

Table 1. Classification of regulatory environments

Regulatory type Characteristics Example
countries

Monopoly Regulation prohibits the entry of competitive 
operators
Either public or private monopoly

Venezuela

Concessions Additional operators are given concessions 
for the purpose of increasing teledensity, 
competition not allowed

Thailand

Limited licensing The regulator aims to manage the 
competition by giving out a limited number of 
licences
Also other control measures can be used to 
'optimise' the market situation

Japan

Regulated
competition

Market is opened to an unlimited number of 
competitors
The regulator sets rules (e.g. 
interconnection, unbundled access) to 
protect the challengers from the incumbent 
operator
Several different approaches from very light 
and reactive regulation to detailed rules on 
every issue

EU

Market forces No industry specific regulation
Reliance on general competition laws

New Zealand
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Table 1 shows a rough classification of the regulatory environments. Within each category, 

there are several sub-types and also combinations of these are in use. The variety of 

regulatory approaches ranges from monopoly regulation to no industry specific regulation at 

all. With each type of regulation, there can still be a de facto monopoly, depending on how 

active the regulator is in pursuing open competition and on the incumbent's power when the 

market is liberalised.

Most countries have traditionally followed the principle of monopoly regulation, but recently 

the majority have either started or promised to start opening the market. In some countries, 

several operators are active, but not allowed to compete with each other (the 'Concessions' 

type). The goal here is typically to divide the task of building the network among several 

investors and that way increase the teledensity at a faster speed.

Some countries have aimed to create 'optimal' amount of competition by giving the licenses 

only to a couple of operators (the 'Limited licensing' type). The purpose is to create a 

competitive threat to the incumbent. With a limited number of operators that are protected 

from other challengers by the regulator, there is the risk of collusive behaviour among the 

operators, which would lead to no real competition at all.

Quite common in the industrialised countries is the approach where the market is opened to 

all operators, but the regulator provides quite a few rules on the competition (the 'Regulated 

competition' type). Often the amount of regulation has increased with the liberalisation. The 

long-term aim typically is to reduce the amount of regulation, as the challengers have 

become more equal with the incumbent. Figure 3 shows the theoretical development of 

segment specific regulation and how it is gradually replaced by general laws on fair 

competition and by technical regulations.
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Figure 3. Development of regulations with competition

T excommunications 
regulation /

Fair competition rules 
Tech, regulations

Significant competitionDominant PTOMonopoly

Source: Telecommunications Administration Centre 1999

An extreme case is that where there is no industry specific regulation, but instead the general 

legislation is used (the 'Market forces' type). If the market moves from the monopoly 

regulation directly to no regulation at all, there is a big risk that challengers will not be able to 

compete against the strong incumbent. 'Market forces' type of regulation is often the goal in 

the long run.
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2.6 Summary and theoretical framework

Figure 4 summarises the findings of the literature review and illustrates the theoretical 

framework of this study.

Figure 4. Theoretical framework

Liberalisation

Process with 
several phases

Regulator

Competitive equilibrium 
after liberalisation

Regulator's actions, e.g. rules on: 
-interconnection and unbundling 
-number portability and carrier 
selection 
-licensing

Competitive landscape before
liberalisation
(typically:
-no competition 
-no internationalization 
-one provider for all services 
-one quality/one price 
-no alternative channels)

Rivalry among operators 
Threat of new challengers 
Bargaining power of buyers: 
-residential customers 
-business customers 
-other operators 
Bargaining power of suppliers: 
-equipment suppliers 
-other operators 
Threat of substitutes:
-mobile telephony 
-IP telephony

Each market moves from the competitive situation before liberalisation to a new competitive 

equilibrium through a phased process as described by O'Reilly (1995, 123-125). The 

competitive equilibrium after liberalisation is affected by the five forces defined by Porter 

(1980, 3-29): rivalry among operators, threat of new challengers, bargaining power of 

residential, business and operator customers, bargaining power of equipment and other 

suppliers and threat of substitutes such as mobile telephony and IP telephony.
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The regulator has a key role first of all in defining the competitive landscape before 

liberalisation. Secondly, the regulator's actions have a large impact on the phases of the 

liberalisation process. Thirdly, the regulator has the power to change the five forces that 

define the state of competition in the market after liberalisation. This is done through rules on 

issues such as interconnection, unbundling, number portability, carrier selection and 

licensing.

The empirical part of this study focuses on the 'Regulated competition' type of markets, 

because in this kind of markets the regulator typically has an active approach to creating 

competition in the liberalised market.
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3 Methodology

The objective of this study is to explore different regulatory options and their impact on 

competition. The purpose of this chapter is to describe the methodological approach used to 

answer the research questions set to fulfil this objective. The first part describes case study 

method, chosen unit of analysis and chosen research design. The second part gives 

justification to the choice of cases. The third part deals with the data collection and the fourth 

with data analysis. The last part is dedicated to an analysis of the validity and reliability of the 

study.

3.1 Case study as a research method

Exploratory research design is adequate when the problem is not well understood. 

Exploratory research often calls for qualitative methods, because they are well suited to 

research whose purpose is to uncover or understand a phenomenon about which little is 

known. (Ghauri et al. 1995, 28, 85) This study aims to explore a relatively unknown problem, 

which justifies the use of qualitative methods.

According to Yin (1989, 16), the choice of research strategy should be based on three 

criteria:

1. what type of research questions are being posed,

2. how much control the researcher has over the events, and

3. whether the focus is on contemporary or on historical events.

Case study method is best suited when research questions are "how" or "why" questions, 

when the researcher has little control over the events under study and when the focus is on 

contemporary events (Yin 1989, 17-20). This study fulfils all three criteria. First of all, the 

research questions of this study are "how" questions:
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1. How do the actions taken by the regulator affect the competitive situation in the fixed 

telecommunications market?

2. How does the industry evolve from monopoly market to open competition?

3. Does the history of the telecommunication market in question affect the outcome of 

liberalisation and how?

Secondly, the researcher has no control over the events that are will be studied, the outcome 

is largely determined by the participating entities: the regulator and the operators in the field. 

Thirdly, the liberalisation of the telecommunications market started in most countries in the 

late 1980s or early 1990s. The process is still on going and can thus be considered a 

contemporary event.

The choice of case study method is further supported by Ghauri et al. (1995, 87-88): "In 

relatively less-known areas, where there is little experience and theory available to serve as 

a guide, intensive study of selected examples is a very useful method of gaining insight and 

suggesting hypotheses for further research."

3.1.1 Unit of analysis

According to Patton (1990, 168) the unit of analysis for a study is the thing of which the 

researcher wants to be able to say something at the end of the study. Thus the selection of 

the unit of analysis is strongly linked to the way in which the research questions are posed 

(Yin 1989, 31).

The context of this study would allow for several different units of analysis, e.g. the regulator, 

the incumbent, the challengers, the competitive situation or the telecommunications market 

itself. Each of these units of analysis would imply different form of research questions as well 

as different approach to the study.
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The unit of analysis chosen for this study is the role of the regulator. The choice of the unit of 

analysis is justified by the intent to focus on the impact the regulator's actions have on the 

development of the competitive situation, which is specific to each market. This is also 

reflected in the way the research questions are defined.

3.1.2 Holistic multiple-case design

Yin (1989, 46-59) makes the distinction between different types of case studies in two 

dimensions: between single- and multiple-case designs and between holistic and embedded 

designs. The methodology chosen for this study is a holistic multiple-case design.

Multiple-case design was chosen to make the study more robust (Yin 1989, 52). It also 

allows cross-case comparisons. The multiple-case design has drawbacks as well, most 

notable the trade-off between breadth and depth (Patton 1990, 165-166). Multiple cases 

cannot be studied in as great a detail as single cases.

A holistic design involves only one unit of analysis, whereas an embedded design involves 

more than one unit of analysis (Yin 1989, 49). This study focuses on the role of the regulator 

in the evolution of the telecommunications market in the context of Finland and Germany. It 

is difficult to identify meaningful sub-units of analysis that would support the study rather than 

redirect it into new areas (e.g. competitive situation of the different operators). This is why the 

holistic design was chosen.

3.2 Choice of cases

According to Patton (1990, 169), the selection of cases in qualitative inquiry should not be 

random, instead the cases should be selected purposefully. This means selecting cases that 

are information-rich, i.e. one can learn a lot from studying them. There are different strategies 

for selecting information-rich cases (Patton 1990, 169-181).
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In this study a combination of two strategies was used to select the cases (Finland and 

Germany). First of all, criterion sampling (Patton 1990, 176-177) was used to narrow down 

the amount of potential cases. In criterion sampling all cases that meet a pre-set criterion are 

selected (Patton 1990, 176). The criterion used was that the market should have 'Regulated 

competition' type of regulatory environment. These cases are interesting for the purpose of 

this study because they represent conscious effort by the regulator to create competition.

The number of cases meeting this criterion was still too large for the resources available for 

this study. The final choice of cases was done using convenience sampling. From the cases 

meeting the criterion set, two cases to which the researcher had easy access were chosen. 

According to Patton (1990, 180-181), this is the least desirable sampling strategy, as it is 

neither purposeful nor strategic. However, in this study convenience sampling was used in 

conjunction with criterion sampling, which improves the outcome.

Within the European context, the choice of cases also follows the maximum variation 

sampling strategy, where the cases chosen are as diverse as possible (Patton 1990, 172). 

Germany has the strictest regulator in the European Union, whereas the Finnish approach 

has been one with very light regulation. Thus, the researcher contends that the choice of 

samples was both purposeful and convenient.

