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MAIN POINTS

The regulation of the telecommunications sectorfbagsed mainly on the supply side of the market
including, for example, market entry and licensiaggess to and use of networks, interconnectianty@o
over retail and/or wholesale pricing. Even the fagon of universal service has to a large extent
emphasised the supply side through such requirenaanthe need to build-out networks and make access
available at a reasonable price, setting geografihiaverage prices for subscriber lines and ddteny
technical requirements to facilitate consumer esg.$ound quality, access for the hearing impaired).

This emphasis on the supply side has been apprepmiace the task was to install effectively
competing alternative suppliers in former monoptd#jecommunication markets. As competition has
developed and the number of new entrants in fixedl @mobile telecommunication markets has grown,
there has been increased attention by some telegoimations regulators on the consumer demand side.
For instance, a ‘demand-side’ measure introducedainy OECD countries is the requirement for ‘number
portability’ aimed at facilitating consumer ‘switdg’ in the fixed line and mobile markets.

Such attention to the consumer demand-side is yitmatause informed consumers who are prepared
to exert an ability to choose between competingplens are necessary to stimulate firms to inngvate
improve quality and compete in terms of price. laking well-informed choices between suppliers,
consumers not only benefit from competition, bytimitiate and sustain it. Conversely, where comexs
have too little information, poor quality informaii, or mis-information, they may end up misled and
confused by the choices on offer, may pay too marchuy the wrong service. This may, in turn, inhibi
and dampen the competitive process. For consurneesigage effectively in the market and use their
ability to vote with their wallet, they need to bble to move quickly and with the minimum constrain
between service providers.

Government policy and regulation, in addition toilitating well-functioning markets, which includes
ensuring that consumers have the ability and cenfid to engage in those markets, has also been
concerned with minimising detriment to the consunmerest resulting from a lack of consumer
information, or misleading information, or mis-$egd), or the “bounded rationality” of consumer démis
making. Demand-side analysis is indicating improuegights into actual consumer behaviour that may
exhibit systematic departures from the “rationaBhlaviour assumed by conventional (neoclassical)
economics. That is, even when presented with fifidirmation, consumers may not always be in a psiti
to understand and/or use that information to tadirantage. This raises questions about whetheiif and
what different policy or regulatory intervention ynhe necessary to help consumers adopt decisions in
their best interests.

This report sets out to examine the available exddeof actual consumer behaviour and analyse
implications for policy and regulation. It addressgiestions of:

* whether consumers are satisfied with their presd@tommunications provider:

« whether dissatisfied consumers decide to switch;
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* how dissatisfied consumers could be equipped \ihriformation and confidence to ensure that
a decision to switch or not to switch is in thesisbinterests; and

* how the approach to this task could take accounheffindings of demand-side analysis that
consumers may be influenced not only by ‘informat@symmetry” but also by “systematic bias”
in their decision-making?

The key opportunities for furthering participationthe telecommunications market revolve around
efforts to: educate consumers about the alternativeices and suppliers that are available; highlige
tangible benefits of any new service; make the chiily process easier; and allay fears regarding the
potential risks associated with switching. Thereyrabso be role for education to make consumers ewar
of their biases €.g. in heavily discounting costs). For instance, taurter “hyperbolic discounting”,
consumers might be counselled to consider carefulligther a flat rate contract or a “free” mobileoph
handset with a two-year contract really does $wiirtusage level and pattern.

Policy makers and regulators should be mindful thatwidely expressed purpose of pro-competition
policy is to enhance consumer welfare. Some reguddiave made an important and commendable start
on work to provide evidence upon which measurenttance consumer protection and empowerment can
be based. As other regulators also begin to foare mttention on demand side analysis, the evidetice
improve and deepen. This will help support furtidewelopments in competition that will serve the
consumer interest.

This report arrives at a number of recommendatimetding the following:

* Service providers in the communication sector shdog strongly encouraged through self-
regulation to develop a consumer bill of rights ptovide adequate and accurate information to
consumers so that consumers may exercise effetltiviees and assert their rights and to put in
place transparent and low cost procedures toti@alconsumers in changing service providers.

» Policy makers and regulators should develop a batid fuller understanding of the needs and
motivations underlying consumer behaviour in tefegwnications markets, especially those of
vulnerable consumers (such as those in rural atbasglderly, minors, disabled, those on low
incomes, the unemployed).

* Policy makers and regulators, in conjunction witbustry, could assist consumer participation in
telecommunications markets by educating consumeaaitatheir rights, by raising awareness
about new services and options offered by the maakel by making the process of switching in
the fixed line, mobile and Internet markets easikeaper and faster.

* Regulators should consider requiring that all magpperators provide complete, comparable,
appropriate and accurate information to consunfemugh different channelg.g.through leaflet,
radio, consumer hotline and web based programmoeshpdble consumers, especially vulnerable
consumers, to quickly identify the most suitabld bast value telecommunications plan.

* Regulators could use more effective means of tmmgenformation to vulnerable groups to
provide them with practical guidance about how tbay get the best deal.

* Regulators could encourage third parties, includiognsumer organisations, to provide
price/service-comparison facilities and other ratgvinformation through consumer hotlines,
websites, etc.

» Regulators could work with the fixed line (includinnternet service providers) and the mobile
network operators to develop and publicise a satoofiparable indicators relating to quality of
service.

» Regulators should ensure that the shortest podsideis taken to complete number portability for
consumers switching between fixed line and betwaehbile service providers.
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* Regulators should require that all Internet serypic®viders ensure a simple, free (or at least low-
cost) and quick transfer for consumers who choossvitch provider.

* Regulators should require “truth-in-billing”, ampdohibit harmful business conduct and practices
(e.g.by prohibiting mis-selling, misleading advertisjng
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ENHANCING COMPETITION IN TELECOMMUNICATIONS:PROTECT ING AND
EMPOWERING CONSUMERS

1. INTRODUCTION

1. This report sets out to examine available ewdeof actual consumer behaviour in the
telecommunications market and analyse the impbtinatbf such behaviour for policy and regulatiothie
consumer interest. It seeks to identify specificasuges for consumer protection and empowerment in
telecommunication markets. The report has a pdaticdocus on ex ante regulation of the
telecommunications sector, but also considers atieasures for enhancing consumer empowerment and
consumer protection, that do not necessarily irvakgulation. The report also discusses influemces
switching decisions and examines the evidenceishavailable about actual consumer decision-making
behaviour in telecommunications markets. The repmmtludes with an examination of the implications

the analysis for consumer policy and regulation.

Background

2. Regulation in the telecommunications sectorfbassed mainly on the supply side of the market
including, for example, market entry and licensiaggess to and use of networks, interconnectiantyao
over retail and/or wholesale pricing. Even the teton of universal service has to a large extent
emphasised the supply side through such requirenaanthe need to build-out networks and make access
available at a reasonable price, setting geografiaveraged prices for subscriber lines and dateng
technical requirements to facilitate consumer wesg. 6ound quality of service, access for the hearing
impaired).

3. This emphasis on the supply side was appropbatause the task was to install effectively
competing alternative suppliers in monopoly telecamication markets. As competition has developed in
telecommunication markets and users have a widacetof service providers, there has been increased
attention by some regulators on the demand sideirfStance, a ‘demand-side’ measure introduced in
many OECD countries is the requirement for ‘numipertability’ aimed at facilitating consumer
‘switching’ in the fixed line and mobile markets.

4. Such attention to the consumer demand siden&yt because informed consumers prepared to
choose between competing suppliers are necessatmalate firms to innovate, improve quality and
compete in terms of prices. Indeed, in making \wéllrmed choices between suppliers, consumers not
only benefit from competition, but they exert thesteined pressure for providers to compete forr thei
custom. Conversely, where consumers have toe littformation, poor quality information, or mis-
information, they may end up misled and confusedhleychoices on offer, may pay too much or may buy
the service which does not meet their needs. Thig im turn, inhibit and dampen the competitiveqass.
Moreover, if suppliers can exploit consumers tlosld at some point lead to ‘reputational damagel an
disillusionment with the competitive process ashob. Hence consumer empowerment and protection is
critically important from an economic as well asisbrationale.
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Telecommunication policy and regulation in the interest of the consumer

5. Policy and regulation in the telecommunicati@estor has long been concerned with the
consumer interest (including consumer protectioth @mpowerment). Legislation, policy and regulatory
statements repeatedly stress that the welfarer@furoers is a, if nahe, primary objective of policy and
regulation! In OECD countries, policy and regulation for telegnunications has been pro-competitive in
recent years since competition is viewed as hawiidg economic benefits and benefit consumers. Rival
among suppliers to attract and retain consumersnsnézat suppliers who serve consumers well will
prosper, and those that serve them badly will Rod-competition policies have included antesector-
specific regulation andx postcompetition policy based on general competitiom ta foster competition
and restrict anti-competitive conduct. Figure 1 marises the various aspects of pro-competitioncpoli
Sector specifiex anteregulation of telecommunications services has @arrange of areas, including:

» The regulation of licensing to permit market entry.

» Ex-ante regulation to foster sustainable competitiocluding asymmetric regulation (whereby a
dominant operator is subject to more regulation).

* Interconnection.

»  Price controls, including ‘price-cap’ regulationgnsure prices (on average) fall in real terms.
»  Price rebalancing — long term consumer interestsi¢e) versus short term (lowering prices).
*  Numbering policy.

* Universal service.

* Local loop unbundling.

* Regulation to facilitate the process of new tecbhggland ‘convergence'.

* Regulation to facilitate interoperability.

* Initiatives to protect consumers regarding contralchrrangements and unfair trading.

*  Quality of service.

» Carrier selection, call-by-call selection and pleston.

*  Number portability.

» Information provision obligations.g.relating to price and quality of service.
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Figure 1. Pro-competition policy measures
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6. Now with market liberalisation and alternativeetommunications suppliers becoming firmly

installed in many OECD countries, questions arergimg about the extent to which consumers have
‘switched’ to these alternative suppliers as mushad been expected. If not, why not? Should policy
makers/regulators intervene? If so, how? In seetongnswer these questions, important lessons ean b
drawn from analysis of the demand-side, includieg rinsights from behavioural economics into actual
consumer behaviour.

Demand side analysis

7. Conventional economics starts with a number sgumptions about consumer behaviour,
including that:

» Consumers approach markets with a set and statdé gesferences.
» Consumers are concerned only with their own welfare

* In aggregate at least, consumers can rationally avselable information to make optimal
decisions.



DSTI/CP(2007)6/REV3

 Consumers face a “bounded rationality.d. in the form of various costs of acquiring and
processing information) and, as a result, rely baufistics’ (such as reliance on a firm's
reputation and other price and quality signalsjenision-making.

8. Demand side analysis, including behavioural enocs, goes beyond these assumptions. It
argues that in some situations consumers condistel@part from behaviour predicted by these
assumptions. In other words, consumer choice isebdiaway from those that would occur if behaviour
conformed to the assumption of “rationality”. A kisgue for a demand-side analysis is examining tugha
actually going on in terms of consumer outcomedi Thvolves examining the product features as well
as consumer choice issues and how the productreicsdas being offered or presented. An important
insight of behavioural economics is that it is anly the product that matters but the context as e

Information imperfections

9. The conventional economic approach recognisasittfiormation asymmetry and information
failure that may lead to sub-optimal consumer outes. Consumer policy has therefore focused on
removing those market failures that prevent conssmeno, even though they behave rationally, are
nevertheless prevented from making optimal chdicasmaximise their welfare.

10. A substantial amount of regulation has beenctliid at these problems, including misleading
conduct laws €.g. prohibition on fine print disclaimers, requiremefar plain language contracts);
disclosure requirements, product regulation; amgilegion aimed at allowing consumers to convenyentl
switch between suppliers — such as the developwofeinteroperability standards and number portabilit
(as discussed later) in the telecommunicationssimguOther potentially useful tools include: prsien of
comparison data for consumers and the use of eateal (technical tools usually on websites) allavin
consumers to enter data to enable them to make poimparisons in complex markets.

Behavioural Issues

11. Behavioural economics challenges some of tlesupnptions of conventional economics that
consumers make their choices coherently and rdlyogaven their preferences and the constraintsnupo
them. It argues that consumers often fail to a¢h@ir own best interests due to behavioural tiitsh as
failure to process information objectively or migatiations about the costs and benefits of prosmect
decisions’ Among the biases identified by behavioural ecomsriaits, the following may be particularly
relevant to the telecommunications market and nelp o explain how, even where there is adequate
information, consumers may be making seemingltional decisions in choosing an operator or service
package:

»  Choice or information overload consumers having too many products or featureoitopare
may experience increased anxiety about the pasgibfl making a bad choice. This can lead to
random choice, or failure to make any choice, tegylin missed opportunities for buyers and
sellers. A type of “analysis paralysis” can takédhwhen information and choices become very
complex.

* Endowment — consumers may be reluctant to give up what tiae, even though they would
not buy such goods or services if they did notaalyehave theme(g. consumers may stay with
the incumbent fixed line provider because of mispthloyalty, a failure to acknowledge poor
choices in the past, or an irrational consideratibsunk costs).

» Defaults — the ordering of options, particularly in markettiere a choice must be made,
influences choice. Consumers may tend to take laqfdeast resistance, particularly if they feel
there is a ‘normal’ option e(g. people may buy ‘standard’ bundles offered by
telecommunications suppliers, even if they do nanithe whole telecommunications bundle).

10
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* Hyperbolic discounting — consumers tend to be short-sighted when makewdsidns with
immediate costs or benefits to be weighed agaurtatd costs or benefit®.g. consumers may
enter long term telecommunications contracts bec#usy place more value on the immediate
benefits of the offer, such as a free or heavilys@ised handset or a reduced first month rate, or
free local calls, rather than on the long term €adta contract such as high price for calls
exceeding a usage ‘bucket’, the inability to switoHower priced alternatives, and the inability
to take advantage of latest technology).

* Framing biases — consumer choice is influenced by the ‘frame’which information is
presented. Presentation thie samenformation in a different ‘frame’, can lead tod#ferent
decision. For example, “all calls to national fixleges free” would obtain a different response
than “pay only for national calls to mobile phones”

»  Heuristics —consumers often take short cugsgy(by following rules of thumb) when the decision
environment is too complex relative to their meraiatl computational capabilities. These rules
of thumb are called “heuristics” and are often aataienough to be useful, but may sometimes
lead to sub-optimal decisions.

12. Instruments for addressing such behavioural lielude: resetting defaults by requiring options
to be presented in ways which may lead consumergdrcome “default inertia” and make better chaices
reframing by requiring providers to present infotima in a variety of frames, or in specific framabich
may guide sound consumer choice; mandating coolihgeriods allowing consumers an opportunity for
rational consideration to overcome the influencengfulsive choice, such as represented by hypearboli
discounting; and general de-biasing by educatingswmers of their biases, and helping them develop
mechanisms to overcome those biases which go agagisself-interest.

