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700 MHz Auction – The Digital Dividend in Canada  

Ø Guiding Questions: 
1.  What criteria should be used to judge whether the Canadian 

700 MHz auction is a success or failure?  

2.  What are the warning signs Canada should heed from other 
spectrum auctions held around the world? 

3.  Would the further lifting of foreign ownership rules guarantee 
greater competition in the Canadian wireless sector and lower 
prices for the Canadian consumer? 
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Ø Fast Answers1: 
1.  What criteria should be used to judge whether the Canadian 

700 MHz auction is a success or failure?  
§  Fully assigned spectrum – no D band failure. 

§  Lower network costs leading to lower prices.  

§  Entry by a disruptive and well capitalized new entrant. 

2.  What are the warning signs Canada should heed from other 
spectrum auctions held around the world? 
§  Domination by a tight oligopoly – tacit collusion. 

§  Market Barriers to Entry. 

§  Spectrum Caps – smaller players argument. 

1. Thinking, Fast and Slow: Daniel Kahneman, 2011 
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Ø Guiding Questions: 
3.  Would the further lifting of foreign ownership rules guarantee 

greater competition in the Canadian wireless sector and lower 
prices for the Canadian consumer? 
§  Almost certainly. 

§  Unlikely to happen in the current environment. 
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DETAILS – SLOW ANSWERS 
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Forecast Spectrum Deficit in Australia 
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Ø Slow Answers: Question 1 – Criteria for 
Success. Fully Assigned Spectrum. 
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Ø Slow Answers: Question 1 – Fully Assigned 
Spectrum 

700 MHz Auction – The Digital Dividend in Canada  

Block Bandwidth in 
MHz 

Frequency Bands  
in MHz 

License Areas Reserve Price  
in 000s (USD) 

   A 12 698-704/728-734 176 EA 1,807,380 

   B 12 704-710/734-740 734 CMA 1,374,426 

   C 22 746-757/776-787 12 REAG 4,637,854 

   D 10 758-763/788-793 1 National 1,330,000 (not 
met) 

   E   6 722-728 176 EA 903,690 

Bill H.R. 3630 2/12/2012 – D Block designated for Public Safety. 
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Ø Slow Answers: Question 1 – Fully Assigned 
Spectrum 
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Upper D Block: further consultation to develop policy framework 
for D Block in light of Bill H.R. 3630 
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Ø Slow Answers: Question 1 – Criteria for 
Success. Lower Network Costs. 
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Ø Slow Answers: Question 1 – Criteria for 
Success. Disruptive New Entrant. 

Ø In 2009, ARCEP (France) decided that 3 mobile phone providers were 
not healthy for competition and sold a fourth 3G spectrum license to 
Free for €240 million.  Free Mobile is a mobile French Mobile 
Broadband company, part of the Iliad group (ISP).  
§  It obtained a national 3G license and in and a 4G license on the 2.6 GHz 

frequency band.  

§  Free declared that it would revolutionize the mobile phone landscape with 
true unlimited offers for a fraction of the price and it seems to be doing so. 
Free Mobile started offering services on 10 January 2012.  

§  By the end Q1 of 2012, the mobile penetration rate had reached 106% of the 
population and the number of mobile subscribers had reached 66.8 million.  
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Ø Slow Answers: Question 2 –Disruptive New 
Entrant. Free Mobile 

Ø Free has achieved this by offering very inexpensive mobile voice and data plans 
including a “free” plan to its ISP customers (to Iliad’s 5.27 million residential 
broadband customers) and a 19.99 euro plan  that includes:  

§  Unlimited SMS and MMS messages; 

§  Unlimited 3G+ DATA (3GB fair usage, then capped; 
§  Free 3G+ connection sharing (tethering); 

§  Unlimited seamless use of the FreeWifi hotspots via the EAP-SIM protocol; 

§  Unlimited calls to mobile lines and landlines in France, USA ( all 50 states) 
and Canada; 

§  Unlimited calls to landlines in 40 countries; 

§  No contract, no commitment period. 

Ø  Competitors had no choice but to do the same. They now all offer a similar plans 
There was an increase of the monthly price of the bundle offering unlimited calls 
to mobile phones for 35.99 euros month … thus improving its margin on the ISP 
customers.  
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The problem of oligopoly 

§ In oligopolistic markets competition may not be effective 
§ Few players, differentiated products 

§ Price may exceed (marginal) cost by a ‘significant’ margin 
§ Possible no individual firm is dominant  

§ E.g. each individual firm is constrained by the other firms in the 
market 

§ Possible some or all firms ‘collectively’ or ‘jointly’ dominant 

700 MHz Auction – The Digital Dividend in Canada  

Ø Slow Answers: Question 2 – Warning Signs. 
Tight Oligopoly, Barriers to Entry, Spectrum 
Caps 
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Tacit collusion: intuitive explanation 

Ø Tacit collusion is about firms setting excessive prices 
(restricting output.) 