The decision about the number of cases to include was a compromise between breadth and 

depth. A small number of cases were chosen to allow more in-depth study of the chosen 

cases. Patton supports this (1990, 185): "The validity, meaningfulness and insights 

generated from qualitative inquiry have more to do with the information-richness of the cases 

selected and the observational/analytical capabilities of the researcher than with sample

size."
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3.3 Data collection

Yin (1989, 85-95) lists six different data sources: documentation, archival records, interviews, 

direct observations, participant-observation, and physical artefacts. Three of these will be 

used in this study: interviews, documentation, and archival records.

Triangulation means the use of more than one methodology in the study (Ghauri et al. 1995, 

93). Patton (1990, 187) defines four forms of triangulation:

• data triangulation, where a variety of data sources are used,

• investigator triangulation, where several researchers are used,

• theory triangulation, where multiple theories are used to interpret the data, and

• methodological triangulation, where multiple methods are used.

Triangulation is an important way to strengthen a study. Studies that do not use triangulation 

are more vulnerable to errors than studies that use e.g. multiple methods. (Patton 1990, 187- 

188) The most applicable form of triangulation for this study is data triangulation. Investigator 

triangulation was not possible due to the nature of the study project (master's thesis study). 

Theory triangulation and methodological triangulation were not considered appropriate, as 

the study is highly explorative.

According to Yin (1989, 95) the use of several data sources is one of the three principles of 

data collection when using case study methodology. Additional data sources are used to 

corroborate the information, making the case study more convincing and accurate (Yin 1989, 

97). Each data source also has its strengths and weaknesses compared to other sources. By 

combining different sources the weaknesses of one data source can be overcome. (Patton 

1990, 244)
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3.3.1 Interviews

Interviews are one of the most important data sources in case studies. They are most 

commonly of an open-ended nature, which allows the researcher to find out about the 

interviewee's opinions in addition to factual information. (Yin 1989, 88-89)

Patton (1990, 280-290) defines three types of qualitative interviews: the informal 

conversational interview, the general interview guide approach, and the standardised open- 

ended interview. The general interview guide approach was chosen as the use of an 

interview guide makes the data collection from each interviewee more systematic, but leaves 

a lot of flexibility in the order and wording of the questions (Patton 1990, 289).

Altogether five interviews were conducted between 7.1.1999 and 8.6.1999. Three of the 

interviews concerned the Finnish case and two the German case. Four interviewees 

presented director and vice president level of operators, while one interviewee presented the 

regulatory authority. The interviewees were chosen because of the positions they currently 

hold or have previously held, which enable them to observe closely the development in the 

telecommunications market. Access to three interviewees was facilitated by a colleague of 

the researcher, who has previously worked with these persons. The researcher personally 

knew one interviewee beforehand. The first contact with the interviewee from the regulatory 

authority was made during a conference where he was lecturing.

All interviews were conducted in the office premises of the interviewees and lasted between 

one and two hours. The interviews were conducted in Finnish, which is the native language 

of both the researcher and the interviewees. This means that all the quotes included in this 

study have been translated into English by the researcher.

The first two interviews were not recorded, but instead the researcher took extensive notes. 

As it is impossible to write down everything, relying on notes meant having to choose on the
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spot which quotes to write down and which ones not. After the first two interviews the 

decision was made to start using a tape recorder, because as Patton (1990, 347) says: " The 

raw data of interviews are the actual quotations spoken by interviewees." The risk of loosing 

important quotes was felt to be too big. Recording increases the accuracy of the data 

collection, but it also gives the researcher more time to focus on the interviewee in the 

interview situation (Patton 1990, 348). The last three interviews were tape-recorded and the 

full interviews were transcribed.

3.3.2 Documentation and archival records

According to Yin (1989, 86) the most important use of documents is for corroborating and 

augmenting the data collected from other sources. Relevant documents and archive records 

were searched for using several means. The researcher used the databases of the libraries 

of Helsinki School of Economics and Business Administration and Helsinki University of 

Technology to find data. Also the Internet and Nokia Intranet were searched for data and 

pointers to documentation. The personnel of the Information Services department of Nokia 

Networks also helped in finding documentation.

A wide variety of documentation and archival records was used to augment and corroborate 

the information gathered from the interviews. The material ranged from articles to consultant 

reports and records kept by different organisations. Most of the material was printed, but also 

Internet data sources were used.

3.4 Data analysis

There are few fixed formulas for the analysis of case study data. Thus, the researcher's own 

style of rigorous thinking plays a key role, as well as sufficient presentation of the data and 

careful consideration of alternative interpretations. A preferred way is to rely on theoretical
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propositions. This helps to organise the case study and to focus the attention on important 

data. (Yin 1989, 105-107)

The data analysis of this study relied on the theoretical framework and the literature review. 

The issues found there were used to organise the data gathered from the interviews.

Analysis was first carried out for each case separately and then a cross-case analysis was 

performed. This approach is supported by Patton (1990, 376-377) who emphasises the 

importance of starting either from individual case analysis or from cross-case analysis and 

not aiming to perform both at the same time.

3.5 Validity and reliability

Yin (1989, 40-41) lists four tests for the quality of a research design: construct validity, 

internal validity, external validity, and reliability. Internal validity is relevant only for 

explanatory or causal studies, and is not applicable for this exploratory study.

Construct validity deals with establishing correct operational measures for the concepts 

under study (Yin 1989, 40). In this study construct validity was improved by using several 

data sources, i.e. triangulation. Secondly, a conscious attempt was made to maintain the 

chain of evidence. This was done by including numerous quotations from the interviews in 

the text and by maintaining a private database of all the material used in the study. This 

would enable another researcher to follow the analysis conducted. These strategies to 

improve construct validity are supported by Yin (1989, 42, 102-103).

External validity deals with the domain to which the results from the study can be 

generalised. In case study method, generalisation relies on replication of the findings in other 

cases suggested by the same theory. (Yin 1989, 43-44) The results of this study may be 

generalisable to other similar cases, i.e. markets belonging to the 'Regulated competition'

category.
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Reliability deals with ensuring that if the same case study was conducted again, the same 

results would emerge. This can be achieved by carefully documenting the procedures. (Yin 

1989, 45) All the material used for conducting this study has been stored in proper order in 

the personal archives of the researcher, with the exception of literature that is readily 

available in libraries. Special attention has been paid to references to material used, so that it 

would be easy to find the interview or other source in question.
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4 Case study findings

This chapter describes the findings from the two cases: Finland and Germany. Both 

countries are members of the European Union, which is why the first part of this chapter is 

dedicated to summarising the European Union telecommunications regulation. Then the 

chapter proceeds to findings from the Finnish case and then the German case. Finally a 

cross-case analysis is performed.

4.1 ELI regulatory environment

This chapter aims to describe the current European Union telecommunications regulation. 

This description serves as a background for both of the case studies, because both Finland 

and Germany are members of the European Union.

The size of the European telecommunications services market was estimated to be ECU 148 

billion in 1998. At the end of August 1998, there were 218 operators with authorisation to 

provide national public voice telephony and 284 operators authorised to provide international 

voice services. (European Commission 1998, 5-7)

4.1.1 Regulatory authorities within EU

As the discussion of the merits of a European level regulatory body is still ongoing, there is 

currently no single 'Euro-regulator'. Several entities participate in the decision making, 

including the European Commission Directorate Generals DGIV (Competition) and DGXIII 

(Telecommunications, Information Market, and Exploitation of Research), the Council of the 

European Union as well as the member states and national regulatory authorities (NRAs). 

Often these entities have conflicting goals, which can undermine the regulatory process. 

(Kiessling and Blondeel 1998, 573-574)
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DGIV has had a central role in the liberalisation of telecommunications in EU. It has 

substantial power to determine the basic market supply structure. The Article 90 of EC Treaty 

allows the Commission to reverse Member State policies relating to exclusive or special 

rights if these policies violate other articles of the Treaty. This Article was used for the first 

time to liberalise the distribution of terminal equipment in 1988. Since then, the Article has 

been used successively to liberalise all telecommunications markets. (Kiessling and Blondeel 

1998, 573)

DGXIII has an important role in issuing legislation that facilitates the transition to competitive 

markets. It has driven the draft process of both the 1997 Interconnection Directive and the 

1997 Licensing Directive. The main part of the Open Network Provision (ONP) drafts was 

also prepared by DGXIII. (Kiessling and Blondeel 1998, 573-574)

The Council of Ministers has been a key entity in passing the legislation prepared by DGXIII 

for the transition to competitive markets. The regulations passed by the Council are often 

political compromises between the Member States. (Kiessling and Blondeel 1998, 574) This 

is necessary since the implementation of the regulations in individual countries relies on the 

national regulatory authorities (European Commission 1998, 14).

4.1.2 The contents of EU regulation

The telecommunications liberalisation in EU began with terminal equipment in 1988. In 1990, 

the European Commission liberalised most of the telecommunication services except for 

voice telephony. The liberalisation continued with authorisation of the provision of all non- 

reserved telecommunication services on cable TV networks from the beginning of 1996. 