2. INFORMATION IMPERFECTIONS AND CONSUMER EMPOWERM ENT
Consumer detriment resulting from imperfect information

13. Consumers can be disadvantaged and suffemaetriwvhen information is withheld, when there
is deception in the information provided, or whefoirmation is too difficult for consumers to obtain
evaluate. Alternatively, constraints on the abibfyconsumers to process information can lead tiéavee
reducing decisions even when the information aklglés non-deceptive.

14. Where consumers have too little informationtar much information of inconsistent quality,
various types of detriment can arise, including:

» Consumers failing to participate in the marketlatteecause they have limited awareness of the
products and services on offer, or conversely bez#uwey are confused by an excess of available
information (sometimes referred to as ‘informatawerload’).

» Consumers paying too much.
» Consumers not buying the product or service thst lneets their needs.

» Consumer disappointment with the product or senhegause it turns out to lack the expected
level of quality (Ofcom, 2006a).

15. In order to avoid such harm, consumers may tebd empowered through:
» Awareness of alternative suppliers and services.

» Access to comparative information on the featysases and quality of the available services.

11
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» Ability to switch provider at an acceptable costluding the cost of access to information and
on the processes involved in switching.

16. This section discusses consumer awarenesscaedsato comparative information, while the
next section (section 3) discusses influences atcisivg.

Awareness

17. Awareness that alternative suppliers are avail@bleritically important. Such awareness has
increased significantly over recent years, nottleag to increased competition in the fixed linebire

and broadband markets. In those areas where awaremdower — notably in relation to fixed line
telephony, growing competition is expected to leadurally to an increased awareness of alternative
providers. For instance, the UK communications la&gu, Ofcom, does not believe there is a strorsgca
for intervention in this area since research suggésit in general, the majority of consumers avare of
alternative providers of communications serviceke¢® 2006b), although it is recognised that theegy m

be some vulnerable groups of consumers who mapaais aware. Also there may be less awareness of
measures such as the availability of price comparalculators (discussed later), number portsalitd
other aspects of consumers’ rights that resultfeaa of switching.

Access to comparable information on prices and quality

18. Constraints on the ability of consumers to psscinformation can lead to non-optimal, welfare-
reducing decisions even when the information alsglato them is non-deceptive. For example,
comparison of prices for telecommunications sesviaffered by different suppliers is complicatedtby
wide range of possible consumer usage patterraijatbiariations in price levels and price struetuand
the large number of possible discount and bundbb@raes available. Tariff plans commonly employ an
increasing variety of structures and discount s@sesuch as:

*  Per-minute charge with minimum call charge.

e  Call set-up charges plus per-minute charge.

* Peak/ off-peak rates.

* Volume discounts.

»  Discounts on favourite numbers.

» Discounts or free on local calls.

*  Cheaper calls as calls get longer.

» Cheaper calls as total usage in a billing periatdases.

*  Every third minute free.

» Voice calls with different billing increments (osecond, one minute, one hour).
» Data calls with billing increments in time and/obe.

* Flat-rate calls.

» Different peak/off-peak periode.g.choose your own off-peak period).
»  Development of hybrid prepaid and post paid molaitéfs.

»  Subscription charges that decrease over targe €very six months).

» Bundling of fixed and mobile, voice and data sexgic

* Free trial periods for new services.

12
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19. Moreover, operators and service providers erbubdjust their pricing strategies either through
changes in components of their tariff structuretherintroduction/withdrawal of various discounhemes
and service packages. In short, the wide rangeamffst and discount schemes make it difficult for
consumers to calculate which tariff, from which gligr, would amount to the best deal or an
improvement on their existing service. To makelly fimformed decision, consumers would need to wtud
a detailed breakdown of their call profile (the man type, duration and timing of calls made). Avey

in the UK, for example, indicated that over onedlof consumers found it difficult to compare pade
the fixed, mobile and Internet market segments ¢@f@006b).

Fixed Line Price comparisons

20. In the fixed line market, consumer confusion eaise both in the purchase of local and long
distance services. Many operators have begun mgnidical and long distance calls with line rentadess
and have introduced various pricing scheme comibimatwhich allow consumers to choose between
higher line rental and associated lower local amdyldistance call prices or lower access and highkr
charges. In many cases the bundled offers conteansertain number of local or long distance dadisg
provided without additional charge as part of thekage.

21. In Ireland, for example, eircontariff plans bundle line rental (either PSTN or I$Dwith calls.
eircom Talktime has four levels and is aimed atdedial consumers and consists of a core packagehw
bundles rental with local and national off-peaksabk well as up to two value-added phone sengueh
as mailbox or call forwarding. The plans also offelditional minutes for calls to a nominated local
national number (“Call a friend for free minutesfjobile and international “add-ons” are also auaia
for an additional fee. Carryover of minutes is a#al into the next billing period, but not thereafte

22. Similarly, in August 2005, France Telecom lehaat “Atout Téléphorig(telephone advantage), a
new range including four unlimited packages, twalem including a package of call minutes to fixed
lines, mobiles, Europe and North America, and &aae offering a price/minute reduction, for a méynth
subscription. (The unlimited calls to mobiles wabsequently withdrawn by the operator and a limited
number of hours of mobile calls introducéd.)

23. A variety of other fixed line residential prig packages are available in other
telecommunications markets where competition ptevailthough such pricing plans offer benefits to
consumers and can provide the convenience of “dife they also increase the complexity of choice
faced by consumers especially when competitorsorespyith their own bundled offerings that provide
alternative pricing and usage combinations. Conssirhave to consider a wide range of variables in
regard to dozens of fixed line pricing packageerefdl by several providers. This wide choice caatere
information overload and confusion and can prewemsumers from making optimal choices concerning
the most appropriate fixed line option consisteithwheir usage patterns and budget constraintsQ(NC
2005).

Price Comparisons in the Mobile Market

24. Strong competition in the mobile market offpagentially significant benefits to consumers who
have a wide range of different plans from whiclehoose. For instance, Table 1 indicates a varietyid-
range plans for mobile telecommunications consuneréustralia. By paying a flat monthly fee of
AUS 49 (about USD 40), a consumer can obtain betwdéS 200 (USD 160) and AUS 300 (USD 240)
worth of calls (depending on which operator is @msas long as they stay below the allocated Indall
charges.

13
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Table 1. Mid-range Mobile Telecommunications Plansi  n Australia

Carrier Credit Cost
Gotalk $200 $45
Telstra $200 $49
Austar $230 $49
Virgin $230 $45
Primus $230 $49
AAPT $240 $49
Simpliciti $240 $47
Dodo $250 $49.90
Slimtel $250 $49
Vodafone $280 $49
3 mobile $300 $49
Optus $300 $49

Source: PhoneChoice quoted in the Age Newspaper, 7 March 2007.

25. However, consumer surveys across a humber @DDEountries have revealed that consumers
find it difficult to compare mobile pricing plandfered by different operators because of the wiaeety

of plans with complex rate structures that impos$igemnt restrictions on use. In many countries
consumers pay different amounts for calls depending/hether the called party is on the same netasrk
the caller or not. In addition, call prices may eleg on the time the call is made and how many tadls
calling party has already made in the relevaningjlperiod. In many cases consumers have evenssqite
difficulty in choosing between mobile pricing plaoiéered by the same operator (ACMA, 2006).

26. Comparison of retail prices of mobile plans ¢endifficult also because of the bundling of
calling and access charges. For example, planshigtier monthly access charges usually come with a
larger number of unmetered call minutes. Also agidonthe complexity is the range of mobile packages
offering different combinations of monthly chargé®e calling minutes, and peak and off-peak callin
rates.

27. In the US, consumer advocates have complaimgdoperators make it extremely difficult to
determine the final price of a mobile service bgoiporating a range of surcharges in call prices sine

not immediately apparent in the prices publicisedconsumer advertising and promotional literature
(Minois PIRG, 2005). Consumers in the US camtto local and national consumer groups for surveys
and other data on mobile services. The media inJ&drequently compare and publicise differences in
service, quality and price. There are severalaadd web sites that also provide price comparisons

28. There have also been complaints from consuthatservices included and excluded in a capped
plan from some operators were not clearly explaioetthem. For instance, services such as textaburngi
messaging and data such as Internet content naitjluutside a capped plan, being billed on topheffiat
monthly fee. Consumers have also complained tlegt tlave been unaware that they have breached a cap
since some operators provided no tools enablingn tteemonitor their usage, hence it is all too etasy
exceed the limit and be subjected to high exceasels.

29. These complaints seem to be supported by tiparapt inability of many consumers to
effectively utilise the inclusive (or ‘capped’) mites available in many mobile packages. A UK survey
(NCC, 2006) disclosed that one-third of consumersiat use all the inclusive minutes available tenth
Notably, almost 20% of those on monthly contradéénted that they usually use less than half ofrthei
inclusive minutes. By contrast, 40% of consumersallg buy more minutes than those allocated to them
as part of their package. This suggests that mangumers may either: systematically overestimaagels
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levels and choose plans with higher rental chaageismore available minutes than they actually regqui
or underestimate usage and end up paying signijchigher prices for additional minutes above #os
provided as part of their pricing plan.

30. A recent academic study has suggested that swobde operators in the United States take
advantage of consumer misperception in underestipasage requirements (Bar-Gill, 2006). The study
found that there is a steep jump in per-minute gdsmwhen consumers exceed a plan’s usage limity Man
contracts specify an increase of more than 100epérm the per-minute price, with some contracts
specifying increases of 200 percent and above.stidy observes that such significant increasesato n
reflect a corresponding change in the providertsmimute cost.

31. A further problem in the mobile market relatesthe lack of transparency of charges for
international roaming. Roaming charges are comaleknot well understood by consumers. Indeed, some
consumers may nhot even be aware that these chaxigs Even though all operators charge mobile
subscribers for receiving incoming calls while raagnoverseas, UK research suggests that a thischefl

to medium enterprises either do not know whethey thre charged for receiving incoming calls when
roaming, or believe that they are not charged (@®€©1). In June 2007 the EU announced decisions to
significantly reduce roaming charges. Another depelent is the implementation of a web site deditate
to publicising roaming tariffs fittp://ec.europa.eu/information society/activitieaining/index en.oig
Also a GSM Europe web site contains a roaming asatgol allowing comparison of prices within Europe
(http://www.roaming.gsmeurope.ojg

Hyperbolic discounting in mobile telephony

32. The high prices set for call minutes beyondplaa limit may be one illustration of “hyperbolic
discounting” by consumers who heavily discount phespect of such costs in the future. Providers can
exploit consumers’ underestimation of their futuwelecommunications usage by bundling airtime,
handsets, and other services such as voice maal.high long-term prices consumers end up paying
subsidise the free or heavily subsidised handietscalls and voicemail etc.

Difficulties in Comparing Broadband Prices

33. Price complexity is also a key characteristibroadband service packages. As an example of the
complexity involved, a consumer in Australia segkinbroadband plan could be confronted by more than
2000 plans from more than 500 ISPs. These plafer dlif regard to the monthly price charged, theoagl

and download speeds offered and the degree to wihelspeeds are “shaped” above a certain level, the
amount of prepaid data provided as part of the, gl price charged for excess data above the nugxim
allowance and the set-up fee involved.

34. Moreover, there continue to be sharp changbgémet prices. While these changes can provide
consumers with financial benefits, they can alsi tacthe difficulty in making price comparisonsdéed,

in the UK, the prices of broadband Internet act¢ess dropped so much that they have become cheaper
than dial-up service. According to SimplySwitch.cfarprice comparison service), consumers with b dia
up connection are now able to make significantregs/by switching to broadband, irrespective of \Wwhet
they pay per minute or a monthly fee for unlimitetess.

35. SimplySwitch estimates that pay-per-minute-dialconsumers who use the Internet for just two
hours per week could save money by switching tadipand. SimplySwitch estimates that nearly all
Internet service providers offer unlimited broadthapackages that are significantly cheaper than
equivalent dial-up deals. Telewest and NTL custenmuld save about £60 per year by switching to
broadband while those with Tiscali and AOL couldrese£33 and £12 respectively per year. This
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development provides an interesting situation #flatvs assertions about consumer behaviour todtede
If Internet consumers are indeed aware, rationdl ‘ampowered’, a significant switch from dial-up to
broadband might be expected to occur.

Bundling

36. The provision of bundled services offeringefixservices together with a combination of
mobile/broadband/digital TV offer lower prices, mge bill and new innovative services is giving
consumers the opportunity to purchase services d@hat more tailor-made. But it also means that
consumers face an increase in complexity — notijugte number of communications services they buy
but also in the complexity of each individual seeviAnd, because each bundle available has aatitfer
set of characteristics this may also lead to diffies in comparing offerings. Thus services which
facilitate the comparison of the prices of senbo@dles should be encouraged. In this context Ofcas
indicated that it will extend accreditation to aedcourage services that allow consumers to compare
services bundles (Ofcom 2006a).

Improving access to price comparison information

37. Market solutions can emerge to address infaomaasymmetries. For example, there are
Internet-based companfeshat provide price comparison information to assisnsumers to make
informed decisions, including whether to enter iat@ontract with a supplier. These services mag als
provide information on how to switch supplier oreceontract has been entered into.

38. Regulators too may have a role to play in @ngbtonsumers to make effective choices,
particularly as the ability to compare and switéfeiongs becomes more complex as a result of servic
bundling, convergence and NGN. This could be agddw encouraging suppliers to change the way they
present information to their consumers. The predgiemt of prices in a standardised more quickly
comprehensible manner/form can assist in this deg@r it could mean a regulator promoting
intermediaries that provide price comparison infation. In some cases — perhaps where more generic
information about communications markets as a wilaolé opportunities for switching is required — a
regulator may sometimes be best placed to provigemation itself.

39. However, the benefits of possible regulatotgrivention to promote information disclosure have
to be weighed against the disadvantages. In thettéSFederal Communications Commission (FCC)
found that once competition in the wireline, longtance telecommunications market was robust, a
requirement that operators publicly file tariff ciges with the FCC chilled competition in the mark&he
filing of a tariff also signalled to competitorsettpricing strategy of the operator and, under Ug la
relieved the operator of the responsibility of &gy individual consumers of a price change. In 200
wireline long distance services were de-tariffed.

40. Under Article 22 of the European Union’s Unaadr Service Directive (2002), the National
Regulatory Authorities (NRAs) can force supplievsptrticipate and publish information for consunfers
The EC has identified two main problems in relattonthe transparency and publication of consumer
information (EC, 2006). Firstly, callers are oftanable to find out, or are not aware of, whichftari
applies to their services. For example, when aglinpremium rate number, consumers are not always
adequately informed on the price involved or eventlze type of service behind the number. Another
example is that a mobile call to a number advettae “free-phone” may be not free. Secondly, the EC
recognised that making price comparisons can Beuwliffor consumers, particularly in cases of $egv
bundling.
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41. The EC suggested changes that would:

» Give NRAs powers to require from operators betgiffttransparency (with the possibility to
agree technical implementing measures at EU l¢oadhsure that consumers are fully informed
of the price before they purchase the service.

* Ensure that third parties have the right to usédaut charge or hindrance publicly available
tariffs published by undertakings providing e-conmeation services, for the purpose of selling
or making available comparative price guides.

 Empower NRAs to make price guides available wheeenarket has not provided them.