Ø Individually each tacit colluder could achieve in the short 
term a higher profit by deviating. 

Ø In the long term deviation is costly as the other firms in the 
‘agreement’ respond by lowering prices (expanding output) 
and these firms find it rational to react to another firm 
deviating. 

Ø The foregone profits as a result of punishment deter 
deviation and hence reinforce collusive position. 
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If transitional or long term problems are expected, what 
are the remedies? 

Ø Competition law (merger regulations do not normally apply 
to spectrum acquisitions) 

Ø Vetting of secondary trades (against a specified standard, 
such a significant lessening of competition) 

Ø Use it or lose it conditions (hard to enforce, as usage can be 
token) 

Ø Spectrum caps on stocks of spectrum  

Ø Spectrum caps at auction (easy to apply) 

Ø Caps can be ‘hard’ or ‘soft’; i.e. applied universally or with 
discretion.                                                                              
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New Entrants – Market Share 
700 MHz Auction – The Digital Dividend in Canada  

Source: DMR/Detecon, 2008 
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Case Study: EU Re-farming 2G spectrum for 3G/4G services 
Ø October 2009: Council Directive 87/372/EEC amended to remove  

restriction of 900 MHz spectrum exclusively for GSM services in order to 
stimulate deployment of wireless broadband services in the bands 

Ø EC also called for redistribution of existing spectrum assignments in 
GSM bands between mobile operators to support deployment of UMTS 
and LTE 

Ø Most EU Member States have now liberalised use of 900 & 1800 MHz to 
allow use of UMTS (some in process of liberalisation while others 
already allowed LTE in 1800 MHz band). Examples: 
Ø Croatia - regulator renewed in 2009 spectrum licences of the three mobile 

operators on technology neutral basis.  

Ø Iceland - in parallel with allowing UMTS services in the 900 MHz and 
1800 MHz bands, regulator assigned additional spectrum in 900 MHz band to 
3 mobile operators.  

700 MHz Auction – The Digital Dividend in Canada  



18 

700 MHz Auction – The Digital Dividend in Canada  
Ø Slow Answers: Question 3 Foreign 

Ownership. UK Philosophy 
§ Using markets where possible but recognise the limits of 

markets  
§ Respond to risks of market failure and to consumer protection 

needs with focused intervention.  
•  Competition.  

•  ensure consumers enjoy benefits of competition.  

•  review of the market for mobile call termination.  

•  active approach to reducing the barriers facing new entrants. 

•  Consumers. Protect consumers from misselling and unfair charges. 

•  Coverage.  Facilitate better coverage.  

•  Spectrum. “Available in a timely manner to optimise the prospects 
for competition, innovation and better mobile coverage across the 
UK.” 
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Ø UK Philosophy for mobile markets 
§ Using markets where possible but recognise the limits of 

markets  

§ Respond to risks of market failure and to consumer protection 
needs with focused intervention.  
§ Competition.  

§ ensure consumers enjoy benefits of competition.  
§  review of the market for mobile call termination.  

§ active approach to reducing the barriers facing new entrants. 

§ Consumers. Protect consumers from mis-selling and unfair charges. 

§ Coverage.  Facilitate better coverage.  

§ Spectrum. “Available in a timely manner to optimise the prospects 
for competition, innovation and better mobile coverage across the 
UK.” 



20 

700 MHz Auction – The Digital Dividend in Canada  
Ø Slow Answers: Question 3.  
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BACKGROUND AND 
REFERENCES 
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Spectrum management objectives  
Ø  Planning for future needs and management and monitoring the utilization of 

the spectrum resource in accordance with legislative and public policy 
objectives and international agreements; 

Ø  Improving the efficient and optimal use of the spectrum resource through 
adoption of advanced spectrum allocation, management techniques and 
licensing processes based on operational requirements and technical and 
economic viability;  

Ø   Maintaining and developing effective competition by preventing ex ante, or 
remedying ex post, excessive accumulation of radio frequencies by certain 
economic operators which results in significant harm to competition; 

Ø  Ensuring flexibility and adaptability and ease of access to the spectrum 
resource in response to technological advances, and economic, social and 
market factors. 

Ø  Protecting national interests while striving for global harmonization of 
spectrum along with coordinated spectrum policies and utilization working with 
regional and international organizations and in compliance with treaty 
obligations, including those of the ITU. 

Ø  Promoting innovation, research and development in new 
radiocommunication techniques and spectrum-based services and applications 

Ø  Coordinating and establishing well balanced national spectrum and 
radiocommunication policies and plans by widely consulting with all 
interested parties and the general public. 
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Three possible ways to manage spectrum 

Command & Control 
Zone 
Regulator manages it 

Market Forces Zone 
Operators manage it 

Licence-exempt Zone 
 Nobody manages it 

Approach that is currently 
adopted for most 
spectrum.. 