Starting from 1 January 1998 all telecommunication services were liberalised. Certain 

countries were granted transitional periods: Luxembourg liberalised from July 1998, Spain 

from December 1998, Ireland and Portugal committed to liberalise from January 2000 and
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Greece from January 2001. (Kiessling and Blondeel 1998, 575-576) Ireland was able to 

proceed faster than promised, and has liberalised at the same time with Spain (Lingerer 

1999)

The EU regulation sets requirements on the national regulatory authorities. These authorities 

should be legally and functionally independent from network operators and service and 

equipment providers. In case the Member State has ownership or significant control of the 

incumbent, the control and regulatory functions should be separated. (European Commission 

1998, 14)

A key concept in the EU level regulation is that of significant market power. Generally, an 

operator is considered to possess significant market power if it has a 25% market share in 

the relevant market. Also other determinants, such as control of bottleneck facilities and the 

operator's financial strength, are taken into account. Each of the member states declares, 

which operators are considered to possess significant market power. (Kiessling and Blondeel 

1998, 580)

Price regulation

The EU level price regulation aims to promote cost orientation. The legislation does not 

specify how much price rebalancing should be done to achieve cost orientation nor outline 

any timetable for the cost orientation to be implemented. The main requirement to this end is 

that operators with special or exclusive rights should publish their main cost categories and 

their allocation to the voice telephony service by the end of 1996. To date, many operators 

have not obeyed this demand. (Kiessling and Blondeel 1998, 577-578)

In addition to promotion of cost orientation, EU relies on antitrust proceedings in its price 

regulation. After 1991 the Commission has intervened several times effectively in order to
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prevent predatory prices. The Commission has been less successful with prevention of 

excessive prices. (Kiessling and Blondeel 1998, 577-579)

Interconnection

The Interconnection Directive was issued in June 1997. It defines that organisations 

providing public switched telecommunications networks or services or leased line services, 

which control access to the customer, have both the obligation and right to negotiate 

interconnection. This means that it is up to each Member State to decide whether for 

example long-distance operators, that do not control the access, have the right to 

interconnect. (Kiessling and Blondeel 1998, 580)

Operators that command significant market power have the obligation to meet all reasonable 

requests for interconnection. They are not allowed to discriminate in particular between 

internal units and other parties. Commercial negotiations between operators are the primary 

means to agree on the interconnection conditions. Only in exceptional cases should the 

regulator determine the conditions. Operators with significant market power should publish a 

reference interconnection offer, which includes also prices. (European Commission 1998, 18)

Recently the Commission has attempted to give guidelines for interconnection pricing by 

publishing EU-wide benchmark prices ('best current practice' charges). It also recommends 

the use of the LRAIC (long run average incremental cost) for call termination pricing in the 

longer term. (European Commission 1998, 18)

The EU approach of relying on commercial negotiations for interconnection terms instead of 

regulatory ex ante conditions has received also criticism. Kiessling and Blondeel (1998, 581) 

comment:

"It is unrealistic to suppose that the interconnection negotiation between an 

incumbent operator and a newcomer leads to a socially optimal outcome. "
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On the other hand, Herbert Lingerer, the Head of Telecommunications DGIV notes that the 

problem with ex ante regulation is that the regulator should be able to guess how the market 

will develop. If the guess proves to be incorrect, the regulator may end up limiting the 

development of the industry. (Lingerer 1999)

Number portability and carrier selection

The Commission has made a proposal for a Directive on number portability and carrier pre

selection. Number portability has to be offered by all fixed local access providers with 

significant market power by January 2000. It is also defined that all fixed local access 

operators have to offer call-by-call carrier selection. Carrier pre-selection shall be offered 

from the beginning of 2000. The subscriber will be allowed to select the default carrier and to 

override the pre-selection for individual calls. (Kiessling and Blondeel 1998, 583-584)

Licensing

The main principle of the EU approach to licensing is that the number of licenses can only be 

limited on the grounds of scarcity of frequency or numbering resources. The Licensing 

Directive defines two kinds of licenses: general authorisations and individual licenses. 

(Kiessling and Blondeel 1998, 584-585) The individual licenses should only be used in strictly 

defined circumstances. The license fees applied should only be to cover the administrative 

costs of managing the license in question. (European Commission 1998, 16-17)

Originally the Commission proposed that for services which are mainly offered on an EU- 

wide cross-border basis, the national licensing procedures would be replaced by an EU-wide 

license. The Member States did not approve this as they saw it as a violation of the 

subsidiarity principle. (Kiessling and Blondeel 1998, 586)
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Universal service

The Interconnection Directive defines universal service as 'a minimum set of services which 

is available to all users, independent of their geographical location and at an affordable 

price'. Each country can define the set of services, but the universal service funding 

mechanism can only be used for the simple fixed public switched telephony line. This line 

should be able to handle voice telephony, fax group 3 and modem communications (low 

bandwidth data services). (Kiessling and Blondeel 1998, 587)

The Directive gives two options to finance universal service:

• a system of supplementary charges on top of regular interconnection charges, and/or

• a universal service fund (Kiessling and Blondeel 1998, 589).

4.2 Case study 1 : Finland

This chapter summarises the findings from the Finnish case study. It starts by describing the 

historical background of the telecommunications market. Then it gives an overview of the 

most important telecommunications operators and the regulatory function. After that is 

describes the liberalisation process in Finland and finally the current regulatory framework.

4.2.1 History

Development of telecom operators

In the latter part of the nineteenth century Finland was an autonomous part of the Russian 

empire. When the telecommunications industry started to develop, the Finnish Senate was 

given the right to issue telephony concessions in 1886. Several concessions were issued 

and small companies formed all over the country. This was done partly to keep the 

telecommunications industry in Finnish hands, because the large number of operators made
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a Russian take-over less likely. In 1910 there were 250 telephone companies in Finland and 

the number grew to 850 in 1938. (Telecon Ltd. 1992, 11, 19)

In the early days of telecommunications, there were also several competing long distance 

operators. Eventually they all merged into one, government-owned Telecom Finland. 

Automation, heavy investment requirements and new stringent technical standards also 

reduced the number of local telephony companies. (Telecon Ltd. 1992, vii) In 1998, there 

were 46 local telephone companies in Finland (Mattila 26.3.1999). Partly the reduction took 

place through mergers and partly by Telecom Finland buying the local companies. Today, 

one quarter of main lines are operated by Sonera (ex-Telecom Finland). (Telecon Ltd. 1992, 

vii, 11)

Even though the concessions were not exclusive in the beginning, the development in the 

industry led to segment monopolies. Telecom Finland had a monopoly in international and 

long distance traffic as well as in local services in selected areas. The local telephone 

companies had a monopoly in local services in their respective areas. (Telecommunications 

Administration Centre 1999)

Even today, some of the local companies are fairly small, for example Keikyän 

Puhelinosuuskunta, which had in 1994 1451 main lines (Telecommunications Administration 

Centre 1999). According to Olli Mattila from Telecommunications Administration Centre, they 

have managed, however, to fulfil the customers' needs and their main asset is the existing 

copper network. In the future, the threat to their survival will come from new services, 

especially mobile telephony and convergence between fixed and mobile services. This will 

most probably force the companies to merge:

"I would expect that in the future we will have 10-15 local telephony operators. "
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In the beginning the local telephone companies were operated by entrepreneurs. Later the 

authorities started preferring co-operatives, since it was seen that users should have decisive 

control over the company. The users became owners as well and the initial company capital 

was collected as enrolment payments. Later the operations and investments were financed 

with the revenues. The co-operatives did not generate profit; their pricing was based on 

costs. (Telecon Ltd. 1992 viii, 14)

Development of the regulatory function

The regulation of the telecommunications industry started with the imperial declaration on the 

conditions of the construction and operation of telephone lines in the country as decreed by 

the Senate in 1886. The declaration contained very few compulsory terms. During the 

autonomous time, the concessions were granted to telephone operators by the Senate, 

based on the declaration. (Telecon Ltd. 1992, 14)

In 1919 the government decreed that the Ministry of Transport and Communications and 

Public Works would issue concessions and control the telephone companies. In 1927, the 

control was transferred to the Administration of Posts and Telegraphs, and in 1947 Telecom 

Finland became responsible for issuing the concessions. Thus Telecom Finland had a dual 

role as an operator and a regulator. (Telecon Ltd. 1992, 14-15) It was not until the 

Telecommunications Act of 1987 that Telecom Finland was freed of its regulatory duties, 

which were given to the Ministry of Transport and Communications (Nattermann and Murphy 

1998, 759).

4.2.2 Main operators

Currently, there are about 70 telecommunications operators in the Finnish market 

(Nattermann and Murphy 1998, 761). By far the most important ones are Sonera and the 

Finnet Group of companies. The largest challenger is Telia, the Swedish PTT.
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Sonera (ex-Telecom Finland)

The governmental Administration of Posts and Telegraphs (P&T) was transformed from a 

state agency to an independent state-owned enterprise in 1990. In 1994, the postal services 

and telecommunication services were separated and organised under the PT Finland holding 

company. Its subsidiary Telecom Finland Ltd. became a government-owned stock-holding 

company. (Nattermann and Murphy 1998, 758-760) In 1998 the name was changed to 

Sonera and the company was partially privatised. It is anticipated that further privatisation will 

take place during the next years.

Prior to the liberalisation, Telecom Finland had a monopoly in long-distance and international 

telephony as well as a 27 percent market share in local telephony, mainly in the less densely 

populated areas in northern Finland (Nattermann and Murphy 1998, 758-760)

The Finnet Group

The local telephony companies founded the Association of Telephone Companies in 1921 in 

order to resists the expansion of the P&T. This group was active in lobbying in several 

occasions. (Nattermann and Murphy 1998, 759) The local telephone companies have co

operated closely in technical, economical and political matters (Telecommunications 

Administration Centre 1999).