42. A number of national regulators have been emgiug the provision of devices such as price
comparison calculators. For example, in 2002 Oitebduced the ‘PASS’ scheme enabling it to actredi
websites that compare the prices and servicesffefelit suppliers impartially and accurately (aciiog

to standards specified by Oftel). Ofcom has aleppsed a new improved scheme aimed at addresging th
increased complexity resulting from convergence aadvice bundling by extending accreditation to
services that enable consumers to compare servindlds. Ofcom believes that this new improved
scheme, offering consumers quality-assured pricmpemison services for both single and bundled
communications services would be the most effeatheans of ensuring wide availability of effective
price comparison information.

43. In Ireland, too, the regulator Comreg supparisinteractive websitewfvw.callcost$ to help
consumers in comparing the cost of personal/noimbss mobile, home phone and broadband price plans.

44, In Portugal, Anacom has installed an on-linel tdor price comparison calculations
(http://www.anacom.pt/template30.jsp?categoryld=G)3This “Tariff Monitor” includes national voice

calls (i.e., calls made from national mobile netkgoto national mobile network numbers in the doimest
territory and to fixed network geographic numbe8)S and MMS.

Comparing quality of service

45, To benefit from competition, consumers neetldovell informed, not just about price but also
on the qualitative aspects of the service. Consugs@arch indicates that quality of service issbeond
most important driver of switching after price (Ofie, 2006a). Business as well as residential consume
are interested in quality of service comparisoms.ifstance, in the UK, the majority of small anddium
sized enterprises (SMES) indicated a keen intaresbmparing quality of service for both fixed line
(74%), mobile (82%) and Internet (87%) (Ofcom, 28)06

46. In a competitive market there are clear ineestifor providers with a high quality of service to
let consumers know about it. In some countriesiserquality is a major factor in the promotion of
competitive services. For instance, in the US, sittihhe focus of significant industry educational
(advertising) efforts, such as Verizon Wireless'atCyou hear me now” campaign. But there is little
economic incentive for those providers offeringoe Iquality of service to produce timely and acdassi
comparable quality of service information.

47. Even though there is considerable informatiailable on quality of service, it does not seem to
be providing consumers with the information theynwi know. Australian research, for example, has
found that 65% of residential consumers and 74%usinesses believe that it is difficult to comptre
service features of different telecommunicationmpanies (ACMA 2006). Specific quality of service
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issues that have been identified in fixed line, ii@okelephony and broadband markets are discussed
below.

Fixed line quality of service

48. In the fixed telephony market, many OECD cadestrequire operators to report quality of
service indicators regularly both to the regulataughority and to consumér&/arious countries also have
standards that must be met in respect to establiskiecators. Canada, for example, sets targetgufality

of service and imposes financial penalties on dpesathat do not achieve the tardet® Portugal,
ANACOM has installed regulations that establishea sf quality of service parameters that can be
measured (and effectively compared) and publisbedfd-users. In the UK, the importance of readily
‘comparable’ quality of service indicators is renmgd with General Condition 21 providing that:
“Communications Providers shall, on the DirectidnGfcom, publish comparable, adequate and up-to-
date information for end users on the quality of service” (Ofcom 2006b). In accordance with this
provision, Ofcom published a Quality of Service dgition in January 2005 requiring certain fixed oic
service providers to publish comparable, adequatieup to date information for end users on quatity
service.

49, Despite the existence of various types of mftion on fixed line quality of service, many
consumers indicate that they would prefer greageels of quality of service information to be made
available. A UK survey, for example, found that 3d¥fixed line consumers would prefer more readily
comparable quality of service information to be madailable (Ofcom 2006b).

Mobile telecommunications quality of service infation issues

50. Evidently, a large number of mobile telecommations consumers consider that it is overly
difficult to compare the quality of service levdising offered by different operators. A Canadiarvey,

for example, found that only 44% of mobile teleppha@onsumers believed that it was easy to compare th
service levels offered by mobile operators. Notalbble 2 indicates that this percentage has babngf
steadily since 2003 with 55% in 2003, 47% in 2004 d44% in 2005, suggesting that more and more
Canadian mobile telecommunications consumers acinfy it less easy to compare quality of service
levels.

Table 2. Consumers’ ability to compare mobile quali  ty of service

2003 2004 2005
Easy to compare 55% 47% 44%
Not easy to compare 33% 36% 36%
Don’t know/ did not answer or service does not apply 12% 16% 20%

Source: CRTC, “Status of Competition in Canadian Telecommunications Markets”, October 2005.

51. Similar results have been reported across abeuwf other OECD countries (Milne 2006). In
Australia, consumers have expressed high levelgdisgatisfaction with the difficulty in accessing
comparable performance information for mobile sssgiand with the information produced by carriers
that makes it difficult to compare products withind between service providers (ACA, 2001).

52. However, despite consumers indicating that fivey it difficult to compare quality of service
differences among operators, interestingly a UKeyifound that a majority of consumers indicateat th
they are unlikely to use such information ever Were easily available to them (Ofcom 2006b). Thay
indicate that price is a more important criterian donsumers than quality comparisons. It may also
indicate dissatisfaction with the indicators cuthensed.
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53. The difficulties faced by consumers in usingldy of service information (Barrow 2007) has led
many regulators around the world to attempt to owprthe breadth and depth of quality of service
information made available in the market (Milne 800However, such attempts to develop consistent,
comparable indicators have had only limited succE&stherland 2006). Issues that have proven
controversial and difficult to resolve include cimtsncy of sampling, sampling handling, measurement
methods and data qualifiers and the developmenb$istent conditions under which measurements are
carried out (Milne 2006). For example, until 200f tAustralian Communications Authority (ACA)
required that carriers reported regularly on ardefiset of key performance indicators. In its 20002
Telecommunications Performance Report, howeverAA indicated that it would cease publishing the
data because, while all of the carriers were comglwith the requirements, they were not reporting
data in a consistent, comparable manner (ACA 2002).

54. In the US, media and consumer organizationsharerimary source of information on quality of
service for mobile communications. However, someratprs have responded to requests that they
develop a quality of service reporting frameworkaoguing that:

» The information is business sensitive and propmnetRevealing it could damage a carrier's
competitiveness by alerting its competitors todtiengths and weaknesses of its network.

» The information would not be useful to consumeygty to compare one carrier's performance
with that of another carrier. Data would not betahle for comparisons because carriers do not
measure performance using a single set of standalsts, systems using different transmission
technologies respond differently to overcrowdinglos network.

» The information might not be completely accurata:. &ample, if callers turn off the power on
their phones to end a call instead of pressingehd” button, the network might record that as a
dropped call.

* Because their networks are changing rapidly, nkvpmrformance data would be out-of-date
before it could be used.

» Performance is affected by various transient factsuch as time of year, weather, and unusual
periods of demand that tax network capacity. (GA@)3).

55. In the UK, the Direction on quality of serviags applied only to fixed providers as mobile
operators had put in place a process to self-pecthé information. For instance, mobile operat@geh
developed a websitevivw.topnetUK.orQ that allows consumers to compare the geograpbiwark
performance and voice call quality of each of ti&Msmobile network operators (02, Orange, Vodafone
and T-Mobile). The participating mobile operatoesvé commissioned an independent test company to
regularly drive around the UK making in-car tesican all four networks on selected roads, motgava
and in selected towns and cities. Surveys are aggd updates are scheduled weekly.

Broadband Quality of Service

56. Because of the nature of the Internet, InteBeetice Providers (ISPs) can only provide a “best
efforts” service, with a target data rate, but marmgntee that this will always be achieved. A nermif
factors can affect the consumer’s experience oilné@rnet connection that do not relate to the ISP,
including:

e The consumer’s PC, modem, and software.

» The application or content used by the consumere-mail, music or video.
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* The protocols used by Internet applications.
*  Capacity on shared domestic and international neteresources.
» The popularity and capacity of content providergiWesources.

* Packetisation of information, which means thatehee no dedicated data circuits and therefore
variable rates at which data is transferred.

57. In many cases, therefore, data rates actucltigeed can be significantly below those advertised
Many consumers of broadband Internet services do umolerstand the service characteristics and
limitations of the service. In the context of slichited consumer knowledge, there is a tendenapdoket
broadband on the basis of simple promises suchoasliband being very fast or ‘always on’ and this ca
lead to disillusionment when such promises are met. A number of areas of concern have been
identified.

* In relation to speed, some consumers are not niaddycaware that there may be limitations on
availability of the speeds promised, or that theeaiised speeds are usually maximums or based
on ‘best endeavour’ rather than guarantees. (HomveémePortugal, Internet Access Service
providers are obliged to give their clients infotima about limitations to speed capacity every
time they publish quality indexes for maximum anderage speed as set out in
http://www.anacom.pt/template31.jsp?categoryld=02&) 1

* The widespread imposition of download limits or €&xpressed in Megabytes or Gigabytes that
do not give consumers a clear understanding ofihagh content they can actually download.

 The lack of information about technology compatibilissues. This includes the need for
hardware or software upgrades to deal with broadiisarnvices.

58. Research in the UK indicates that the majarftgonsumers are unaware of two key issues that
might affect the quality of service of their broadld connection (Ofcom 2006b). These are the “cdioten
ratio” which is a measure of the number of usarsuianeously sharing bandwidth, and the imposiabn
usage caps. Both contention ratios and usage capdmost ubiquitous in broadband service agreesnent
Most users are either unaware of what the termsragd/or have an incorrect understanding of howethe
terms apply to them. For example, according to en&ly, 90% of all consumers with broadband
connections had never heard of the term “contentaio”. Similarly, over 70% believed wrongly that
there was no usage cap on their broadband conng@focom, 2006d).

59. Very few countries regulate or report on br@adtbquality of service. Regulators in non-OECD
countries that do so (such as the InfoCom Developnf&uthority in Singapore, the Malaysian
Communications and Multimedia Commission and théedmmmunications Regulatory Authority of
India) measure various technical indicators such as

*  Network latency

» Packet loss

*  Bandwidth utilization/throughput

»  Service provision/ activation time

* Upload time to the service providers FTP site

* Download time from local and overseas websites

»  Service availability/uptime
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*  Fault repair/ restoration time

e Static IP address allocation.

60. There are other difficulties for instance: dyppme; fault repair time; response time for clien
complaints/request for information; response tirme dperator services; percentage of invoices cldjme
etc. These are quality of service issues that neagsrelevant as the ones concerning networks(sagh

as the data transmission rate and latency).In fadBortugal the number of complaints relating he t
deadline for Internet access supply and to the tapse for damage repair exceeded, in 2006, tla tot
complaints relating to speed.

61. Although such indicators might provide usefuiformation to industry participants for
benchmarking and network management purposes, édhereoncerns that some of them have the potential
to further confuse consumers and lead to consuisenghgement. For example, research undertaken in
Australia (ACA, 2004) identified the inability tampare one service offering with another, the dlifiy

with technical jargon and the lack of informatidsoat limitations on services (and what those litiotes
mean) as key consumer concerns associated withlmod. Some private sector participants havedaise
concerns that such nationally-developed indicateits not be able to keep pace with technological
developments so as to adequately benchmark sewadiy.

Access to comparable information on quality of merv

62. A consumer-led approach is essential to a ctitiygemarket. Consumer organizations can
identify the main concerns of consumers, surveyniaeket for services of good quality and price, and
disseminate that information in a way which is us& consumers. These kinds of initiatives natyrate
often more credible with consumers than industdyderegulator-led approaches.

63. Regulators can encourage the market to pramidemation on quality of service indicators for
fixed voice and mobile voice through an industry-Epproach in which network operators and service
providers define and manage the scheme and cebgcublish indicators for use by consumers. Tine a
should be to ensure that information provided famstmers is easily comprehensible, objective, bigja
timely and up-to-date.

64. Regulation should be alert to the risk, howgtleat imposing the same targets for all operators
may limit choices of quality and price. One comnag¢oit suggests that the following overall guidelibes
considered:

* Consultation should be widespread and taken intcowtt fully before regulations are
introduced.

e The measurements made should be important to cawrsunpractical for operators and
comparable between operators. They should contemmnafew aspects of services.

* The measurements published should be helpful tswoars and fair to operators. They should
be publicised in ways appropriate to the culturéhefintended users.

* Any targets adopted should be useful and realistic.

* Monitoring should entail regularly examining, andnderstanding the basis for, the
measurements. (Milne, 2006)
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65. In the UK, Ofcom has required all fixed lineoyiders with at least £ 4 million net revenue and
100 million minutes of voice calls handled to ersins per quarter to publish objective and comparabl
quality of service indicators. Fixed-line providdesinched their websiterww.topcomm.org.ukin July
2006. The site provides comparable information ervise provision, fault incidence and fault repair,
complaints processing and upheld billing complairnthe data must be approved by Topcomm’s
independent auditor before it is published. Thiditmn ensures that all participants are interprgtine
scheme’s requirements and measurement definitioras Standard and comparable way. There is also a
privately operated website providing an advisonyise (http:/ivww.simplyswitch.com

Difficulty in making comparisons dueto technical complexity
Mobile

66. Competing mobile telecommunications standamisvarious OECD countries have also
contributed to technological complexity and consurmenfusion. Currently mobile technologies are
classified as second generation (2G), transiti(2&lG) and third generation (3G) with differenttieas,
data speeds, handsets and compatibility requireméort each technology. With a large array of
technologies, standards and competing specificatiol features there is a high level of confusionray
consumers e.g. in respect to 2.5G and 3G serviedrgjs even though competing standards may altow f
new and a differentiated variety of services. Saveudies on behalf of Ofcdfthave revealed a low level
of awareness and understanding about 3G technalod\3G services. However, it is possible that while
the distinction between 2G and 3G may be impotttmatregulator like Ofcom, this indifference mayame
that the 2G and 3G service in the consumers’ eyeflittle distinction. This could reflect a laof
sophistication on the part of the consumer, ooitld signal that the regulator’'s pre-occupatiorhvttie
distinction is misplaced.

Broadband

67. In regard to the broadband market, for exampie, Australian Telecommunications Industry
Ombudsman (T10), established to handle consumepleonts, has declared:

In the TIO’s experience, consumers are often easilyfused about broadband, and require
detailed explanation by [Internet service provifletsout the process and what their expectations
should be of the product they are purchasing. Wthiéee are tools available to assist consumers
in their broadband purchasing decisions ... consurnersiot widely aware of the availability of
such publications ..}

68. In the US broadband providers compete oveceprfunctionality, and quality. It is not
necessarily the case that consumers need to uadérshe technical differences between different
providers in order to make an informed decision. tB& contrary, consumers are primarily concerned
about whether the service delivers as promised.

69. Similarly, in regard to mobile broadband tedbgwes, there is a confusingly large array of
standards surrounding WiFi and WiMAX, which makesadry difficult for consumers to understand the
characteristics of each technology, make compasidmtween them and assess the pros and cons of
competing devices which make use of the variousdsta@s. All WiFi technologies are designated
‘802.11x’, where the 'X' is a letter varying accorg to the exact ‘flavour’ €.9. 802.11a, 802.11b,
802.11g, 802.11n). However, some of these diffesiagpdards are not compatible with each otherjigad

to further confusion.