Approach advocated by 
Ofcom, EC, ACMA and 
others implemented by 
transfer and liberalisation 

Approach currently 
adopted for very little 
spectrum (ISM bands) 
some argue for radical 
increase 

•  Needs to decide the right balance between the Zones 
•  Zones are currently demarcated by frequency. However, 

there are also dimensions of power and time 
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Global Mobile Data Traffic Forecasts 

 § Data services 
have  become 
the major source 
of traffic since 
2010. 

§ Verizon predicts 
that 50% of the 
traffic on the 
LTE network is 
data. M2M is a 
huge growth 
potential 

§ Analysys Mason 
mobile traffic 
forecast  CAGR 
of 42% to reach 
28 000 PB per 
year in 2015. 
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Ø Pioneer Affect-First to Enter  
§ New competitors entering the mobile market at a relatively late stage find 

themselves competing against well established incumbent operators who 
have both cost (economies of scale-related) and brand advantages which 
raise the costs needed to enter the market.  

Ø Switching Costs 
§ Switching costs incurred by subscribers who choose to move from an 

incumbent to a new entrant act as a significant impediment for new entrants, 
which is not completely erased by regulations requiring operators to support 
number portability.  

Ø High Cost of Licence and Spectrum 
§ The high cost of regulatory telecommunications licences and spectrum 

authorizations has contributed to the failure of many 3G new entrants 
compared to their 2G competitors 

Market Entry Impediments 
700 MHz Auction – The Digital Dividend in Canada  
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Ø Cost of Build-Out and Customer Acquisition 
§ Once a licence has been secured, the operator then needs to build a 

network, the cost of which also acts as a barrier to entry. Given the 
substantial costs associated with rolling out a mobile network, only well-
resourced companies can afford to build their networks on the scale that the 
licence permits (national in the case of Europe) and build-out, in most cases, 
requires (usually over 90 per cent area and/or population coverage in the 
case of Europe, albeit over a period of years). There are also considerable 
customer acquisition expenses involving marketing campaigns and 
(invariably in Europe) the subsidization of handsets for subscribers with 
contracts 

Market Entry Impediments 
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Spectrum Caps 

Ø Spectrum caps: ex-ante means to implement competition policy in mobile 
communications markets to help ensure that no single mobile operator, or a very 
small number, can acquire all or almost all spectrum on offer either at the time of 
initial spectrum awards or in subsequent mergers of, or deals between 
operators. 

Ø To prevent creation of positions of large holdings of a scarce resource, i.e. 
spectrum, exploited anti-competitively so as to cause market failures with 
deleterious effects for customers and overall economic welfare. There are other 
means to ensure entry into the mobile market by multiple operators, such as 
issuing multiple separate licences and setting aside spectrum for entrants in 
individual spectrum auctions. 

Ø The choice by NRA’s in using either spectrum caps, set-asides, or other means 
such as licences depends on the stage of market evolution and competition.   
§  In early stages of the cellular (primarily voice traffic) market evolution, spectrum caps 

were used to assist entry and prevent dominant players from overtaking the market. 
These were subsequently relaxed and in the intervening period set-asides were used 
to aid new entrants into the market at later stages usually when newly available bands 
were being auctioned off.  
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Case Study: Ireland - Proposed re-award liberalized licenses in 
800, 900 and 1800 MHz Bands  
Ø ComReg’s auction of liberalised licences in 800, 900 and 1800 MHz 

spectrum. These licences expired in 2011 were extended with temporary 
licences (Vodafone, O2).   

Ø ComReg decided in August 2011 to auction all of the spectrum at once 
Ø total of 140 MHz (28 blocks of 2X5 MHz) 

Ø total competition cap of 50 MHz 

Ø maximum cap of 20 MHz below 1000 MHz.  

Ø The auction was completed in Nov. 2012 with licenses covering the 
period from 2013 to 2030 
Ø Meteor, Telefónica and Vodafone were awarded lots in the 800MHz band. 

Ø Hutchison 3G Ireland, Meteor, Telefónica and Vodafone were all awarded 
lots in both the 900MHz and 1800MHz frequency bands. 
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Ø Mobile-cellular telephone subscriptions per 100 
inhabitants Canada – UK 2000 -2011 

ITU data 
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Free Mobile – Success Criteria 
Ø Free keeps costs very low: 

§  a) signed a roaming deal with Orange for six years. A key part of 
the deal is that roaming is not charged on a per minute/mb basis 
but is it “unlimited”; 

§  b) advantage of its hotspot network in that every triple-play 
modem used by its broadband customers is in fact a hotspot  
which allows smartphones to connect seamlessly to them. This 
allows them to offload traffic onto home Wi-FI access points;.   

§  c) Free benefits, at least for the time being, from asymmetric 
termination rates for its cross carrier calls (in effect other carriers 
are subsidizing each call made to Free  

700 MHz Auction – The Digital Dividend in Canada  
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