The private operators formed the Finnet Group in 1985 as the owner of Datatie Ltd., a 

company providing data transmission service. The Group consists of 46 telephone 

companies and it currently also offers mobile telecommunication services (Radiolinja Ltd.), 

domestic long distance services (Kaukoverkko Ysi Ltd.) and international telephony (Finnet 

International Ltd.). (Nattermann and Murphy 1998, 759-760)

Prior to the liberalisation, the Finnet Group had a 73 percent market share in local telephony 

(Nattermann and Murphy 1998, 760).
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Telia

The Swedish PTT Telia entered the Finnish market by buying Telivo, the telecommunications 

subsidiary of the electric utilities holding company Imatran Voima Ltd. (IVO). Telivo started in 

1993 by offering data transmission over the fibre optic network built along IVO's power grid 

for internal communications. Telia is mainly active in the data transmission and long distance 

services as well as in mobile telephony. (Nattermann and Murphy 1998, 761)

4.2.3 Regulatory function

Telecommunications regulatory function is currently divided between two organisations: the 

Ministry of Transport and Communications and the Telecommunications Administration 

Centre. The main regulatory body and principal policy maker is the Ministry of Transport and 

Communications. In principle, the Ministry is in charge of drafting new legislation in 

accordance with the policies of the government. (Telecon Ltd. 1992, 20)

However, the Ministry faces challenges in fulfilling its tasks. First of all, the policy making is 

highly political and several groups, such as large operators, large users and political parties, 

have significant influence on the decision making. Secondly, the Ministry represents the state 

as the largest owner of Sonera, although the Ministry of Finance is also involved. This means 

that the regulatory and operational functions in the government have not been fully 

separated. Finally, the staff of the Department of Telecommunications Administration within 

the Ministry is small and thus limited in resources. (Telecon Ltd. 1992, 20-21)

The local telephone companies also exercise power on the policy making:

"The local telephone companies have a lot of political power. This has made 

opening of competition faster in the parts of the market where they have 

traditionally not operated. " Olli Mattila
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Also the government ownership of Sonera has not always worked for Sonera's benefit as one 

would expect:

"Even though Telecom Finland was owned by the government, at times we 

(Telecom Finland) felt that we did not have a single friend in the Ministry. Finnet 

used the ownership issue for propaganda and Telecom Finland had 

unbelievably poor relationship with the Ministry. During the liberalisation 

process Telecom Finland's ability to negotiate was poor, Finnet was tougher, 

better prepared and aggressive. Telecom Finland lacked a strategy. " Mauri 

Metsäranta

Telecommunications Administration Centre (TAC) was established in 1988 as a separate 

body under the Ministry. It is independent in its decisions, but the Ministry can overrule them. 

The Ministry can also give guidelines to TAC. TAC is responsible of:

• enforcement of regulations,

• co-ordination of international co-operation in telecommunications and radio services,

• preparation of technical regulations for equipment and networks,

• inspection and approval of customer terminal equipment, and

• management of frequencies. (Telecon Ltd. 1992, 21-22)

During the liberalisation process also other instances, e.g. competition agency and consumer 

ombudsman, were active, but not always very knowledgeable:

"When the competition opened, the authorities traditionally regulating 

competition and consumer protection were not aware and prepared for the new

situation. " Mauri Metsäranta
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4.2.4 Liberalisation process

The liberalisation of telecommunication services in Finland begun in 1988 with the 

liberalisation of parts of business customers' telecommunication services and the data 

transmission sector. All business telecommunication services were liberalised in 1991. 

National telecommunications services opened to free competition in January 1994 and 

international services respectively in July 1994. (Nattermann and Murphy 1998, 759-762)

The Finnish regulator has aimed at 'light' regulation, i.e. the minimum number of rules to 

manage the market and competition. As Janne Yliäyhö from Sonera commented:

"The principle has been to let the market decide how things go and to intervene 

as little as possible. This view is very different from many other countries, 

especially Germany and the US. And it has worked in quite many instances, at 

least to some extent. "

Also the market before liberalisation was quite different from that of many other countries 

with effectively a duopoly in telecommunications:

"The situation in Finland was different from other countries in that we had a 

duopoly to begin with, the local telephone companies and on the other hand 

Telecom Finland. The setting was different, we had monopoly regulation, but 

the monopoly rights were divided between two parties. " Mauri Metsäranta

The regulatory approach may also be a reflection of the historical situation:

"If there was only one strong operator it would not be possible to go on like this. 

Nobody else (than the incumbent) would be able to get started. " Janne Yliäyhö
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Balancing between the two incumbents and creating open competition at the same time was 

not always easy:

"The regulator had a difficult situation, when it in a way did not have a single 

enemy. In other countries with just one ВТ or Telia, the rule of the game is 

easily formed: to help the smaller players. The regulator had difficulties to 

manage the situation, because both parties were challengers and had also 

significant market powers. " Mauri Metsäranta

This meant that the regulator could not control the market development in an optimal way, 

but instead tried to give equal 'rewards' to both of the big operator groups. In the beginning, 

the role of challengers remained very small, as the regulator did not pay very much attention 

on their position. For example in the case of long distance telephony liberalisation:

"The market was just divided in a new way. Telia was the only player with no 

resources for this competition. And their market share has remained at 4,5 to 5 

percent all the time. " Janne Yliäyhö

Long distance liberalisation

Before the opening of the long-distance market, the operators were allowed to make pre

selection agreements with the users. With the agreement, the user's calls would 

automatically be routed to the selected operator's network. It was also possible to override 

the pre-selection call-by-call with a prefix. Each operator was given a new prefix, thus 

eliminating the possibility of unintentional bias towards the ex-monopoly operator. 

(Nattermann and Murphy 1998, 770-771)

On the other hand, the local telephony operators had an advantage with the pre-selection 

agreements, as they had handled the billing for Telecom Finland and were thus the only 

ones with a relationship to the end customer.
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"We (Telecom Finland) did not have customer contact. And when the pre

selection agreements were allowed, everyone targeted their own customers. 

And In practise, if you have a strong customer relationship in some services, it 

is easy to sell additional services. " Janne Yliäyhö

"It was predicted, but maybe not to that extent, even the regulator did not 

understand how strong this customer relationship is and how its nature is 

authority-like. The customer does, what the authority tells him to do. " Mauri 

Metsäranta

Marketing of the pre-selection agreements was aggressive on both sides. The Finnet Group 

was able to combine marketing with other contacts with the customers, e.g. the agreement 

was offered when the customer called to change his address or came to pick up telephone 

catalogues. Telecom Finland run an extensive telemarketing campaign.

"That campaign was very successful. As the product was not interesting, the 

customers chose whoever asked them first. " Mauri Metsäranta

Because local telephone companies handled billing, they were the only ones with access to 

usage information. Thus they were able to target the most profitable customers, the so called 

heavy-users.

"Especially this is an important aspect. As long as the competitor handles the 

billing, it gets direct reports of these heavy-users and can target its marketing 

correctly. " Mauri Metsäranta

The market shares changed very rapidly. The Finnet Group gained a 50 % market share 

almost overnight. The market shares have remained quite similar since then, Finnet Group 

having 53,7 percent share and Sonera 42 percent. (Nattermann and Murphy 1998, 761-770)
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Price was an argument when making the pre-selection agreements, but after the initial 

interest, consumers have not reacted to price differences. Long distance telephone calls 

normally generate a bill of a couple of hundred marks per year, which means that there is 

little economical interest.

"/As a summary, the product is of low interest, the prices are low, the prices 

become similar or so complicated that it is in practise impossible to compare 

them. Then the one with the customer relationship wins the market share and 

competition does not really work. " Mauri Metsäranta

International telephony liberalisation

The international telephony liberalisation was not as dramatic to Telecom Finland as the long 

distance liberalisation. This was mainly due to regulator's actions as Olli Mattila from the 

Telecommunications Administration Centre commented:

"In the international telephony we favoured Sonera by allowing them to keep 

their 990 prefix and by not allowing the pre-selection agreements that Finnet 

was able to market more efficiently. "

The bias was also recognised on the market:

"The regulator seemed to feel bad about what happened to Telecom Finland in 

the long distance competition, or actually it was like dividing the cake between 

the players: this is for you and this is for you. " Mauri Metsäranta

With the liberalisation of the service, each operator was given a prefix, but initially pre

selection was not allowed. Telecom Finland was given the traditional international telephony 

prefix while the other prefixes were new. The prefix 00 was introduced as recommended by 

the European Commission. Pre-selection agreements for the routing of 00-calls were
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introduced more than four years after the liberalisation, in the end of September 1998. 

(Nattermann and Murphy 1998, 770)

Consequently, the market share of Telecom Finland decreased more slowly in the 

international telephony. At the end of 1996 Finnet Group had a market share of 22,7 percent. 

(Nattermann and Murphy 1998, 762-763)

Telecom Finland also had a large base of business customers, which are important users of 

international telephony. Since the liberalisation of data communications, Telecom Finland 

had been building access networks for businesses and developed competence in this area.

"Especially the strong position in the business customer segment has helped 

Telecom Finland to maintain their market share in international telephony at 

about 60 percent. " Mauri Metsäranta

The price competition was tough and the prices dropped dramatically. This was partially due 

to the different kind of nature of the product:

"International telephony is a high interest product, because the prices are very 

high and the usage among consumers is concentrated on a very narrow 

segment. Only a small portion of the consumers use international telephony 

and those who use it are remarkably interested in the pricing. " Mauri 

Metsäranta

Local telephony

The competition in the local telephony has not really started even though the market has 

been liberalised. No one has been interested in entering the rural areas dominated by 

Sonera, and thus the competition has focused on the areas where the Finnet Group is in 

dominant position. Sonera has been able to capture 2-3 percent market share in these areas,
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other players even less. Mainly the competition has focused on business customers. 