70. Technological advances and market pressures fade telecommunications and ICT products
and systems increasingly complex and feature Beh.this has also increased the complexity faced by
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consumers in determining appropriate products $htisfy consumer needs and in evaluating altemativ
product offerings by competing providers. In theefaf such complexity, while consumers may need to
increase their understanding of the technologyiserproviders who are able to articulate theiredf
clearly and inspire trust in consumers will beraadvantage.

3. SWITCHING
Barriersto switching

71. The ability and willingness of consumers to telwiis critically important. If switching is
discouraged or impeded, this could impact not amythe demand-side but also potentially raise suppl
side barriers (Barrow 2007). This is because navaets could be deterred from entering the markéte
belief that it will be difficult to persuade consam to switch from their existing provider. Thisutg
diminish the effectiveness of competition and sdovémit the benefits that consumers would otheewi
derive from it.

72. Research conducted by Ofcom (2006b), the UKoNak Consumers Council (2006) and others
suggest that in the telecommunications sector theeea range of important deterrents to switching,
including:

 Lengthy and cumbersome switching procedures caneniiaknconvenient for consumers to
switch and can outweigh any potential benefits.

» Early exit charges, imposed by an existing providan reduce the benefits of switching.

* Confusing products and non-transparent pricing eke it difficult or time consuming to
compare deals (as in the case of mobile telephodytee Internet).

» Technical incompatibility of equipment can makeiieconomical for consumers to switch (for
example, if they cannot use a blocked mobile phvaitie their new provider).

» Long-term deals can lock consumers into lengthgti@hships with their providers (as may occur
with mobile telephony and Internet contracts) araéase the risk of them being overcharged.

73. Barriers to switching can be present due tb bigitching costs. Switching costs can be defined
as the real or perceived costs that are incurreenwdhanging supplier but which are not incurred by
remaining with the current supplier.

74. Consumers will not switch to a competing bramdess the price difference exceeds the
switching costs. Where switching costs are higls possible for a provider to set very low pricegen
prices below cost to attract new consumers, but twsequently charge these consumers prices well
above costs once they are ‘locked-in’. This ‘banghien rip-off’ pricing pattern is a characteristicmany
markets with high switching costs (NERA, 2003).

Under-switching and over-switching
75. Under-switching errors can occur where a comsudoes not switch (perhaps due to high
switching costs) despite apparent benefits fronmgi@io. And there could also be “over-switchingoesr

where a consumer switches despite making lossesdmng so. Wilson and Price (2005) identify adhir
type of error “consumer inaccuracy” when a consumakes a surplus-improving switch, but makes a

23



DSTI/CP(2007)6/REV3

mistake in the choice of destination operator by ctwoosing the best operator for their requirements
(perhaps as a result of search costs).

76. High switching levels do not necessarily sigitifat a market is competitive (Gans, 2005akt,

if pricing is unclear and products complex, priciedentials and subsequently switching can ocouar @
long period of time, without the market becomingrencompetitive. Second, if companies co-ordinate
their behaviour to keep prices high, the market wiit be competitive, regardless of switching lsvel
Third, high switching levels can conceal certaidesirable activities, such as mis-selling and slaigm

77. Conversely, low switching levels do not autdo@dly indicate that markets are not competitive.
Indeed, once price differentials have been exhdugteugh intensive switching, and prices have been
driven down to a competitive level, only limitedigshing may occur. However, in such circumstandes,
market is likely to be competitive.

78. It should also be recognised that consumershalre not switched will not necessarily be worse
off. The incumbent provider may happen to offer lblest deal for their particular circumstances. ges|
sometimes a mere threat to switch may bring abdetter deal from a current provider.

79. There are a number of reasons why there areeown about switching costs. One reason is the
potential impact of switching costs on reducing stoner flexibility and therefore lowering the prassu
that the prospect of a consumer migrating to a etitgp exerts. Another is that switching costs have
raised the average price level. Another conceavés the structure of prices that can result fravitching
costs. However, while there may be inefficienciassed by a ‘bargain then rip-dffprice structure, it
may not follow that there is a basis for interventon welfare grounds if the average price levelrdime

is unaffected (NERA, 2003). Moreover, rational aamsrs will have a strong incentive to switch if the
“rip-off” prices become too high. But as some reskdas concluded, consumers may not make rational
decisions in regard to switching. Of special concare those groups of consumers — including less
commercially attractive vulnerable consumers — wiay be virtually left out of the switching process,
because from a suppliers’ point of view, it is podfitable to compete for their business.

I nfluences on switching in telecommunications markets
Underestimating the benefits of switching?

80. Another reason why some consumers decide nafrtteel unable to switch could be that the
perceived or actual level of savings availableoissidered to be inadequate.

81. According to research conducted by Ofcom, enftked line market consumers indicated that in
order to switch they would require savings thattheeequivalent to around 75% of their monthly phon
bill. This might appear irrationally high. But itight also suggest that consumers find the searching
evaluation and actual switching process difficuitl @ime consuming and thus require the promisdgif h
levels of eventual savings as compensation fotitie and effort involved in switching.

82. Respondents to a National Audit Office survaythe UK in 2003 appear to confirm this
conclusion. When asked whether they would changé fixed line arrangements, either with their
existing supplier or by switching to a differenpglier, to achieve savings of 10, 25 and 40 %, gows's
gave answers that indicated the following:

» At each level, consumers are more likely to look dhanges with their existing supplier than

change supplier (see Table 3). And even then,ehe lof savings has to reach 40% before the
majority of consumers are ‘highly likely’ to act;
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* A significant minority of consumers are reluctamtchange ‘at any price’ — 32% of consumers
would be ‘unlikely’ or highly unlikely’ to switch wpplier for savings of 40%, and 25% of
consumers would not even make changes with théitieg supplier.

Table 3. Consumers’ motivation to change fixed line telecommunications arrangements in the UK (2003)

Likelihood to change within supplier Likelihood to change supplier
Level of (%) (%)
saving Highly Fairly Fairly Highly Highly Fairly Fairly Highly
unlikely unlikely likely likely unlikely unlikely likely likely
Savings of 10% 23 28 35 14 34 34 25 7
Savings of 25% 17 17 37 29 24 23 38 15
Savings of 40% 14 11 23 52 19 13 26 42

Source: National Audit Office public survey cited in “The Office of Telecommunications: Helping Consumers benefit from competition
in the telecommunications market”, Report by the Comptroller and Auditor General. HC 768 Session 2002-2003: 11 July 2003.

83. Ofcom'’s research (2006b) suggests that the ¢té\merceived savings is generally lower than the
significant amounts that consumers say they woaktnn order to switch. However, it may be thatialkt
savings are in fact higher than perceived savimgscansumers are therefore underestimating thegsavi
available to them. Indeed, uSwitch (a service-caispa website) estimates that consumers switching
telephone provider via its website save an avetddel20 per year on their fixed line calls — witB92
saving more than £170. While consumers using thdtal® website are unlikely to be representativéhef

UK population as a whole (they are likely to behgigspenders) this suggests that some consumerbanay
able to save an average of £10 rising to £14 an thenthly telephone bill (Ofcom 2006b). Conseqlgnt
uSwitch’s data suggests that consumers may be estdaating the benefits of switching and that dctua
savings are equal to — or potentially higher thaime-amounts that would make consumers switch.

84. In addition to general consumer inertia ancemtimgement associated with high levels of
complexity in the telecommunications market, lowels of switching may also arise because of explici
practices by operators that hinder consumers fitwenging supplier.

Switching costs

85. The number of different factors consumers havtake into account when choosing a mobile
telecommunications provider, could create conslaeraearch costs for consumers. This is becagse th
cost and suitability of a particular mobile phoraekage for a particular consumer depends on a rnuofibe
factors:

e How much the consumer uses the phone.

* The time of day the consumer makes most of thdls.ca

*  The mobile network used by most of the people Hreylikely to call.

* The kind of services the consumers wants on thebile (e.g.cameras, photo-messaging etc).
*  Whether and how much the consumer wants to useobde abroad.

*  Which networks have “coverage” where the consunaertg/to use the mobile.

*  Whether the consumer wants to commit to a montbiyract or prefers to pay only for calls.

»  Whether the consumer’s preferred handset is avaitabtheir preferred network.
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Compatibility costs.

86. As different mobile operators have differenbdiset ranges, the consumer’s choice of a handset
restricts their choice of mobile network, or al&ely, choosing a particular network leads tonaited
range of handsets if unlocking of SIM cards is fiagilitated. This issue is discussed further in¢batext

of SIM locking below.

87. Change of telephone number. A consumer swigchiobile operator who has to change their
telephone number faces a number of costs. For dgaripey must inform potential consumers of the
number change (in the case of business users) @tadtglly miss calls from friends and clients. $ae
costs are greater for a business consumer who mayth change stationery and advertising matenidl a
may suffer a loss of business due to the numbargehdn addition, correspondents of the consumee ha
to change the number in their address book andr aflaégabase records. They also suffer some
inconvenience in terms of misdialling on the oldniner.

88. The introduction of mobile number portabilitfigcussed below) reduces these costs. However,
the availability of number portability does not galetely remove the transaction costs as there eaa b
delay between the request for number portability ahen it is actually implemented. As a result,reve
with number portability, transaction costs of chiaggetwork will still exist.

Contractual costs

89. Some of the switching costs involved in chaggmobile provider are contractual switching
costs. Many mobile phones are sold with a minim@&ymbnth contract during which time the consumer
would have to pay an early exit penalty for terrtiimgathe contract.

Locked handsets

90. In several countries consumers may be prevdriagdkeeping their mobile telephone when they
switch providers either because of the technologesd to provide mobile services.d. CDMA) or
because of software that locks the SIM (Subscitentity Module) card in the handset and may preven
the handsets from being used on a competing netwlirkhe UK, US, Australia and most other OECD
countries most operators lock handsets to operdyeon their network, particularly in the case ofpaid
consumers (NERA, 2003). The purpose of this lock&nimp ensure that where the handset is subsithged
the operator, the consumer does not purchase amsdashandset from one provider and then switch to
making calls with another network operator at aaglee rate. Most handsets can be unlocked by mdans o
the network providing the consumer with a codenteeinto the handset. If a mobile handset has been
locked, the consumer has to pay a fee to unlockanelset before the SIM card of another operatobea
inserted. In some countries.g. France) mobile operators are required to providegquested by the
customer, the key to unlock SIM cards to subscsilbfier 6 months of signing-up.

91. “Lock-in" handsets target consumers’ underestiom of the cost of being unable to switch
provider, where a more attractive or suitable offebeing offered elsewhere. Further, it may, ome
cases be difficult to justify the lock-in clause @rst grounds. In some industries, fixed costs jusiyfy a
lock-in clause. It is unlikely, however, that pemsumer fixed costs alone can explain the lengtbi-in
clauses observed in the mobile telephony inddétry.
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Effortsto address barriersto switching for consumers
Number Portability

92. In the US number portability between fixed4taetl providers has been in effect since 1997. In
2003, the FCC cleared the way for full local numpertability, which allows customers to keep their
phone number if they switch from mobile to mobileyder, mobile to fixed provider or fixed to madil
provider. In 2004, the FCC took action to redtloe waiting time consumers experienced to port thei
number from one provider to another. The introducof full number portability is an essential agpafc
telecommunications competition in the US.

93. In an effort to enhance competition and conswatsfaction, other regulators have introduced
mobile number portability (MNP) which allows consers to keep their mobile number if they switch to

another mobile network provider. This is widely aeded as a fundamental prerequisite of open
competition and choice in the mobile market, boirfrthe consumers’ perspective maintains a barrier
between the mobile and fixed markets.

94. But take-up has been lower than some expeciidl@ss than 10% of mobile numbers being
ported according to a recent report by Analysysprasultancy firm (Analysys, 2006). In the UK, avay
conducted by the National Consumer Council fourad $hwitching is quite limited in the mobile telepiyo
market (NCC, 2006). This may be the consequenbébfswitching levels over the past few years legdi
to a reduction in current switching potential. ladethe introduction of MNP was initially expecteml t
result in a surge of competitive activity as cagisought to seize the opportunity to grow markeres by
attracting consumers from rivals but this did notwr as much as some expected.

95. The Analysys report concludes that regulatord @perators need to make improvements to
current MNP solutions which have significant baii¢o consumer take-up, such as high charges for
porting a number, long delays before porting tafilese, and limitations to data services after numbe
porting. Notably the report concludes that onehaf biggest barriers to MNP is that consumers do not
realise it is available. It warns that even witle thest technical solutions and processes in piéce,
regulators and operators do not publicise it themili fail. In the US, the FCC has gone to sigcafint
efforts to make consumers aware of wireless nungmetability, including developing and making
available (in print and on its Web site) informatiaescribing the availability of wireless number
portability.

96. In France, the process for mobile portabildgting from 30 June 2003) was changed from 21
May 2007. The first change was to implement a doe shop process which allows the customer to
request the new operator of choice to implementapdity, and the second change is that therelégal
requirement to implement mobile number portabilifthin 10 days to ensure such a switch

97. In Japan, mobile number portability was introetli in October 2006 and by the end of March
2007, about 2 million subscribers — out of a tafa®7 million — have switched. In Japan, switchoan
cost up to Yen 5,000 including the new contractcpssing fee, plus the cost of a new harigssince
Japanese handsets are network specific.

98. While subscribers who switch can take theirmghoumbers with them, they are not able to take
their associated e-mail addressem Japan, rather than SMS, Internet e-mail isnigaised on mobile
phones. Users are easily able to send and recenadle through the Internet between a mobile preomak

a PC. In addition, the number of e-mail letterst tten be sent and received is essentially unréesdric
Thus, various convenient services are provideddbile phones in Japan.
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99. Another consideration is that subscribers padamust approaththeir existing operators to be
released from their account before signing up \aittival. Nevertheless, most accounts can be swdtche
within a day or two. In Japan, mobile services @avenient for users. A range of mobile content and
applications is available and sophisticated mobpi@nes through service competition among mobile
carriers. But services — such as downloadable gaongayment systems — may not be available orab r
network.

100. In Canada, MNP became available in major metitan areas on March 17, 2007. When
transferring from wireless service provider to dweotwireless service provider, the new voice servic
should be activated within 2.5 business hours. Mtnensferring from a wireline to a wireless seevic
provider, or vice versa, the service should bevatgd within two business dé@/.

101. Even without switching, however, MNP may bsuitng in increased benefits to consumers with

operators offering incentives to discourage subscsi from switching. The extent of switching is not

necessarily an accurate gauge of benefits accrgingpnsumers as a result of measures to facilitate
switching. According to one report loyalty scherhase been strengthened, bigger discounts proviated f

heavier phone usage, and new handsets have apeategkrvices have improved too (The Economist,
2007).

Mobile portability lead times
102. The shorter the porting process, the betisrfdr competition and consumers. Table 4 shows th

target maximum lead times in various countriesAlistralia, for example, the maximum port lead time
2 days.
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rious Countries

Country Time to switch to new Target maximum porting Porting Process
operator period
France 4 hour max 30 days (10 days from Led by recipient (but new
21/05/07 process will be one-stop-
shop)
Germany 31 days (standard contract Led by recipient
termination period)
Italy 1 hour 5 days (reduced from 15 days Led by recipient
target at MNP launch)
Spain 48 Hours Led by recipient
us 2.5 hours 14 days Led by recipient
Australia 3 hours 2 working days Led by recipient
Austria 3 working days Led by recipient
Belgium 2 days
Croatia 5 days
Cyprus 14 days
Estonia 7 working days
Finland 5 working days Led by recipient
Hong Kong 36 hours (was 48 hours until
2004)
Hungary 14 working days
Iceland 10 days
Ireland 2 hours for a single line/ | 24 hours from request Led by recipient
8 hours for multi line
ports
Lithuania 28 days
Netherlands 4 working days (was up to Led by recipient
3 weeks until 2004)
Norway 7 days Led by recipient
Portugal 5-20 working days
Singapore 7 days
Slovenia 5 working days
Czech Republic 5 hours 14 days Set by legislation, led by

recipient

Sweden 5 working days
Switzerland 5 working days
UK 5 working days

1.Note by Turkey: As regard to the Cyprus question, Turkey reserves its position as stated in its declaration of 1 May 2004. The
information in the report under the heading Cyprus relates to the southern part of the Island. There is no single authority representing
both Turkish and Greek Cypriot people on the Island. Turkey recognises the Turkish Republic of Northern Cyprus (TRNC).

2. Note by all the European Union Member States of the OECD and the European Commission: The Republic of Cyprus is recognised by
all members of the United Nations with the exception of Turkey. The information in this report relates to the area under the effective
control of the Government of the Republic of Cyprus.

Source: IML Research, Ovum 2005. Reported in Ofcom, “Review of General Condition 18 — Number Portability”, A Consultation 16
November 2006, p. 80-81.

Broadband I nternet switching issues

103. An important characteristic of a competitivedzlband market is the ability of consumers to
switch between broadband service providers. InUlie a study on this issue concluded that many
consumers have found it difficult to switch betweemadband suppliers or to move home without
experiencing problems. Some consumers reportedtytheir broadband service for several weeks, oewe

given confusing and contradictory information abeudtat they need to do to migrate to another ISP
(Ofcom 2006c).
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104. Over the course of 2005, Ofcom noticed aresg®e in the number of consumers contacting the
Ofcom Contact Centre (OCC) about issues relatingigation between broadband service providers. The
largest source of complaints was about tag on lihag on line” is a term used to describe a situati
where a consumer cannot order broadband becauseish@r appears to be) another broadband service
provider already providing broadband on that limethere is an incompatible product on the lineg da

line affects people moving house, consumers whd teswitch broadband service providers but have no
used the MAC proces8 and even consumers ordering broadband for thitifins.

105. The next biggest source of consumer compléan@fcom’s Contact Centre was about the MAC
process. The most frequent complaint in this regead that a broadband service provider had faited o
refused (for various reasoagy.because the consumer is still bound to a contoadiecause the consumer

owes it money) to issue a MAC at the consumer’'sesg

106. To address these problems Ofcom decided todimte General Condition 22 which consists of
two elements: a requirement on all CommunicatiorsviBers to comply with the MAC process; and

where the MAC process does not apply, a requiremerail Communications Providers to comply with a

number of high-level obligations designed to adelremnsumer harm associated with broadband
migrations.

Bundling
107. Bundling offers a number of important bendfitsonsumers. These include:

 The combined cost of purchasing the bundle from proider is often less than buying the
products individually.

 The convenience and streamlined procedures assocwith having contact with only one
provider in terms of billing, payment, and consurservice which lower consumer transaction
Ccosts.

» Bundling removes the need to choose between sepvinéders and product combinations, thus
in one sense simplifying the consumers purchassidac

108. Some new services only become possible bynguyiindled packages (for example, converged
fixed/mobile telephony). However, in some situasiobbundled services can make it more difficult to
switch and lead to consumer detriment. For instamoee consumers have signed up for a bundled
offering it is usually difficult to switch since ¢fhoffers may lock in consumeesy.for one or two years and
impose financial penalties on consumers who wiséxibthe contract earlier. Moreover, the cost Ined

in switching provider for a single part of the biendould be a strong disincentive. For examplefchwng
broadband generates significant costs since thailkaadress is not portable and has to be chamydba
businesses and some individuals this may be afisigmi deterrent to switching.

109. It is also often difficult to compare bundlpdckages offered by alternative service providers
since most packages involve different combinatioinservices, service features and terms and conditi
Moreover, operators can also use bundling to caafai and obscure their pricing. Prices are obdcure
because consumers do not always understand thiemstap between the bundle price and a price &he
component. This can lead to consumers being cedfhyg the different varieties of bundles and thaneef
not choosing the products that best meet their s1e€er example, in the US bundled services tylyical
include unlimited local, local toll, and long distze services at a single flat rate. This can nitadtiéficult

for consumers to compare that single rate to the sfi the rates of the components because the
components (especially long distance and locaktlice), when sold as stand-alone services,sarally
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sold on a usage (rather than flat rate) basishEurtonfronted with a huge array of complicateddbess
from different operators, consumers are disposedatp with the operator they are accustomed toitdesp
the possibility of better offers being availableesthere.

110. Finally, bundling can force consumers to blgynents that either they do not need, or that do no
match their desired specifications. This is beedtisnay not be possible (or may be too confusfog)
consumers to specify what services they wish tburelled as part of their preferred package.

111. Information derived from questionnaire survelyas indicated that consumers are only
moderately satisfied with their bundling arrangetsenAn Australian survey found that among small
business consumers 81% were satisfied with theimdled packages, whereas among residential
consumers, 78% were satisfied. Consumers who wesattsfied with bundling arrangements found
comparing services from different bundled servioavigers more difficult than comparing servicesnfro
different fixed line or mobile service providersorFinstance, only six percent of small business
respondents considered it easy to compare bundiekbpes between different service providers. (ACA,
2004a)

4. EVIDENCE OF ACTUAL CONSUMER BEHAVIOUR IN TELECO MMUNICATIONS
MARKETS?

Consumer behaviour in telecommunication markets

112. Switching patterns provide an important inthcaghat the demand-side of a market is well-
developed and consumers sufficiently empowereditbgipate actively. The motivation to participadea
generally a function of consumers’ estimate of peeformance of their existing supplier; and whether
not they believe there are better alternativeslavia from other suppliers on the aspects of serthat
matter to them. If the market is perceived to bdifferentiated and/or if their current suppliempisrceived

to be the best on the market on the criteria thatraportant, there is no expected benefit fromaving
(Ofcom 2006b).

113. It is important to note, however, that switgchis not the only measure of a vibrant demand-side
nor is switching necessarily always in consumeesthnterests. The decision to engage in co-orelihat
information gathering that will support the decrsito switch or not to switch is also important.alf
consumer is satisfied with her current providerit@ving is not necessarily an improvement. Morepver
choosing a new service does not necessarily meichévg provider.

114. This section examines the available evidefcemsumer behaviour and satisfaction levels in the
telecommunications industry and of influences ochdoehaviour. In general, satisfaction surveys rieed
be treated with some caution in that results may vadely according to how, and in what context, a
guestion is formulated. For this reason, it is uk&d analyse consumer satisfaction surveys sidsidy
with consumer complaints data, where availablgetoa fuller picture of the market.

Consumer behaviour in the fixed line market

United Kingdom

115. Ofcom’s research found that in the United Kiomg, although the majority of consumers in the
fixed line market have not considered changingrtbapplier, they have ‘participated’ in other wayhis

research identified the following four ‘participati’ segments that are common across fixed line,ilmob
and Internet telecommunications markets:
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* inactive consumers ( those who have hadast involvemerst all other than possibly thinking
about getting involved and hal@v interest in the market)

e passive consumers (those why have had some past involvemantl havesome current
interestin the market);

* interested consumers (those who have had littleipaslvement arenore likely to keep an eye
on the markeandact on their future intentiofsand

* engaged consumers (those who &eerhost active groupm terms of past behaviour, interest in
the market and future switching intentions).

116. One in three (34%) of the fixed line consungryeyed had changed the supplier providing their
home fixed line service in the last four years I(iding decisions to move from a single providespdit
providers for calls and line rental). However, tthirds (66%) had not switched in this time period &he
majority (52%) had not even considered doing s@aR#less of whether or not they had switched sappli
in the last four years, 34% had made some changjeetoexisting service with their current supplier
this time period. A similar proportion claimed tedp an eye on the market: around a third (36%)edgre
that they were always on the look-out for a betteal and a similar proportion (31%) agreed thay the
made a conscious effort to keep up-to-date withtwtieer providers were offering.

Factors influencing participation in the fixed linearket

117. According to Ofcom’s research, 86% of fixatelconsumers in the UK were satisfied with their
overall experience with their current supplier: afh half (46%) were very satisfied and a similar
proportion (40%) were fairly satisfied.

118. According to consumer responses to Ofcom’stgprenaire surveys, the greatest deterrent to
shopping for an alternative fixed line supplier wias possibility of getting locked into a contragth a
new supplier: two-thirds of consumers (67%) agréeat they would be put off by this. The second
greatest barrier to switching was reluctance towdea known and trusted supplier for one that was
unfamiliar - stated by 65% of consumers. In thedixine market, many consumers have been with their
supplier for many years. For some consumers, treationship with their fixed line supplier was
perceived as being more important than whether tdoeyd get a better deal elsewhere. Because of the
“endowment factor” (a factor influencing consumeehbviour that is underlined by behavioural
economics, as noted earlier), these consumers vemlydswitch if they had experienced a seriousdyetir

of trust, that incites a ‘revenge value’ to switchi As many as one in two (53%) fixed line conswsmer
agreed that they had a strong sense of loyaltyeio éxisting supplier (Ofcom 2006b).

1109. The process of switching was itself likelydiscourage around half of those consumers surveyed:
56% agreed that shopping (searching) for a newl®uppas too much hassle, 52% agreed that it was
difficult to make comparisons between suppliers 488 agreed that they did not have enough time to
research the options. For a similar proportion (#@3ére is concern that there is a reasonable degfre
risk that something will go wrong in the transitjgrotentially leaving them without service altogath
Moreover, the majority (58%) perceived that thengabuld be only short term because all the supplier
tend to follow each other.

120. No significant differences were detected betwdemographic groups. In other words, for fixed

line consumers the differences are driven by diffiees in attitudes and behaviour rather than by
differences in demographics.
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121. In summary, Ofcom concludes that in the fikad market, in the face of an undifferentiated
market (perceived or actual), inactive consumegsaaiopting fallback, risk-averse strategies antistaly
with what they know and trust, even though it migat be the best rational option. This appearsippasrt
the arguments of behavioural economics. Ofcom'difigs suggest that the greatest chance of furtiperin
participation in the fixed line market are effottshelp consumers to overcome their inertia, bgtyétlg
fears regarding the potential risks associated withiching services, or by educating them regardirey
tangible benefits of any new service over and albe existing arrangement (Ofcom 2006b).

Sweden

122. Information about switching activity in Swedeppears to be broadly consistent with the UK
experience. In Sweden as of the end of 2005, just @9 per cent of the total number of telephone
subscriptions were provided by an operator othan thelia Sonera (the incumbent), which is an irsgea
of 17 per cent from 31 December 2004 (Swedish Nati®ost and Telecom Agency 2005)

Portugal

123. In Portugal, as of the end of 2006, more @Y of the total number of telephone subscriptions
were provided by an operator other than Portugbdcben (the incumbent), which is an increase of Igear
11% from 31 December 2005 (Anacom, 2006). But éwell of switching in Portugal’s fixed line market
has also been relatively low. Table 5 indicates #iut two-thirds (64%) of consumers interviewsd a
part of an Anacom (the telecommunications regu)atudy were satisfied with the prices chargedheyrt
fixed network provider. This degree of satisfactioith a key aspect of service would clearly redthee
disposition to switch.

Table 5. Degree of satisfaction towards fixed line prices in Portugal

Very satisfied 5.8%
Satisfied 58.2%
Not satisfied 29.5%
Not satisfied at all 4.1%
NA 2.5%

Source: Anacom, “Electronic Communications Consumer Survey, February 2006 — Key Findings”, May 2006.
Consumer behaviour/switching in the mobile telecommunications market
United Kingdom

124. Ofcom found that more than a third (36%) obiteotelecommunications consumers in the UK
had changed their mobile phone network supplighénlast four years. The figure rises to 52% farsth
who are on an annual contract and falls to 29%ilHose who are on pre-pay packages. However, two-
thirds (66%) had not switched in this time period ghe majority (53%) had not even considered demng
Even among the 7% who had considered switchingalhbid actively started looking for an alternativ

125. Ofcom pointed out that although the majoritg@nsumers in the mobile phone market have not
considered changing their supplier, they are ‘pguditing’ in other ways. 32% had made some chaage t
their existing service with their current suppléring this time period. While consumers werenfare
likely to change the tariff or package they werg®t?o) than ask their supplier to match a bettat theey

had seen elsewhere (8%), mobile phone users semmaed of their potential to negotiate. 62% of those
contracts had changed their existing tariff/packagel 16% had attempted to renegotiate their
package/deal. Around a third of all consumers dairno keep an eye on the mobile phone market. 32%
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agreed that they were always searching for a beéarand 28% agreed that they made a conscious eff
to keep up-to-date with what other providers wdfering.

126. Ofcom’s research disclosed that in the UK gadaconsumers were significantly more likely to
be younger and maled. early adopters) and Inactives tended to be oldesumers on pre-pay packages
(who tend to spend less). However, Ofcom conclutiet the degree of consumer engagement with the
market is better explained by differences in ati®s and behaviour rather than by differences in
demographics.

Factors influencing participation

127. Price and interest in technology stood owllear drivers of consumer participation in the @fico
studies. The majority (at least 85%) of all constame this market agreed that the low cost of teeivice
and overall value for money were very importantthem. Consumers classified as “interested” and
“engaged” consumers were significantly more likislynake this claim (97% and 98% respectively). With
respect to technology, the majority (88%) of “erggdigmobile phone consumers were willing to spend
time looking at all the options to make sure they thhe best one for them (compared to 42% of imacti
consumers) and they were significantly more likelype early adopters (37% and 8% respectively).

128. In terms of reasons given for not switchingrenthan half the telecommunications consumers
surveyed (54%) said that they were very satisfigtl their overall experience with their current pligr

and another third (36%) said that they were fadyisfied. Post-pay and pre-pay consumers werdlgqua
satisfied with their current network supplier.

129. The research also identified a range of pnaedénd psychological barriers perceived by mobile
telecommunications consumers (see Table 6). Thetegedeterrent to shopping for an alternative faobi
phone network supplier was the possibility of geftiocked into a contract with a new company: adoun
two-thirds of consumers (68%) agreed that they didwal put off by this.