(Nattermann and Murphy 1998, 762)

"I believe that there will be competition In business services to some extent, but 

in the mass market no, because the dominant operator has such a huge 

advantage in costs. Let's say that if you run a 100% network, you can divide the 

fixed costs with such a large number. Before the challenger can reach that level 

... well it just cannot reach that level. This means that in practise you can 

compete of the best customers, but that's it. " Janne Yliäyhö

"Pretty soon it was seen that the price for the leased access line remained so 

high that in the consumer side profitable business was only possible in a very 

narrow heavy-user segment. ...In the business segment the competition 

functioned, in the SME-segment it was even quite successful. " Mauri 

Metsäranta

The regulator did not take a very active role in breaking the local telephony monopoly, e.g. by 

mandating local loop unbundling and number portability and setting the price levels for the 

local loop.

"There has been a couple of years' break, in a way thinking that it (competition 

in local telephony) isn't that important after all. As everybody will be using a 

mobile phone soon. At the moment it looks a bit different. The fixed network will 

have a revival, it will be used for the Internet access. " Janne Yliäyhö

Both Telecom Finland and Finnet were active in looking for technology alternatives for the 

copper loop, but most of the trials were not successful.

"The service using wireless local loop (WLL) does not correspond to the service 

offered over the traditional PSTN network (public switched telephone network).



56

The data transfer rates are lower. Already then it was seen that the heavy-users 

will be Internet users also and this meant that WLL was a solution for only one 

product category, the voice telephony. Then there are the liability issues: who is 

responsible for the terminal, the battery, the emergency calls. " Mauri 

Metsäranta

"We (Telecom Finland) found this technology called fixed radio access, that 

was developed by a company called Iónica. ...It worked as a concept, but 

unfortunately as a technology it did not. And then there were a lot of barriers to 

competition that were not related to the radio technology. One was the number 

portability; the numbers were not portable. ... Then there were process 

problems (e.g. access to distribution points inside the building controlled by the 

incumbent). " Mauri Metsäranta

Helsinki Telephone Company installed a network based on DECT technology in Porvoo, 

which is traditionally served by Telecom Finland. The service was not successful, even 

though the price was lower than Telecom Finland's. (Metsäranta)

The fact that the customers owned shares of the local telephone companies and were given 

discounts based on the ownership seems to have been a barrier to competition.

"The customer ownership has prevented competition. The owners were given 

discount on the services. Furthermore the aftermarket for the shares did not 

function properly, and thus the customers were not willing to change providers. "

Mauri Metsäranta
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4.2.5 Regulatory framework

In June 1997, a new Telecommunications Act came into force in Finland. It is geared towards 

enhancing competition in the local telephony services. If the competition does not increase, 

the Ministry will make further amendments to the Act. (Datapro 1998, 2)

Interconnection and unbundling

Unbundling was first mandated at the end of 1996. During the first year there were problems 

with availability. The pricing has been an issue, because it should be defined in commercial 

negotiations between the operators. If agreement is not reached, the parties can appeal to 

the Telecommunications Administration Centre. (Olli Mattila)

The Telecommunications Act obliges the telecommunications operators to economically 

separate the provision of telecommunications networks and services from each other 

(Datapro 1998,2). This is not seen as a very effective means of regulation.

"In the end it has had no effect. ... The problem Is in a way that in this industry 

almost all costs are fixed. You just allocate them in different ways. The normal 

way is that you first decide the result and then see how to get there. " Janne 

Yliäyhö

"It has just led to the situation, where you show all your profit in the network 

business. * Mauri Metsäranta

The network operators have to apply same pricing and conditions when leasing subscriber 

connections to other service providers as what they apply internally (Datapro 1998, 2). A way 

to get round this is volume-based discounts.

"Volume discounts favour the internal customer, because this is the one with by 

far the largest volumes. " Olli Mattila
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The current price level for the unbundled local loop as well as interconnection is seen as a 

barrier to competition in the consumer market.

"For example in Helsinki, the end customer pays Helsinki Telephone Company 

50 marks per month excluding the taxes for the use of a telephone service. If 

we buy the copper cable, that is only the copper cable from the customer to the 

nearest concentrator or local exchange, the price is about 100 marks. Thus it is 

not even theoretically possible to do anything. " Janne Yliäyhö

"If you add up the access and the termination fee, you should end up in the 

same price as the local telephone call. And here again it is so that the local call 

is offered on a cheaper price than the sum of the access and the termination 

fees. " Janne Yliäyhö

Unbundling that works in practise is seen necessary for real competition in local telephony. A 

widely accepted view is that this would require intervention by the regulator.

"The bottleneck resources have to be opened to other players with regulation. " 

Olli Mattila

"Finnet acts clearly in their own interest and they would be foolish to do 

anything else. The situation cannot be changed any other way but by forcing 

them to do something else. That is natural. ... They (the regulator) have to 

Intervene also in Finland, because we are falling behind in this 

telecommunications market. " Janne Yliäyhö

Unbundling is especially important when thinking about new services, such as broadband 

access based on ADSL (Asymmetric Digital Subscriber Line), which utilise the existing 

copper infrastructure.
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"There are expectations that the traditional telecommunications competition is 

already behind us. The expectations are that now these new broadband 

services will start to emerge. By the time that starts happening the basics 

should be in place. ...If these copper prices can be correctly set, the 

challengers and the incumbent will be in quite a level playing field, as also the 

incumbent will have to develop their ways of working, invest in new network and 

other things. In this it does not have a long history. " Janne Yliäyhö

Number portability and carrier selection

Number portability was implemented by October 1998 in the whole country. Mattila (1999) 

lists the following problems in the implementation:

• technical implementation was delayed in several cases

• operators' motivation to offer number portability is low

• the pricing is high for the mass market

"I think that in practise we have one customer that has switched from Helsinki 

Telephone Company keeping the old number. It is so expensive that it is not 

worth doing it. " Janne Yliäyhö

Carrier selection has been implemented in Finland without major conflicts. Both pre-selection 

and call-by-call selection are in use. (Mattila 1999)

Other regulatory issues

There is no universal service obligation in the Finnish legislation. The Telecommunications 

Act mandates only that customers that incur similar costs have to be served with same price, 

but if there is a notable difference in costs, the prices can be different also. In a scarcely
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populated country like Finland, there can be substantial cost differences in serving customers 

in cities as compared to rural areas. The Ministry of Social Affairs provides direct financial 

support in bill payment for lower income groups. (Nattermann and Murphy 1998, 765) The 

Act specifies that everyone has the right to telecommunication services (Telecommunications 

Administration Centre 1999).

"As we have noted, both Telecom Finland and the Finnet companies have 

continuously raised the local tariffs and the monthly fees. Telecom Finland even 

more, but that is because the prices are still far from being cost based due to 

political reasons. So that we have those old ladies in their small cottages, the 

furthest ones 40 km away. Covering the rural areas was a kind of social 

requirement, everyone had to be offered a phone. " Mauri Metsäranta

As it would be quite difficult to implement cost-based pricing in all cases, some form of 

universal service legislation may be needed in the future.

" So far we (Sonera) have paid the cost ourselves, but in the long run it will 

require some arrangements. Up to now we have not even requested it, as we 

have noted that we would have to pay most of it in any case. If it were divided 

according to the share of the whole telecommunications market and we are the 

biggest player here, so we would be the ones to pay all the same. " Janne 

Yliäyhö

The operators in the rural areas have great incentive to search for alternatives, as 

maintaining the network is quite expensive.

"We (Sonera) have tried everything. The only working solution has been to go 

to this kind of customer, that is in the other end of a long line, with the latest 

model of Nokia mobile phone and a Sonera contract in your pocket and to tell
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the customer that you can call for free for a certain period of time, if you let us 

roll the copper cable away. But this is based on the customer understanding 

that the sen/ice is not the same and that after the defined period he will have 

the responsibility. " Mauri Metsäranta

4.2.6 Summary of the Finnish case

The unique history of the Finnish telecommunications market has had its effect on the 

competitive situation after the liberalisation. There are two strong operators or operator 

groups that already had large networks and the ability to invest. The regulator's light 

approach has lead to a situation where there is competition to some extent between these 

two operators but no real challengers have been able to gain noticeable market share.

The stages defined by O'Reilly (1995, 123-125) are not clearly visible in the Finnish market 

development, but some evidence of them was found. There was clearly a period of heavy 

political lobbying ('Pre-deregulation jockeying'), which to some extent still continues. 

Challengers have emerged, especially in long distance and international services, and prices 

have decreased. No clear 'Shakeout' has been seen, but it could be argued that for certain 

services 'Relative competitive stability' has been reached.

The competition has started quite well in the services that are easier to open for competition 

(long distance and international telephony), because there are no bottleneck resources 

requiring huge investment. Competition in local telephony has not started and probably will 

not start unless the regulator takes a more active role.

Also the developments in the long distance and international telephony liberalisation show 

the power of the local telephony monopoly operator. In the long distance telephony, Finnet 

Group was able to take a majority of the market almost overnight taking advantage of its 

position in the local telephony market. The same did not happen in international telephony,
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partially due to the different nature of the product, but partially due to the regulator favouring 

Telecom Finland in its approach to carrier selection.

The opening of the local telephony market would require rules on unbundling and number 

portability, not only mandating the availability but also setting the price levels.

4.3 Case study 2: Germany

This chapter summarises the findings from the German case study. It starts by describing the 

historical background of the telecommunications market. Then it gives an overview of the 

most important telecommunications operators and the regulatory function. After that is 

describes the liberalisation process in Germany and finally the current regulatory framework.

4.3.1 History

Development of telecom operators

Postal and telegraphy services have been administered jointly in Germany since 1876. In 

1877 this was extended to include telephony services. State-owned Deutsche Bundespost's 

exclusive rights to provide telegraphy and telephony were established in 1882. They included 

also regulatory functions. (Espicom Business Intelligence 1998, 4)

The constitutional postal law of 1989 stripped Deutsche Bundespost of its regulatory 

functions, transformed it to Deutsche Bundespost Telekom and granted it monopoly rights to 

supply telecommunications services. After the reunification of East and West Germany, the 

East German Deutsche Post was merged with Deutsche Bundespost Telekom. The Postal 

Reform II renamed the company Deutsche Telekom AG from the beginning of 1995. 