130. Reflecting a similar sentiment, the seconcitgst barrier to shopping was reluctance to leave a
known and trusted supplier for one that was unfamibn issue for 64% of consumers. This referthé¢o
extent to which consumers value their relationskijih their mobile phone network supplier. Morernha
one in two (55%) agreed that they had a strongesehyalty to their existing network supplier.i$twas
particularly the case for inactive consumers of mh89% were likely to be ‘relational’ people (with a
preference for using trusted brands known or recentted to them) and only 14% likely to be
‘transactional’ people (willing to consider unfarail brands if they offer a good deal). This marndéen

of the ‘endowment factor’ and ‘irrational’ fear ahanging to a new provider are consistent with the
arguments of behavioural economics.

131. Lack of confidence, heuristics, and informativerload also appeared to play more of a role in
decision-making among inactive consumers. 48% didieel they knew enough to make the right choice
and 42% expressed concern about “appearing stagidnt of sales staff’. 44% were willing to accept
solution that they felt was ‘good enough’ ratherttinvestigate all options to find the ‘best’ 0d&%).
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Table 6. Perceived barriers to shopping and/or switc ~ hing mobile phone suppliers in the UK

Response to Question (with prompted reasons): “I dinot switch my mobile phone supplier

because...”

Reason Agree Strongly | Total agree Post-pay Pre-pay %
% agree % % %

Don’'t want to get locked into contract with 47 21 68 a7 52

new provider

Reluctant to leave provider | trust for one 47 17 64 52 59

| don’t know

Strong sense of loyalty towards current 36 19 55 No difference

provider

Shopping for new provider too much of a 41 12 53 41 49

hassle/chore

Only short term gain as providers follow 43 9 52 No difference

each other

Difficult to make comparisons b/w 38 9 a7 35 53

providers

Don’t have time to research options 38 9 47 34 54

Don't want to lose current deal/package 32 14 42 No difference

Big risk that something will go wrong in 30 7 37 No difference

transition

Don’'t know enough to make right choice 28 9 37 27 42

Bound to feel stupid/out-of-date when | 21 12 33 24 37

talk to sales staff

No difference in cost of supplier 28 4 32 27 33

No difference in quality of supplier 26 3 29 23 32

Don’t know where to find trusted info 21 5 26 No difference

about options

Note: Base: All mobile (500). Percentages represent share of total sample.

Source: Ofcom, 2006b

132. In this market, consumers on contracts may laésbound to their suppliers as a result of having
negotiated or been given special deals: two fif##6) of consumers expressed concern about lobing t
package or deal they were on. Early exit penattoesd also apply.

133. The process of shopping was itself likely igcdurage around half of the consumers surveyed:
53% agreed that shopping for a new supplier wasrach hassle, 47% agreed that it was difficult tken
comparisons between suppliers and 47% agreedniatid not have enough time to research the option
Moreover, the majority (52%) perceived that thengaould be short term because all the suppliefeviol
each other. As Table 6 indicates, this is partitylthe case among pre-pay consumers, who perceived
higher barriers to shopping than those on contr&2% of pre-pay users agreed they did not wairbeto
locked into contracts with a new provider. They avalso significantly more likely to regard shoppfog

a new network supplier as an onerous process, agpirg it with lower levels of interest and confide

than contract users.

134. In summary, Ofcom concluded that the evidemtggests that in the UK mobile
telecommunications market, in the face of compjeaind lack of market differentiation (perceived or
actual), inactive consumers will stay with whatyth@ow and trust, even though it might not be thest’
option. Ofcom concluded that the greatest chandartifering participation in the mobile phone marise
through efforts made to influence these key drivéss example by educating them in regard to the
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tangible benefits of any new service over and altbe#& existing set-up, by making the switchingqess
easier or by helping consumers to overcome theitim

Portugal

135. In Portugal, Table 7 indicates that of thosdile telecommunications consumers responding to
a survey conducted for Anacom, about 19% have bedtc Of these, about one-third switched because
“most of my contacts are clients of the new opetasmd presumably there was some advantage with
being on the same network such as network coveaadgér discounted or free calls to customers on the
same network, Another one-third of those who sweittdid so because they were “unhappy with prices”
of their old operator. 13.7% of those who switcldéd so because they were unhappy with the quality o

service provided by their old operator and 8.6%alse of an offer from the new operator.

136. Of the 80.7% who had never changed their tper&6% were satisfied with the current
operator, and 31.2% because “most of my contaetlénts of current operator”. Only about 10% of
consumers seemed focused on price as a driveritwhévg and even less (about 4%) on quality of iserv

Table 7. Switching mobile telecommunications operat or in Portugal

Have already changed operator 19.3%
Most of my contacts are clients of new operator 34.6%
Unhappy with prices 33.3%
Unhappy with quality of service 13.7%
Offer from new operator 8.6%
Other 20.6%
Never changed operator 80.7%
Satisfied with current operator 66.2%
Most of my contacts are clients of current operator 31.2%
Offers the best prices 6.6%
Switching is too complicated / inertia 3.2%
Decision of another person 2.8%
More / better network coverage 0.8%
Keep the same number 0.4%
Other 4.0%
Don’t know / Didn’t respond 2.3%

Source: Anacom 2006

Australia

137. The results of a questionnaire survey in Alistfor ACMA (the telecommunications regulator),
summarised in Table 8 provides some additionarmédion on consumer satisfaction.
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Table 8. Consumer satisfaction with telecommunicati ons services in Australia, 2004 to 2006

Respondents were asked ‘In the last 12 months, how well have each of the following service providers
met your overall expectations?’ Excludes ‘no answer’ and ‘doesn’t apply’
Exceeded my Mostly met my Sometimes met my Rarely met my
expectations expectations expectations expectations

July 2004- | July 2005- | July 2004- | July 2005- | July 2004- | July 2005- | July 2004- | July 2005-

June 2005 | June 2006 | June 2005 | June 2006 | June 2005 | June 2006 | June 2005 | June 2006
Local
telephone 7.8% 8.2% 73.9% 73.3% 13.3% 13.5% 5.0% 4.9%
company
STD
telephone 7.0% 7.5% 75.4% 74.7% 12.9% 13.2% 4.7% 4.6%
company
International
telephone 7.4% 7.1% 73.5% 74.3% 13.7% 13.4% 5.5% 5.3%
company
Mobile
22:’\/?56 9.4% 9.9% 72.5% 72.1% 13.1% 13.4% 5.0% 4.6%
provider
Internet
service 10.2% 11.2% 68.6% 68.9% 15.6% 15.3% 5.5% 4.6%
provider
Source: Roy Morgan Research, questionnaire survey sample of approximately 23,000 people aged 14+ years, cited in

ACMA 2006

138. During the July 2005 to June 2006 period featiion levels (defined as ‘exceeded’ or ‘mostly
met expectations’) were more than 80 per cent fobile telecommunications providers as well as fixed
line and Internet service provider. The highesistattion levels were for long distance (STD) fixete
telephone companies (82.2%). Internet service gersi were the providers who most exceeded
expectations (11.2%).

139. Consumer expressions of the “likelihood” oérth switching service provider offer another
measure of consumer dissatisfaction with theiranirprovider. The Australian survey also providesis
information in this regard, summarised in TabldBe likelihood of consumers switching service pdevi
ranged from: about 13.5% for fixed line providet4% for mobile telecommunications providers and
16.5% for Internet service providers during theigmerJuly 2005 to June 2006. The remainder of
consumers said they were either ‘unlikely’ or ‘heit likely nor unlikely’ to switch providers.
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Table 9. Consumer likelihood to switch providers in Australia, 2004-2006

Respondents were asked ‘How likely would you be to switch companies, if you were able to buy that service from
another company?’ Excludes ‘no answer’ and ‘doesn’t apply’

Very or fairly likely to switch | Neither likely nor unlikely to Very or fairly unlikely to
switch switch

July 2004- July 2005- July 2004- July 2005- July 2004 July 2005-
June 2005 June 2006 June 2005 June 2006 June 2005 June 2006

Local telephone

company 13.5% 13.2% 29.2% 27.9% 57.3% 58.8%
STD telephone 13.0% 12.8% 29.8% 28.3% 57.2% 58.9%
company

International 11.8% 11.5% 30.7% 29.1% 57.5% 59.5%
telephone company

Mobile phone service 14.5% 13.9% 29.2% 28.2% 56.4% 57.9%
provider

Internet service 16.8% 16.5% 30.6% 28.3% 52.5% 55.2%
provider

Source: Roy Morgan Research, questionnaire survey sample of approximately 23,000 people aged 14+ years. Cited in ACMA
(Australian Communications and Media Authority), 2006.

United States
140. A US report based on responses to a questiersurvey in 2005 from 1000 households found

that 36% of respondents replied that early termonatees (ranging from US$150-US$240 as shown in
Table 1) had dissuaded them from switching (CALPR{Eication Fund, 2005).

Table 10. Early Termination Fees of Major US Mobile T elecommunications Service Providers, July 2005

Company Early Termination Fee
Cingular USD 150
Nextel USD 200
Sprint USD 150
T-Mobile USD 200
Verizon USD 175

Note: These operators control about 80% of the US mobile telecommunications market.

Source: CALPIRG Education Fund, 2005.

141. Eighty-nine percent of mobile telecommuniaagi@onsumers considered that early termination
fees are designed to prevent consumers from swgchiThey disagreed with the mobile
telecommunications operators’ position that thenteation fees are a necessary part of the ratetstau

(to enable them to recover the costs of subsidizarglsets, ‘buckets’ of free calls, etc).

142. In the US, the FCC undertakes consumer edmcasimpaigns to educate Americans about their
options in the telephony market, including the oty to switch to operators that may serve them
better. There are FCC consumer fact sheets expgaicommon billing problems, answering basic
technical questions, and highlighting the expeataticonsumers should have of their operators. h&yrt
the FCC has an extensive telephone call-in andlaraatre which fields thousands of complaints every
quarter. As of the third quarter of 2006, for Wime telephony, the most common complaints weraiabo
unsolicited calls and faxes; for wireless telephdhg most common complaints were about billinga O
the basis of these collected complaints, the FQCtake action against licensees. In addition, tiaeeea
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variety of for-profit websites which help consumechoose among different plans, such as
www.letstalk.com and www.myrateplan.com. Finally, there are third parties organizatioattheport on
service quality such as J.D. Powers & AssociatésGamsumer Reports.

Consumer behaviour in the I nternet Market
United Kingdom

143. According to Ofcom’s research awareness efrative suppliers is lowest in the Internet market
with around 20% of Internet consumers in the UKhl@ao spontaneously name any narrowband or
broadband Internet service providers (ISPs) inrthea. Half of Internet consumers were spontarigous

aware of two or more narrowband suppliers, andribés to 74% when prompted (Ofcom 2006b).

144, Just over one quarter (28%) of UK consumers lever switched their ISP supplier — 18%
having changed supplier more than 12 months agb9&&m more recently. These are lower levels than for
fixed or mobile services, perhaps reflecting theli@astage of development for Internet/broadband
services. Just over a quarter (28%) of the Intecoesumers surveyed had changed the supplier gmgvid
their household’'s Internet connection in the lastirfyears. However three-quarters (72%) had not
switched in this time period and the majority (46880 not even considered doing so. Even among the
13% who had considered switching, not all had attigtarted looking for an alternative.

145. Ofcom found that regardless of whether orthey had switched ISP in the last four years,
almost three-quarters (72%) had made some chantipeitoexisting service with their current ISP Imist
time period. This was mainly the result of conswngwitching connection type (62% had done this)
and/or switching tariff, including upgrades to cention speed (53% had done this). Few (10%) had re-
negotiated their deal.€¢., asked their current ISP to match a better degl ttad seen elsewhere). Thus,
even though the research shows that many consumtrs Internet market have not considered changing
their Internet service provider (ISP), competitiaad allowed them to ‘participate’ in other ways.

146. Compared with broadband users, narrowband wgere significantly less likely to have made
any changes to their existing package: 24% hadgdthnonnection type and 25% had changed theif tarif
or package.

Factors influencing participation

147. According to Ofcom’s research, the greategerdents to active participation include the
possibility of getting locked into a contract waihnew supplier (68% of consumers); reluctancededea
known and trusted ISP for one that was unfamik®%4 of consumers); and perceived efforts of shappin
around, including difficulty in making comparisobstween ISPs (44%); and not enough time to research
all the options (40%). The main drivers of partatipn include interest in technology and desireléov

cost and/or willingness to consider unfamiliar i offered a good deal. Interestingly, there eviaw
demographic differences between the four ‘partioipé segments, suggesting participation is inflcesh

by attitudes and behaviour rather than by diffeesrio demographics.

148. This evidence suggests that in the face ofptexity (perceived or actual), inactive consumers
are adopting fallback, risk-averse strategies aitidstay with what they know and trust, even though
might not be the ‘best’ option. This is consistanth the argument of behavioural economics that an
“endowment factor” will serve to influence decissoin favour of the present provider.
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5. IMPLICATIONS FOR CONSUMER POLICY AND REGULATION
Underlying principlesfor policy and regulation

149. A number of principles to guide policy devetgmt and regulation are receiving widening
acceptance in OECD countries. One is that inteimerghould be the minimum necessary, justified only
when the market has not responded (through selfiaary measures for exampleor is unlikely to
respond in a manner that adequately addressessshe within an appropriate timeframe. Moreover,
intervention may not be justified if consumers aware of the risk, can respond to it relativelyilgasnd

at little cost, but fail to do so, since this coslaggest that consumers view the detriment asnifisignt.
Another principle is that even if the market isikely to eliminate or reduce the problem, interiamtis
warranted only if the resulting benefits signifidgrexceed the costs of intervention.

150. These guiding principles are in accord withsth espoused in the OECD report on “Guiding
Principles on Regulatory Quality and Performancdiich suggests that that new and existing rules and
regulations should be reviewed on the basis of #féécts on competition and efficiency (OECD, 2005

151. Some practising regulators endorse these ipiescin considering the need for consumer
protection measures. For instance, the AustraliammBunications and Media Authority’s approach to
regulation is in accord with these principles (ACN2R06): “An ongoing challenge for consumers is to
analyse the substantive differences between obtgrssmilar products and pricing plans being oftef®y
suppliers. However, before a decision that govenifregulators intervene in the interests of conssme
there should be consideration of the frequency dadree to which information is imperfect, the
implications this has for competition, and whetgevernment intervention is likely to correct thiuation
more optimally or more rapidly than the market, artether the benefits of intervention exceed thesco
of doing so.”

152. However, it is often difficult to calculatests and benefits in order to ascertain net outcdme.
difficulty is compounded when some consumers gdiilenothers lose. In this case, judgements abaut th
desirability of the net outcome may require theliapfion of “distributional weights”. But predictinand
evaluating/ weighting these distributional effesitgl their impacts is notoriously difficult and centious.

153. A more conservative approach may be to requimo harm” approach to regulation. That is, a
regulation could be acceptable if it helps the formed or undisciplined, without imposing costs on
otherse.g. those who are sophisticated and disciplined. Angfer case would have to be made for
interventions that do not pass such a test. Intye#fhere may not be many cases without any logers
instance, in cases where cross-subsidies are umwbynsuch regulation, those who have previously
benefited from the cross-subsidies will lose. ¢gitions that involve some losses to particulaisoamers
would need to be evaluated on broad cost-benéférier that weigh the costs to the losers against t
benefits to the winners (OECD, 2006).

154. Another rationale for intervention to protdubse who are less informed or less sophisticated i
so-called “asymmetric paternalism”. Such intervemtis relevant not only when failure results from
behavioural biases but also more generally whear&results from information deficiencies (Cameser
al.,2003)

155. An important insight provided by behaviourabeomics is that often only some groups of
consumers (or all consumers but only in particalecumstances) are likely to be at risk. This higfmis

an important policy consideration, namely whetheliqy initiatives to protect particular groups of
consumers (such as undisciplined or unsophisticatesumers) may impose such costs on not-at-risk
consumers that aggregate welfare or well-beingdsiced. To avoid this, cost-benefit analysis cdgd
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used to evaluate alternative policy initiatives.eB@ policy initiative that can protect the at-righup of
consumers generate sufficient benefits to more titset any likely costs that will be imposed oiest
groups in society? If so, then policy interventioay be reasonable. Of course, there may be othiey po
considerations that will impact upon the decisionirttervene in a market (for example, the extent or
degree of harm), and thus impact whether that iecis reasonable (OECD 2006).

156. This section examines a number of specificpdssues raised by the examination of the market
in the previous sections. Where appropriate, igests further steps that could be taken by regslatod

the industry to address these issues. Althougistiues and corresponding recommendations are egghni
into different categories, it should be noted thmatny of these categories overlap. So, for examnipke,
issue of switching is addressed in a separate aatdgut will also be influenced by issues relatiog
awareness raising, information disclosure, conttacms and behavioural traits addressed in other
categories.

Policy and regulation to address consumer detriment resulting from imperfect information
Increase awareness of alternative suppliers

157. The majority of consumers seem aware of altemn providers of communications services. In
those areas where knowledge and understandingwier,logrowing competition is expected to lead
naturally to an increased awareness of alternptiveiders. Nevertheless, where the market is nimigdeo

or is unlikely to do so, there is a clear role fegulators to assist consumer participation byirgis
awareness of the availability and tangible benefftglifferent services. Consideration may need ¢o b
given to how these kinds of educational campaiggdcbe tailored, in both their message and distioin
channel €.g. a leaflet, consumer hotline or web based prograshrize different groups of consumers to
provide them with practical guidance to quicklynti&y the most suitable/cheapest telecommunications
plan.

158. Furthermore, steps could be taken to make aosgns across providers easier, thereby reducing
search costs of consumers and facilitating theckivity process. For example, regulators could wdtk w
the fixed line and the mobile network operatorsiéwelop and publicise a set of comparable indisator
relating to quality of service. Monitoring the giyalof service of mobile telecommunications provige
and making this information available could alsdpheonsumers compare signal strength, dropped call
counts and dead zones across providers. Furthermegnelators could encourage third parties, incigdi
consumer organisations, to provide price/servicegarison facilities through radio, consumer hotiine
websites, etc.

Regulation of information disclosure

159. More information is usually seen to be deiraBo it may be sensible to begin with a reminder
that as a remedy for market failure, informatiorsctbsure may have its limits. A demand-side
“behavioural” perspective warns that if consumeagenlimited cognitive abilities, either generallyio a
particular situation, then adding more informatioay result in information overload and hence inseor
decision making. Excessive disclosure can confoessumers (as evidenced in the case of mobile phone
and Internet tariffs options) and can also discgeifms from providing useful information througteir
advertising. In these cases, the need is nanfime but for better (perhaps less) information in actred
easily comprehensible format (Gans 2006b). Thereeed for rigorous analysis of the cost and benefit
associated with alternative remedies before anyeigouent action is justified. Where feasible, such
analysis should be empirically based (OECD 2007).
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160. Typically, a mandated disclosure is intendediriprove the information received by the less-
informed buyers to a greater extent than by thoseereophisticated consumers who may already possess
and be able to process the requisite informatian.tBe reverse can also be the case where it iste
sophisticated (and more cognitively capable) corssnwho can make more use of the information
contained in a mandated disclosure. For exampledatang information on broadband download speeds
and caps can be of far more use to those consuntershave at least a basic knowledge of technical
features of broadband capacityd.bits per second).

161. Differences in the incidence of benefits fratmandated disclosure mean that any costs could
tend to be differentially imposed as well. Somestoners may be provided with information they cannot
use, some may be provided with information theyndoneed, and some others will be overloaded with
information, but all will have to pay for the corgice and related costs (OECD 2006).

162. This cautionary note aside, there are manatiins where an information disclosure remedy is
necessary and appropriate. Even in competitive etgylsuppliers may possess power over consumers, if
consumers are not well informed about products,plsugonditions and/or alternatives and feel
unable/unwilling to switch between these alterrediv Providing consumers with more and better
information, for example, through mandatory disatesor through third party certification may fatzte
more active participation in the market and wisecision-making. Mandatory requirements also hold
suppliers accountable, especially in cases wheherdato comply with the requirements results in an
enforceable action.

163. In the UK, in all three telecommunicationskess (fixed line, mobile and Internet), respondent
to questionnaire surveys indicated that availabdit information to calculate the cheapest supdiased

on their usage profile was important in influencthgir switching decisions (Ofcom 2006b). Inforroati
disclosure can take many forms. In the UK, websgitethe fixed line suppliers were the highest cledm
source of information (42%), followed by recommeimm@s from friends / family and brochures/
promotional literature both of which were used byuad a third of all switchers (Ofcom 2006b). Qftae
information sources consulted, word-of-mouth reca@ndations were regarded as being the most trusted
source (28%), and also the easiest to underst&¥d)(Z'he supplier websites were regarded as thé mos
informative sources (with 24% of switchers agreehag this was the case).

164. To remedy information deficiencies, a regulatoould consider whether to furnish the missing
information itself, to encourage the industry topde the necessary information or, if necessaljige

the industry to disclose it. Because of informatemymmetry, the regulator will need to seek the co-
operation of the regulated sector and, to somenexthould also depend on self-regulation and co-
regulation.

Contracts and advertising materials

165. Particular attention is needed to ensure ateutisclosures in the pre-contractual phases@and t
the clarity of contract terms themselves. Regusatmuld require all mobile telecommunications ofirsa

to use contracts and marketing materials that lglspell out the terms of the contract in an easyetad,
standardised format.The disclosures could include:

1. Rate information, including monthly base charge;maute charges for minutes not included in
the plan, the method for calculating minutes chadydate payment penalties, and other usage
fees.

2. Plan details, including a breakdown of weekendidast nights/weekend, long-distance,
roaming, incoming calls, and directory assistance.
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3. Termination and start-up fees, as well as the teation dates for the trial plan and contract.
4. Taxes and surcharges.
Billing

166. Telecommunications billing issues are a fragusource of consumer confusion and
disempowerment. A number of OECD countries havertadteps to address this issue and establish rules
for service providers regarding the provision dfimy information. For example, in 1999, the Federa
Communications Commission (FCC) released Theth-in-Billing Order to address growing concerns
relating to biling and an increase in the numbérentities willing to take advantage of consumer
confusion in this area. The truth in billing priplgs which have been established apply to all eari
including wireless carriers and generally requitithat consumer telephone bills be clearly orgahis
clearly identify the service provider, and highliginy new providers; 2) that bills contain full andn-
misleading descriptions of charges that appearitmeand 3) that bills contain clear and conspicuou
disclosure of any information the consumer may neechake inquiries about, or contest charges on the
bill.

167. Where not already in place or where alterpatieasures have not been pursued, these kinds of
“truth in billing” measures should be encouraged bggulators. With respect to mobile
telecommunications bills, roaming charges which @eplex and not well understood by consumers
should be clearly itemised on the bill identifyitige date and location of the call.

Consumer rights education

168. An important element of consumer empowernmeetucating consumers on the rights that they
have in the telecommunications marketplace andtbosxercise those rights. In Canada, for exampée, t
Canadian Radio-television and Telecommunicationsi@ission (CRTC), the federal body responsible for
regulating telephone service, issued a decisiabkshing a statement of consumer rights in ordexssist
consumers in making informed decisions and bengfiffom competitive markefs. According to the
decision, incumbent local exchange carriers areired) to regularly disseminate to consumers thet mos
current statement of their rights using a varidtgi€ferent information channels. Likewise in the&slthe
Californian Public Utilities Commission has propost develop a comprehensive set of consumer
education materials on consumer rights tofid&hese initiatives provide a useful illustrationtioé type of
approach that could be taken by other regulatoensure that consumers are made aware of theisrigh
Vvis a vis service providers.

169. In the US, the FCC keeps up to date a ro$tever 150 consumer fact sheets in over a dozen
languages on topics of common complaint from Anzeric In addition, a large staff of operators field
guestions from the public. A quarterly report psifebs the types of complaints which are dealt Wwith
this Consumer Center. Furthermore, members optifitic can request an FCC speaker to brief them on
issues of concern to consumers.

Regulation to remedy market problems resulting from behavioural biases.

170. Just as informational problems may be mutiefed, so too may problems that result from
behavioural biases. It is important for policy aedulation to recognise these biases and devefojiea
understanding of the needs and motivations undagylydonsumer behaviour in telecommunications
markets.

171. Not all behavioural biases lead to consumérindent. For the most part they do not lead
consumers to depart significantly from optimal dewis. Public policy should be concerned only with
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those biases that lead to significant detrimentelVimarkets fail because of such costly biases,dEme
should be shaped accordingly. For example, a gituaif choice or information overload could be
aggravated by a requirement for more informatioscldsure. Rather, the appropriate intervention may
involve re-framing the information that is availaltb consumers in a way that makes choice easEeCD
2007).

172. Behavioural economics predicts that for uagiceasons some consumers (or consumers in some
circumstances) may act in ways that are incondistéh their “ex ante” preferences. Consumers msg u
information in ways not predicted by neoclassideary or they may, for various reasons, not use
available information. Thus, while in some cases/jgling more information or providing information &
different form may remove or reduce the risk tostomers, this will not always be the case. If itoide
effective, an effort to inform consumers must ap@te how people actually think. The behavioural
response to identical pieces of information wilpded on how they are presented and framed (OECD
2006).

173. Thus, in circumstances where the conduct pblgers alters the preference set of consumers and
hence their choices, resulting in an inferior ootedor those consumers, the solution may lie inleggry
intervention that aims to “steer people’s choiceswielfare-promoting directions without eliminating
freedom of choice” (OECD 2006). However, the diearange of factors and circumstances likely toglac
consumers at risk suggest that regulatory interoems likely to be detailed and conduct specific.

174. Resetting defaultOptions can be presented in ways that lead theutoer to gravitate towards
certain choices that are in their interests. F@ngXe, to overcome the biases of hyperbolic distiogn
and of default inertia, renewal of a telecommurnareg contract can be presented with ‘opting outaas
default. Policy-makers and regulators could consille use of “light” interventions such as a mandat
‘opt in” default provision (rather than an “opt dudefault) as part of arrangements for extending a
telecommunications contract.

175. Reframing Suppliers can be required to present informaitioa variety of frames, or in specific
frames which may guide sound consumer choice. Ttieypsolution under a demand-side “behavioural
approach” is that rather than requiring that thexsconer read ever more complex contracts, the
government can mandate standard form clauses orsaadard form contracts. This recognises that the
consumers probably will not read the contract. &ue should be exercised so that in removing arnithigu
the behavioural solution also tries not to limihsamer choice since this can make consumers wéfrge o
parties are now constrained to government-devisatracts that are inflexible and cannot be altéoefit
their personal circumstances. In addition, careukshbe taken to ensure that business offers ate no
restricted such that there is less incentive terofbwer prices, greater choice or other benefits t
consumers.

176. General de-biasingAlthough biases are generally deeply ingrainkdrd is a role for consumer
education, making consumers aware of their biases helping them to develop mechanisms to overcome
those biases that go against their self-interestirfStance, to counter “hyperbolic discountingdnsumers
might be counselled to consider carefully whethBaterate contract or a “free” mobile phone handsigh

a two-year contract really does suit their usagelland pattern.

177. Cooling-off periods can be used to allow comsis to re-frame their choices and to give them an

opportunity for rational re-consideration to ovareothe influence of impulsive choice, such as those
resulting from “hyperbolic discounting”.
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Specific measuresrelating to the switching process

178. In addition to making better information aghik, raising awareness, and addressing some of the
behavioural biases that may prevent consumers fiotively participating in the market and taking
decisions to switch where not satisfied, theresarae specific measures that can be taken by regsifiat
reduce practical impediments to consumers switcHiogn one supplier to another. For example,
regulators could ensure that the shortest posgibie is taken to complete number portability for
consumers switching fixed line and mobile telecomimations providers. Regulators could require #tlat
Internet service providers ensure a simple, cas{l@sat least cheap) and quick transfer of conssimveo
choose to switch provideRegulators could examine the need to limit the Klaw' period for mobile
phone handsets in order to facilitate switching.evénapplicable, the fee for unlocking the handsetil

be related to the cost involved.

Palicy and regulation relating to fair business practices

179. Complaints can provide useful information oonsumer detriment and unfair practices
(Southwood 2006). In the UK, the greatest numbecahplaints to Ofcom’s Contact Centre (OCC)
relating to fixed and mobile telephony in the pgsar has involved mis-selling, including the promisof
false and/or misleading information; pressure sdbagtics; and consumers being transferred to an
alternative provider without their permission (fslaing’)(Ofcom 2007).

180. In most OECD countries, regulations are irc@léo restrict these kinds of harmful business
practices. These regulations should be appropyiatd#forced in order to adequately protect consurmeds
ensuring consumer confidence is not undermineddnridustry as a whole.

181. Consumer complaints may also be used to fglesystemic issues in the industry. In particular,
they may suggest that further work may also be esdtdd examine the fairness of contract terms and
conditions commonly used in telecommunications remts, in particular early termination fees, auttbma
renewals and post-contractual changes. For examplgance, in 2005, the French Direction Génédale

la Concurrence de la Consommation et de la Réprestdés Fraudes (DGCCRF) received more than
31,000 complaints, 40% of which related to insigfit pre-contractual consumer information on thénma
characteristics of the contract (consumers arellysiogked-into the same operator for 12 to 24 rhant
with various restrictions on early termination)da?5% relating to consumers' difficulty in termiimat
their contract.

182. In the US, the FCC publishes quarterly repontshe top complaints received from consumers.
For example, in 2006, complaints about wirelesgises rose from 4,050 in the 2nd quarter to 4, ihe
3rd quarter. Billing and Rates was one of the tagless complaint categories. Wireline complairgidh
steady or declined in the third quarter. Also, ¢heras a decrease in the number of Wireless inguirie
received during this quarter dropping from 9,298ha 2nd quarter to 5,054 in the 3rd quarter. Aorate
License Information and Service Issues inquirieglaced Billing and Rates and Contract - Early
Termination as the top Wireless categories in hivel guarter. Wireline inquiries decreased from324, in

the 2nd quarter to 13,724. The collection of trasadgives perspective to the concerns of commuaitat
service consumers nationwide.