(Espicom Business Intelligence 1999, 8, 32)
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Deutsche Telekom was publicly listed in November 1996. The government's stake in the 

company reduced to 74%. Since then, the government has transferred an interest of 23,8% 

to state-owned Kreditanstalt für Wiederanbau (KfW). Neither government nor KfW are 

allowed to sell shares in Deutsche Telekom publicly until 2000, but they are permitted to sell 

to a strategic investor. 1999 Deutsche Telekom and France Telecom acquired stakes of 2% 

of each other to boost their partnership. (Espicom Business Intelligence 1999, 3)

Development of the regulatory function

Until 1989 the regulatory functions belonged to the incumbent operator Deutsche 

Bundespost. In July 1989 the Postverfassungsgesetz (constitutional postal law) was 

approved, which removed the regulatory functions from Deutsche Bundespost (now 

Deutsche Telekom) and placed them to the Federal Ministry of Posts and 

Telecommunications (Espicom Business Intelligence 1999, 8).

The independent German regulator, Regulierungsbehörde für Telekommunikation und Post 

(Reg TP), was established in January 1998, taking over from the Federal Ministry of Posts 

and Telecommunications (Analysys 1999, 2).

4.3.2 Main operators

The German market is dominated by the incumbent Deutsche Telekom, but there is also a 

large number of challengers.

Deutsche Telekom

Following the reunification of East and West Germany, the East German Deutsche Post was 

merged with Deutsche Bundespost Telekom (now Deutsche Telekom). After the reunification

Deutsche Telekom invested 48 000 MDEM in the modernisation of the East German
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telephony network. The work was completed in 1997. (Espicom Business Intelligence 1999, 

31-32)

Deutsche Telekom has claimed to be the most valuable company in Germany in terms of 

market capitalisation (over 200 000 MDEM in early 1999) (Espicom Business Intelligence 

1999, 25). In 1997 its revenues amounted to 67 552 MDEM and it had 197 000 employees 

(Espicom Business Intelligence 1998,1). It is the largest telecommunications service 

provider in Europe and third largest world-wide in terms of consolidated net revenues 

(Deutsche Telekom 1999, 68).

At the end of July 1998, Deutsche Telekom operated 45,8 million telephone lines, of which 

8,7 million were ISDN lines. It had 17,5 million cable TV connections, 4,6 million mobile 

subscribers and 2,3 million internet service subscribers. (Analysys 1999, 16) The entire 

telecommunications network was digitised by the end of 1997 (Espicom Business 

Intelligence 1999, 25).

Challenger operators

The German telecommunications market is the most lucrative in Europe (Analysys 1999,3). It 

was worth around 88 billion DEM in 1998, 52% of which was from fixed voice telephony (Reg 

TP 1999, 3-4). This explains why many companies have been interested in entering the 

market after the liberalisation. By mid-August 1998,126 challenger operators had gained a 

licence to construct and operate a telecommunications network. (Analysys 1999, 3)

The challenger operators can be divided into different groups based on their business idea. 

National network operators offer a wide variety of services nation-wide. Originally there were 

three national network operators, each of which was backed by one or several German 

industry conglomerates: Mannesmann Arcor, o.tel.o Communications GmbH and VIAG 

Interkom GmbH & Co. (Analysys 1999, 3-4) In April 1999 Mannesmann Arcor bought o.tel.o's
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fixed telecommunications and Internet service provider businesses, thus reducing the 

number of national network operators to two (Datapro 1999, 3).

There are currently more than 100 regional and city operators, for example HanseNet 

Telekommunikation GmbH and NetCologne GmbH. Regional and city operators operate in a 

smaller geographical area and are typically backed by municipal utilities. (Analysys 1999, 3- 

5) The utilities often provide them with access to local pipes and ducts which lowers the cost 

of building their own network infrastructure. In many cases the owners are also significant 

customers to these operators and can provide the operators with local political influence. A 

number of these small operators have started to look for partners, typically larger companies. 

(Analysys 1999, 8)

There are also challengers that operate in several metropolitan areas, such as COLT 

Telecom GmbH. A number of long-distance and international telephony operators have also 

emerged. These are often international operators that offer the same services in several 

countries. (Analysys 1999, 5-6)

Deutsche Telekom controls over 90% of the cable TV infrastructure (Kiessling and Blondeel

1998, 576). Thus the competition from cable TV sector has been limited to only one cable 

operator, Telekabel Service Süd GmbH, which offers cable telephony in Berlin (Analysys

1999, 6). The situation may change in the future, because Deutsche Telekom may be forced 

by EU to sell its cable TV operations (Analysys 1999, 11).

There are also a number of resellers that do not build their own infrastructure, but focus on 

reselling the services provided by other operators. The resellers often have an established 

position in the cellular services sector. (Analysys 1999, 11-12) Resellers have been the most 

successful group of challengers. They have focused on marketing their services and have 

been able to make significant profits. Especially successful have been the three largest
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mobile resellers debitel, MobilCom and Talkline that were able to leverage their existing retail 

outlets, marketing operations and customer bases. (Analysys 1999, 13)

All together, the challengers generated revenues of around 5 billion DEM in 1998 (Reg TP 

1999, 4).

4.3.3 Regulatory function

The independent German regulator, Regulierungsbehörde für Telekommunikation und Post 

(Reg TP), was established in January 1998, taking over from the Federal Ministry of Posts 

and Telecommunications (Analysys 1999, 2).

Reg TP has the powers to (among other things):

• grant and revoke licenses,

• assign and supervise frequencies,

• impose universal service obligations,

• control network access and interconnection,

• approve tariffs, and

• set the conditions for market-dominating providers (Datapro 1999, 2).

The regulator is officially independent, but influenced by politicians:

"Deutsche Telekom has strong political influence in Germany. They have 200 

000 employees and very strong trade unions. " Timo Virtanen

Reg TP reports to the Federal Economics Ministry, which also controls Deutsche Telekom. 

This means that the independence of the regulator is somewhat questionable. (Datapro 

1999, 2)
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The government elected in September 1998 is less keen than its predecessor to rapidly 

dismantle Deutsche Telekom's monopoly. The government has also been unhappy about the 

success of resellers compared to infrastructure based operators. (Analysys 1999, 17)

4.3.4 Liberalisation process

The opening of the telecommunications market in Germany started in 1990 with the 

liberalisation of the provision of VSAT (very small aperture terminal) networks and services 

and the mobile communications market. The provision of data transmission services became 

open in 1993. The paging market was liberalised in 1994. (Espicom Business Intelligence 

1999, 6)

The telecommunications regulation in Germany was fully transformed in 1996 through the 

Telecommunications Act. The Act liberalised the German telecommunications market 

completely from the beginning of 1998. (Datapro 1999, 2)

Deutsche Telekom was not well prepared for the liberalisation. It had the highest business 

tariffs in Europe and low residential tariffs. This offered good entry possibilities for challenger 

operators. (HSBCTrinkaus 1999, 10) The tariff imbalance was mainly caused by political 

issues:

"This is a consequence of it that when Deutsche Telekom had a monopoly, 

political decisions influenced it so that they charged more from business 

community than from consumers. " Kari Kosonen

The Reg TP has also been a tough regulator, which has worked to the benefit of the 

challengers:

"The competition regulation has been, how should I say it, maybe more friendly 

than in Finland. ...So that if you compare with Finland, the German regulator
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sets more rules on how things are to be done, whereas in Finland quite many 

things have been given to Sonera and other players to agree on.... Historical 

reasons and the setting (equal players in Finland) have certainly affected this. " 

Kari Kosonen

Long distance liberalisation

Within 6 months from the liberalisation, the long distance prices had fallen by 70%. The 

challengers had captured a market share of 12%. (Analysys 1999, 12-13) Mid-1999 the 

tariffs were up to 85 percent lower than 18 months before (Reg TP 1999, 8). During the first 

half of 1999 35 % of the volume of long distance calls, international calls and fixed to mobile 

calls was accounted for by the challengers (Reg TP 1999, 7).

The business has not been profitable for the challengers:

"The challengers are now buying market share, almost all of them are making 

loss. " Timo Virtanen

International telephony liberalisation

By mid-1999 the prices at peak periods on the 10 major international routes had fallen by 47 

to 89 percent depending on the route, the average being 74 percent (Reg TP 1999, 9).

Local telephony

Six months after the liberalisation, the incumbent remained dominant in the local telephony 

market. The challengers had only managed to capture a market share of 2%, mainly in 

principal cities and towns. (Analysys 1999, 13)



69

Timo Virtanen listed the following as the main problems in local telephony competition:

• Price of the unbundled access

• Collocation of equipment in Deutsche Telekom's premises

• Interconnection (Deutsche Telekom's delivery lead time 6 months)

• The scope of service offering (Deutsche Telekom offers a full scope)

The players in the market believe that competition in the local services will not increase 

notably from the current situation:

"In Germany, as well as in Finland, it is difficult to make any business with local 

telephony. " Kari Kosonen

"No competition in local telephony has started, except in business customer 

segment, and I do not believe that it would start. " Kari Kosonen

Alternative technologies do not seem to provide help either:

"With power lines there is a lot of research being done and pilot projects exist, 

but it has so far not looked, at least I have not heard that it could really become 

some kind of alternative. " Kari Kosonen

"In cable TV there is the problem that Deutsche Telekom owns a great part of 

cable TV networks... It is difficult to bring competition in that way. Deutsche 

Telekom has been obliged to form a separate company of the cable TV 

networks and to sell half to other owners. But Deutsche Telekom will be 

strongly involved if they remain one of the owners. " Kari Kosonen
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4.3.5 Regulatory framework 

Interconnection and unbundling

Operators in dominant position are mandated to offer other operators interconnection with 

the same conditions as they provide the service to themselves (Espicom Business 

Intelligence 1999, 5).

Cost of interconnection and unbundling has been a controversial issue since the 

liberalisation (Analysys 1999, 2). Reg TP has set the average interconnection charge at 2,7 

Pfennig per minute (Espicom Business Intelligence 1998, 12). Deutsche Telekom would like 

to charge higher interconnection charges from operators with less than eight interconnection 

points, claiming that the cost of carrying the atypical traffic created by these operators is 

higher. Deutsche Telekom has until the end of 1999 to prove their case to Reg TP, until then 

they are obliged to offer the same tariffs for all operators. (Datapro 1999, 3)

Reg TP initially set the price for unbundled access to local loop at 20,65 DEM per month 

(Analysys 1999, 2). Since then there has been considerable dispute about the price. In 

February 1999, the price was finally set at 25,40 DEM per month. This price is effective until 

March 2001. (Espicom Business Intelligence 1999, 5)

The price is still considered too high by the challengers:

"Even in Germany, even in Hamburg, it is not possible to make business in the 

consumer segment. Customer's monthly bill has to be big enough, so that it 

(business) is overall profitable. " Kari Kosonen
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The price of unbundled access is closer to the monthly fee paid by the users than in Finland, 

which makes competition easier:

"Because of this (the price of unbundled access) it is more difficult to do 

business in Finland, especially in the consumer segment. " Kari Kosonen

The profitability of offering local services to consumers may change with the new services 

that increase usage:

"Of course if we have this, let's say the usage of data communications and 

these broadband services and internet and all this, if they spread and grow, it 

means that the consumer usage, volume per consumer, it will grow and it may 

be possible... A group of people who are volume users will be created, not only 

companies or offices. " Kari Kosonen

The long dispute over the pricing caused uncertainty in the market and discouraged 

investment by the challengers:

"When the final decision (about the access price) is delayed, the investors are 

afraid to make decisions. " Timo Virtanen

"The worst thing of all is just this uncertainty, when you don't know what it 

(access price) will be in a couple of months. The regulator was supposed to 

decide it by the end of the year (1998), but they had to fight so much with 

Deutsche Telekom, that the decision was delayed. And that is the worst thing of 

all. " Kari Kosonen

In addition, Reg TP approves the end-customer prices of Deutsche Telekom, but not those of 

other operators (Espicom Business Intelligence 1999, 5).



72

Number portability and carrier selection

Number portability was introduced in Germany in March 1998. All operators must offer 

number portability. (Datapro 1999, 2-3)

Both call-by-call selection and carrier pre-selection are in use in Germany. Pre-selection 

involves the payment of a fee to switch from Deutsche Telekom to another carrier. Many 

challengers pay this fee instead of the customer to encourage pre-selection. (Deutsche 

Telekom 1999, 35) Most of the customers have chosen to use call-by-call carrier selection, 

but recently the trend has been towards carrier pre-selection, especially among business 

customers (Reg TP 1999, 7).

Other regulatory issues

Reg TP monitors the service offerings in geographical areas. If it notices that universal 

service is not provided somewhere it will first look for volunteer operators to provide the 

service. If no volunteers are available, Reg TP can impose universal service obligations on 

an operator that controls a dominant position in the area in question. Compensation for the 

operator can be arranged through collecting a Universal Service Levy from other operators in 

the area. (Espicom Business Intelligence 1999, 5)

It is seen that Germany does not really need universal service regulation:

"As a country Germany is like that, if you look at the distribution of population in 

Germany, it is relatively evenly distributed compared to Finland or even 

France... There are not very many very expensive areas, where building fixed 

network connections would be expensive. " Kari Kosonen
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4.3.6 Summary of the German case

The German market was totally dominated by Deutsche Telekom before liberalisation. The 

market is lucrative and it has attracted several challengers with different kind of profiles. 

Some of the challengers are backed by large industry conglomerates, which gives them 

financial strength. The number of challengers has become smaller lately. Thus the German 

market seems to follow quite well O'Reilly's phase model of the formation of a new 

competitive situation. The market is probably still in the 'Shakeout' stage, characterised by a 

large number of mergers and acquisitions. Partially the stages also seem to overlap, 

especially the strategies typical of the 'Pre-deregulation jockeying' stage are still in use by the 

operators.

Competition in most services started at the same time, beginning of 1998. The German 

regulator has taken an active role in creating the kind of conditions that have allowed 

challengers to enter the market. It has not been easy, especially pricing of interconnection 

and unbundled access has been controversial. The long dispute and the uncertainty caused 

by it have discouraged investment, because the challengers have not been able to rely on 

the pricing to be stable.

In long distance and international telephony market Deutsche Telekom has lost over a third 

of the market to challengers, but in the local telephony challengers have managed to capture 

only a 2 percent market share. This is due to both the high price of unbundled access and to 

Deutsche Telekom's ability to cause delays for the challengers. Also the scope of Deutsche 

Telekom's service offering is hard to match. The challengers have mainly focused on the 

business customer segment in local telephony. The price of the unbundled access would 

have to be still lower in order to create profitable business opportunities in the consumer

segment.
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4.4 Cross-case analysis

This chapter compares the findings from the two cases.

4.4.1 History

Development of telecom operators

The development of telecommunication operators has followed quite different paths in 

Finland and in Germany. In Finland several small private operators were established due to 

political reasons. Later some consolidation happened, but there still remained a large 

number of local telephone companies. A number of competing long-distance operators 

merged into state-owned Telecom Finland, which bought also several local telephony 

companies.

In Germany the market has been dominated by state-owned Deutsche Bundespost since 

1882. After the reunification of East and West Germany, also the East German Deutsche 

Post was merged to Deutsche Bundespost.

Due to this development, the competitive landscape in Finland and in Germany was very 

different in the two markets. In Germany there was only one incumbent operator, whereas in 

Finland there was effectively a duopoly, Telecom Finland dominating the international and 

long-distance services and the Finnet group of the local operators dominating the local 

services.

Development of the regulatory function

Except for the early developments, the two countries have followed quite the same lines in 

the development of the regulatory function. In Finland the regulator was originally a separate 

entity from the incumbent, but in 1947 Telecom Finland was given also the regulator's role. In 

Germany Deutsche Bundespost has the regulatory responsibility from the start.
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Both countries separated the regulator from the incumbent in late 1980s, Finland in 1987 and 

Germany in 1989.

4.4.2 Main operators

In terms of operators, the structure of the telecommunications market is quite different in 

Finland and Germany. In Finland, there is effectively a duopoly of two operator groups, 

Sonera and the Finnet Group. There is only one significant challenger, Telia of Sweden. The 

German market is dominated by the incumbent Deutsche Telekom, but there is a huge 

number of challenger operators.

4.4.3 Regulatory function

In Finland the regulatory responsibility is divided between the Ministry of Transport and 

Communications and the Telecommunications Administration Center, a separate body under 

the Ministry. In Germany the regulator is an independent body, Regulierungsbehörde für 

Telekommunikation und Post (Reg TP). Both regulators are influenced by politicians.

4.4.4 Liberalisation process

The liberalisation process has been quite different in Finland and Germany. In Finland the 

services offered to business customers were liberalised first. Germany started by liberalising 

certain services regardless of the target group. The Finnish market was fully liberalised in 

July 1994 and the German market from the beginning of 1998.

In Finland the regulator has aimed at light regulation and relied on negotiations between the 

parties. The German regulator has had a clear and strong direction in creating competition.

In some ways, the task of the German regulator was easier, because there was clearly only 

one incumbent and the rest of the operators were challengers. In Finland, both incumbents 

were also challengers in certain parts of the market.
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Long distance liberalisation

In Finland the operators were allowed to sell pre-selection agreements before the market 

was liberalised. This favoured the local telephony operators which had an existing 

relationship with the end customers. The Finnet Group was able to gain a 50% market share 

very rapidly.

In Germany the long distance calls were priced high before liberalisation. After liberalisation 

the prices fell rapidly, but the market shares changed more slowly. Deutsche Telekom has 

lost 35% of the volume of long distance, international and fixed to mobile calls to challengers.

International telephony liberalisation

In Finland the liberalisation of international telephony favoured the incumbent Sonera slightly. 

This is why the market shares have not changed as rapidly as in long distance telephony. 

Sonera still has about 60% market share in international telephony. The biggest winner has 

been the Finnet Group as in long distance telephony.

In Germany the liberalisation of international telephony followed very much the same lines as 

the long distance telephony liberalisation.

Local telephony

Local telephony liberalisation has not created much competition in Finland and Germany.

The incumbents have lost only a small percentage of the market to challengers. The 

reasons are very similar in both countries, mainly price and availability of unbundled access 

and the wide service offering and customer base of the incumbents. In Finland also the 

customer ownership of local telephone companies has been a barrier to creating competition.

Both in Finland and in Germany there have been trials with alternative access technologies, 

but at least so far they have not proven useful in larger scale.
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4.4.5 Regulatory framework 

Interconnection and unbundling

Both in Finland and in Germany interconnection and unbundling are mandated. The details 

of the regulation differ quite a bit from each other. In Finland the regulator has relied on 

commercial negotiations for the pricing of interconnection and unbundling. The only rule is 

that the internal and external customers have to be given the same conditions. The 

challengers claim that this does not work in practise and that the pricing is too high.