183. A draft bill aimed at improving consumer patten and information was adopted by the French
Conseil des Ministres in November 2006, which waquadmit consumers to give their mobile operator 10
days notice to terminate their contract. Any deppaid should be reimbursed within 10 days after th
termination of the contract. The call waiting tirdaring which consumers try to reach their operator'
consumer services will be free of charge but thplémentation of this provision will take place o\&r

years (France Telecom has already implementedptiogision for its own customers). In addition, the
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draft bill would require calls to all hot lines be free and will limit to 10 days the delay in riesiing a
contract in the telecommunications area as welthasreimbursement of any guarantee paid by the
consumer.

184. This draft bill was introduced to implementrdaitive 2005/29/EC on Unfair Commercial
Practices adopted by the European Parliament anddmn 11 May 2005. The draft bill was scheduled
to be examined by the French Assemblee Nationatbeéncourse of 2007. However, it was announced
(during February 2007) that this legislation wodlld delayed until the administration of the next
government.

Codes of practice

185. Industry codes of practice and other selfdaguy measures can, and have, been put in place to
address many of the issues addressed above. Wieetivefly enforced these kinds of measures can be
very valuable to improve consumer confidence in rierket and arguably are preferable to regulatory
intervention.

186. Two recent examples of industry codes of praetre in France and the United States.

187. In view of the rise in consumer complaints2D05 (see above), the French authorities took
various measures to improve consumer informatisalabure and to enable consumers to switch opsrator
more easily and to activate competition. Rathen tbpting for anex-anteintervention, the government
favoured a voluntary approach. The policy respdmse involved the Industry Minister, who brought
together the principal firms, industry associatiansl representatives of the French Conseil Natidadh
Consommation (CNC). Two consultative roundtablescohsumers and industry associations were
convened and as a result of the consultation, th€ @dopted a set of 6 recommendations that opserator
agreed to implement (atww.conseilconsommation.minefi.gouy.{Box 2).

Box 2. Recommendations on consumer protection that operators in France have agreed to implement

1. All operators should - within 9 months from March 2006 — make available to consumers, before the signing of the
contract, standard fact sheets indicating the length of their contract, fees charged for equipment installation and
cancellation, tariffs and other essential characteristics of the offer. The objective is to allow consumers to easily
compare the offers on the market and to increase competition.

2. All operators should adopt the same system of dispute resolution. They should indicate a consumer service contact
point. Should these fail to solve the problem, consumers should be able to go through mediation (in practice, operators
have chosen the same mediator).

3. Free of charge cancellation of the contract if the service available at the moment of the subscription is no longer
available or if the offer has been substantially modified at a later stage.

4. A contract should be given to the consumer on the occasion of each new subscription or if the offer is substantially
modified.

5. Telecom advertisements on paper format should be improved so that the content and the written characters of the
offer are clear and immediately understandable to consumers.

6. A practical guide aimed at assisting consumers in choosing and using land, mobile and Internet telecom operators in
their best interest was recently produced and made available to the public.

This guide offers tips on how to subscribe; how to contact a consumer service, how to terminate the contract, how to
switch operator and keep the same phone number etc. It is distributed to consumers by consumer associations and
operators.
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188. In the US, the Cellular Telecommunicationsndetnet Association (CTIA), in partnership with
wireless carriers, has a 10-part Consumer CodeBsee3) that enumerates voluntary industry prirespl
disclosures and practices. The voluntary ConsumageCcan be designed to help consumers make
informed choices when purchasing wireless servibeier understand their wireless services and rate
plans, and ensure that wireless carriers continnecet consumer needs.

Box 3. Voluntary consumer code developed by CTIA in the US

The voluntary Consumer Code includes 10 items. All carriers displaying the new Seal of Wireless Quality/ Consumer
Information have agreed to abide by each of the following points:

1. Provide every new consumer a minimum 14-day trial period for new service.

2. Provide coverage maps, illustrating where service is generally available.

3. In every advertisement that mentions pricing, specifically disclose the rates and terms of service.

4. For every rate plan or contract, provide consumers specific disclosures regarding rates and terms of service.

5. On billing statements, carriers will not label cost recovery fees or charges as taxes, and will separately identify
carrier charges from taxes.

6. When initiating or changing service, carriers will clearly state contract terms to consumers and confirm changes in
service.

7. Provide consumers the right to terminate service for significant changes to contract terms.
8. Provide ready access to consumer service.

9. Promptly respond to consumer inquiries and complaints received from government agencies.

10. Abide by policies for the protection of consumer privacy.

Source: CTIA, 2003

Ensuring access to redress mechanisms

189. The above measures, while aimed at ensuringuocer welfare as a whole, do not provide
redress for consumers who have suffered detrimecause of deceptive, misleading, or otherwise unfai
behaviour by firms. In this regard, mechanisms sashsmall claims tribunals, ombudsmen, and
complaints systems (which provide feedback to gu$ and suppliers) are important institutions for
consumers in many markets (OECD 2007). They areeraocessible, cheaper and less intimidating for
consumers than the regular court system. Redreskanisms also provide a forum for the resolutibn o
disputes that arise from the transaction processldunot involve misconduct on the part of the digpp
(for example, consumer complaints about the bilingcess).

190. In some countries, specific bodies have besablshed or proposed to address consumer
complaints relating to telecommunications. For eglanboth the Australian and UK telecommunications
industries have ombudsman offices — in fact, the b&s two separate and competing agencies.
Membership in the Australian office is compulsooy &ll telecommunications carriers and eligiblevimr
providers. In the UK, membership in an ombudsmdicefs voluntary. However, every service provider,
including Internet service providers (ISPs), mugtrandependent alternative dispute resolution BDo

its residential and small business consumers, lFm@DR scheme must be approved by the regulator. In
the US, at the federal level there is a bureauiwittre Federal Communications Commission that esurri
out many of the functions of an ombudsman’s offi8enilar in-house organizations operate within a
number of state telecommunications regulators Olb62he Canadian Telecommunications Policy Review
Panel proposed the establishment of a new agencpetcalled the Telecommunications Consumer
Agency (TCA), to protect the interests of Canadeamsumers in the new complex communications
environment. The Panel proposed that the TCA lfdunding, independent, industry-established agen
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with the powers and capabilities required to adgliesues effectively without duplicating the rofesd
responsibilities of existing organisations, and heitt increasing the regulatory burden on the
telecommunications industry (Canadian Telecommuioiea Policy Review 2006). On April 4, 2007, the
Canadian Government stated that it believes thatndapendent agency with a mandate to resolve
complaints from individual and small business tatastomers is an integral component of a deregdlat
telecommunications market. The Canadian Governaied on the industry to work with the CRTC to
establish an independent telecommunications consagency. Until the agency is established, the
Government has tasked the CRTC with monitoring anthlyzing trends and issues in the
telecommunications market, and to report to thedBoar-in-Council, at least once a year, on comggain
related to services provided by the telecommurocatiservice providers, and to examine issues ndsre
that may warrant further attention by the CRTChar €anadian Governmefit.

191. In the US, the FCC’s Consumer & Governmentédirs Bureau (CGB) serves as the public face
of the FCC’s outreach and education, as well asutiir its Consumer Center, which is responsible for
responding to consumer inquiries and complaintsBGBo maintains collaborative partnerships with
state, local, and tribal governments in such @itizeas as emergency preparedness and impleroantéti
new technologies. Specific duties of CGB include:

» Developing of consumer policy concerning Commissiggulated entities—especially with
issuing orders to resolve complaints about unaitbdrchanges in telecommunications providers
(slamming); conducting rulemakings on slamming,thiin-billing, telemarketing, and fax
advertising; and monitoring informal inquiries andmplaints to identify trends that affect
consumers,

* Providing informal mediation and resolution of mdual informal consumer inquiries and
complaints consistent with controlling laws and F@@ulations,

* Implementing consumer outreach and education gsligoals and objectives, and ensures that
the FCC has the benefit of a wide spectrum of mftion and viewpoints in its decision-making
processes,

* Addressing disability-related telecommunicationsttera, including telecommunications relay
service, access to telecommunications equipmensamnices by persons with disabilities, access
to emergency information, and closed captioning.

192. The US Federal Trade Commission (FTC) collectaplaints from consumers about a range of
fraudulent and deceptive practices in the markeglancluding misleading advertising and fraudulent
business practices. Although the FTC does not lansdiction over common carriers, it can use its
authority to prevent unfair and deceptive comménaiactices to stop certain harmful business prasti
by telecommunications carriers, such as misleaaldwgrtising.

193. Regulators should consider establishmentspiegific body with authority to resolve complaints
from individual and small business retail custonwrany telecommunications service provider.

Uninvolved consumers

194. The circumstances of ‘uninvolved’ consumersowado not express dissatisfaction with their
situation but who nevertheless may be disadvantagsefms of their ability to participate in the rkat
warrant special attention. Ofcom’s research founad in the UK, such ‘uninvolved’ consumers may shar
a range of common characteristics that could yistifgeted action:
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* They tend to be older — people in the age groupedfis and older make up a large share of this
group.

» They tend to be on lower incomes.

» They are less likely to have Internet access atehernn the age group of 65+, only 27% have
home Internet access.

 They tend to have a lower than average understgrafimew technology terms, a lower than
average awareness of alternative suppliers andfm lacking in the knowledge of their rights.

195. For instance, Ofcom’s research indicates wiale those without Internet access — frequently
older and low income consumers — are less likelga& for information at all, providing price infioration
solely via websites could risk excluding relativédyge and disadvantaged groups of consumers. There
need for further research to assess:

» Consumers’ use of information sources and how gosssiuse these when making choices.

e Consumer opinion on current information obtainedodigh e.g. supplier websites, Internet
generally, specialist publications.

» The importance of savings in switching supplier,atvtrade-offs are made when considering
whether to switch, and the key drivers in consudesisions to search or switch.

» The extent to which misperception, low awarenesscbievable savings or ease of the switching
process impacts on consumer switching decisions.

196. There is particular need to assess the needsnwtivations of consumers -- especially
uninvolved and vulnerable consumers -- in more id&taascertain what, if anything, would encourage
more participation in telecommunications marketisisTwould assist consideration of whether and if so
what regulatory (and other) intervention is wareait
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10

NOTES

For instance, section 3(1) of the UK CommunigaicAct 2003, stipulates that it is Ofcom (the UK
regulator)’s principal duty, in carrying out itsnfttions is to further the interests of citizengétation to
communications matters and relevant markets, wéigpeopriate by promoting competition.

Louise Sylvan (ACCC), Submission to 72nd sessibiihe OECD Committee on Consumer Policy, 26-27
October.

Insights from behavioural economics, includingnydaifferent types of consumer biases, are explimed
detail in the proceedings of the October 2005 Raalbid on Economics for Consumer Policy (OECD,
2006).

France Telecom, Annual Report Pursuant To Sedi®ar 15(d) of The Securities Exchange Act of 1934
May 2006

Reported in th&ingapore Business Time&® January 2007, p. 30.
Such as www.simplyswitch.com andvww.magsys.co.uk/telecom/residx.htmin the UK or

www.francemobiles.com/sonnerie/francemobile.htiml  France, www.abtolls.com in the US and
www.phonechoice.com.au in Australia.

Directive 2002/22/EC of the European Parliament af the Council of 7 March 2002 on universal 8sv
and users' rights relating to electronic commurocat networks and services (Universal Service Divel
[Official Journal L 108 of 24 April 2002].

Generally, these indicators fall into four cateégs:

* Network-oriented indicators, which include calllfae, availability of connection, call set up delay
speech transmission quality, congestion, call sigadelay, call jitter, and availability of payphem

« Billing indicators, particularly with the percenta@f complaints due to billing errors and billing
accuracy.

e Service and maintenance indicators, such as thglystime for first connection, the percentage of
orders completed on time, the repair time, theorafimissed appointments for installation or repair
and fault rate per access line.

* Commercial indicators, relating measures such asrésponse time for operator services and for
directory services.

CRTC, Retail quality of service rate adjustmeanpand related issues, Telecom Decision CRTC 2005-
Ottawa, 24 March 2005

Reported in: Ofcom, “Consumer Engagement withitBigCommunications Services”, July 2006 and
Ofcom, Ofcom’s Consumer Policy — Annexes 5 andrébruary 2006.
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Rural and Regional Services and Development Cdteeni{of the Australian Parliament) “Inquiry into
Regional Telecommunications Infrastructure for Bess”, July 2006.

NERA (2003), paragraph 1.3, pagel, at http://waftagov.uk/shared_oft/reports/comp_policy/oft655.pd

The UK telecommunications regulator, Oftel (Ofé¢smredecessor), considered whether to take action
against SIM locking. It found that SIM-locking s$tilepresents a barrier to switching at least fanso
consumers; but thought that it is inappropriatage more formal regulatory powers to reduce SIMkilog
concluding that the importance to consumers is peshoted by improved customer awareness. If rgisin
awareness does not improve matters sufficientlyelO#ill reconsider whether a more prescriptive
approach is needed.

In Japan, there are actually many free mobilenphaavailable since various mobile phones are pealvi
from very cheap ones to sophisticated ones thratifftservice competition among mobile carriers.

Accordingly, an e-mail address includes the “dommame” of each mobile operator using the Intemet
mail standard. As a result, when a user switchescarrier's domain name included in the user’senire-

mail address has to be changed to that of the petvact carrier. On the other hand, when a useckes,

the user is able to use the service to send a rmaileaddress to all of the e-mail addresses inuter’s
address book even if he/she makes an MNP contriictany carrier. Furthermore, web-based e-mail on
the internet can be used on mobile phones. Wheseaawitches, the web-based e-mail address does not
change.

Subscribers are also able to approach theiriegisperators by telephone.

For additional info see: WNP in Canada websitew.wirelessnumberportability.ca/english/fag.html#1

The MAC process is a process that enables consumewitch easily between broadband providerh wit
minimal disruption to their service. A MAC is a goe code that the consumer obtains from his egistin
provider and gives to his new provider to arrammetifie migration of the same underlying service¢h®
new provider. The MAC process was developed byitkestry and was initially set out in a voluntary
code of practice -- the Broadband Service Providigration Code of Practice -- followed by the matpr
of broadband ISPs.

The market may also respond through less formedhanisms (i.e. the growth or establishment of an
intermediary market).

Although self-regulation could be used in thistamce, and competitive markets may facilitate such
outcomes, in most countries this has not occu@ee example of a regulator’s requirement that
telecommunications operators clearly spell outcihatract terms and conditions is Anacom’s
determination on “Guidelines for minimum contenb®included in electronic communication contracts”
of 1 September 200%itp://www.anacom.pt/template31.jsp?categoryld=2857

CRTC, Telecom Decision CRTC 2006-52, Ottawa, 2gust 2006, p.8

Source Public Utilities Commission of the State of Caltifia, Decision Issuing Revised General Order
168 - Market Rules To Empower Telecommunicatioms@uers and To Prevent Frgueebruary 2006.

For additional info, see:
www.ic.gc.ca/cmb/welcomeic.nsf/261ce500dfcd725988820068dc6d/85256a5d006b9720852572b400524ba5!0Ope
nDocument
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