In Germany the regulator sets the prices for interconnection and unbundling. The prices have 

been controversial, challengers claiming that they are too high and Deutsche Telekom that 

they are too low. Because of the dispute setting the final price has been delayed and that has 

caused uncertainty among the challengers.

The price of the unbundled local loop is currently higher in Finland than in Germany, which 

makes entry into local telephony more profitable in Germany.

Number portability and carrier selection

Number portability has been implemented both in Finland and in Germany. At least in 

Finland there are difficulties in practise, e.g. because of high prices.

Both countries have both call-by call selection and pre-selection of carrier in use. In Finland 

pre-selection was actively marketed and is used more than in Germany. In Germany the 

customers use mainly call-by-call selection and pre-selection is only now becoming popular.

Other regulatory issues

Finland and Germany have not implemented universal service legislation. So far the 

incumbents have provided universal service voluntarily. In Finland Sonera has calculated 

that as the biggest operator they would have to pay for the universal service in any case.
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Germany does not have large sparsely populated areas and it is expected that there is no 

need to use the universal service obligation.

4.4.6 Summary of the cross-case analysis

If measured by the market share loss of the incumbent, the increase in competition looks 

quite similar in Finland and in Germany. In both countries the incumbents have lost 

noticeable share of the market in long distance and international telephony but in local 

telephony only a couple of percent. It is seen, however, that because of stricter regulation 

Germany has better possibilities for local telephony competition also.

Both cases support O'Reilly's stage model of the formation of a new competitive 

environment. It seems, however, that the strategies typical of the 'Pre-deregulation jockeying' 

stage continue also after the liberalisation. One reason for this may be that a major part of 

regulations are set after the official liberalisation date. Thus liberalisation is not one point in 

time, but rather a period of changing regulation.

The structure of the challenger group is quite different. In Finland most of the market share 

lost by the incumbent Sonera has been gained by the local telephony incumbent Finnet 

Group. In Germany 'true' challengers have been able to win market share.

This difference is very much due to the different market situations before liberalisation and 

the actions taken by the regulators. In Finland there were two operators with segment 

monopolies. Thus there was for every service a very strong challenger. The regulator has 

clearly chosen to balance between these two incumbents instead of actively trying to support 

other challengers. In Germany the regulator has taken a strong role in creating rules by 

which the challengers would be able to compete equally with Deutsche Telekom. Without 

these actions competition probably would not have started at all in Germany, like the 

following quote also illustrates:
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"With Finnish style of regulation probably no competition would start in 

Germany. The situation in Germany was different; Deutsche Telekom had a 

monopoly in the whole country, almost 100% monopoly before the competition 

started. So that Deutsche Telekom had a strong negotiation position compared 

to the entrants to the market. I think that no competition would be created that 

way. So that here in Germany you do need this kind of strong regulator." Kari 

Kosonen

In Finland there is now a risk of collusive duopoly, where no real competition exists. This may 

slow down the development of the market. On the other hand, Germany has good potential 

of becoming a leading market because of its large number of challengers and the regulator's 

active push for even more competitive market:

"In 5 to 10 years Germany will be Europe's most competitive market. And on 

the other hand the most developed market. These two things are linked 

together. In Germany the competition has already started, there are a lot of 

players and that will probably make the development fast. New companies are 

founded, new applications are created and also innovations and so on. I believe 

that this German telecommunications market will be a kind of number one. " Kari

Kosonen
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5 Conclusion

5.1 Summary and major findings

The objective of this study was to explore different regulatory options and their impact on 

competition. In order to fulfil this objective, the following research questions were set:

• How do the actions taken by the regulator affect the competitive situation in the fixed 

telecommunications market?

• How does the industry evolve from monopoly market to open competition?

• Does the history of the telecommunications market in question affect the outcome of 

liberalisation and how?

These issues raised by these questions were studied in the context of Finland and Germany.

Based on the findings of the literature review the theoretical framework was created. In the 

theoretical framework it was assumed that each market has before liberalisation a 

competitive environment on which the regulator has had an impact. Once the market is 

liberalised, it moves to a new competitive equilibrium via a phased process. Both the process 

and the outcome of it, i.e. the competitive equilibrium after the liberalisation, are affected by 

the regulator. The regulator affects the competitive equilibrium by setting rules on issues 

such as interconnection, unbundling, number portability, carrier selection and licensing. 

These rules have an impact on the five forces that define the state of competition in the 

market: rivalry among operators, threat of new challengers, bargaining power of buyers, 

bargaining power of suppliers and threat of substitutes.

The study was conducted using case study method, specifically holistic multiple-case design. 

The role of the regulator was chosen as a unit of analysis. The cases (Finland and Germany) 

were chosen using a combination of two selection strategies: criterion sampling and



81

convenience sampling. Three data sources were used: interviews, documentation and 

archival records. The data was analysed using the theoretical framework and the literature 

review as a basis. Both cases were first analysed separately and then a cross-case analysis 

was performed.

One of the main findings of this study was that the regulator has a key role in the 

liberalisation process and in creating the competitive situation after liberalisation. During the 

liberalisation process the regulator can define which services are liberalised at each step and 

which means are allowed when entering the market. A good example of the impact of 

regulatory rules are the differences in liberalising the long distance and international 

telephony in Finland. Seemingly small differences in the rules (not allowing pre-selection 

agreements before competition started, allowing Sonera to keep the old prefix) had a large 

impact on the speed at which the challengers gained market share.

This finding is in line with the outcome of the literature review. The empirical evidence also 

suggested that the regulator is affected by the market situation caused by its previous 

actions. In the case of Finland, the outcome of the long distance liberalisation clearly affected 

the later actions of the regulator in the international telephony liberalisation.

A clear problem area from the competition point of view seems to be the local telephony.

Both in Finland and in Germany the market shares of the challengers are still modest. The 

regulator needs to have an active role in this market segment in order to create favourable 

conditions for the challengers. Of great importance is not only mandating things such as 

interconnection and unbundling but also setting the commercial conditions for these.

The second research question about market evolution could be answered more reliably by 

observing the markets in question through the whole period of liberalisation. Based on the 

evidence from this study, however, the researcher contends that O'Reilly's (1995, 123-125) 

phase model of industry evolution during liberalisation describes what has happened in the
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telecommunications industry quite well. This is especially true in the case of the German 

market, which is more lucrative and open to competition than the Finnish market and thus 

has attracted more challengers. Both cases would suggest, however, that the stage of 'Pre

deregulation jockeying' actually continues still after liberalisation and overlaps with other 

stages. This may be partially due to the way the market has been liberalised: major part of 

the regulations have been set after the official liberalisation.

The effect of the history of the telecommunications market on the outcome of liberalisation 

was found to be more important than expected. Based on the literature review findings, 

historical situation was taken merely as the starting point of the liberalisation process. The 

case study evidence revealed that the historical situation has an impact also on the actions 

of the regulator. In Finland, where there are two incumbent operator groups, the regulator 

has focused on balancing between these two in the liberalisation process. In Germany, 

where Deutsche Telekom has been the only incumbent, the regulator has aimed to defend 

the challengers against the huge competitor. This has resulted in more favourable conditions 

for the 'true' challengers in Germany than in Finland.

The findings from the empirical part of the study are reflected in the elaborated theoretical 

framework illustrated in Figure 5.
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Figure 5 Elaborated theoretical framework
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-no alternative channels)

Rivalry among operators 
Threat of new challengers 
Bargaining power of buyers: 
-residential customers 
-business customers 
-other operators 
Bargaining power of suppliers: 
-equipment suppliers 
-other operators 
Threat of substitutes:
-mobile telephony 
-IP telephony

5.2 Managerial implications

The case study findings show very clearly that it is relatively easy to create competition in 

long distance and international telephony, but that local telephony is quite difficult to open to 

competition. The regulator has to take an active role in setting the kind of rules that allow the 

challengers to compete against the incumbent.

In local telephony the bottleneck is the local loop controlled by the incumbent. Unbundling of 

the local loop as well as interconnection with the incumbent's network is necessary for the 

challengers. It is not enough to mandate unbundling and interconnection, also the conditions 

have to be set by the regulator. The challengers are usually not in the position to negotiate

fair conditions with the incumbent.
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The regulator should also actively monitor the market and the impact of the regulatory 

actions. The regulations should be easily adjustable to steer the development in the market. 

The regulator has a challenging task in regulating the market in a fair manner that enables 

open competition in the long run.

Once the competitive situation has equalised, the regulator should be prepared to decrease 

the number of regulatory rules. Many regulations are necessary during the process of 

liberalisation to support the entry of challengers, but become meaningless in a truly 

competitive market.

5.3 Suggestions for further research

These results of this study may be applicable to other markets with 'Regulated competition' 

type of regulation. It would be useful, however, to study this kind of markets with a larger 

sample before applying the results widely. One rather interesting case would be the US 

market, which seems to be quite advanced in telecommunications competition, but to which 

the researcher did not have proper access. Also markets with other type of regulatory 

environments could be studied to see whether the results can be partially generalised to 

those markets as well.

The unit of analysis for this study was the regulator's role. The impact of liberalisation could 

also be studied using other units of analysis. For example a study of operators' behaviour 

during liberalisation process and after the liberalisation would further the understanding of 

the effects of liberalisation.

The process of liberalisation could be studied more effectively by observing the market 

during the whole process from monopoly market to open competition. This study was 

conducted over a short period of time and started after the liberalisation had happened in the
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case markets. The data collected on the process itself was already biased by the outcome of 

the process.

This study has focused quite strictly to the traditional fixed telephony market. Liberalisation of 

this market has also implications on the development of the whole telecommunication 

industry. It would be important to study the effect that healthy competition in 

telecommunications has on the creation of new services for example.
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