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Content

• Ofcom is currently conducting a Market Review of Wholesale Mobile 
Call Termination rates (first consultation published in May 2009, 
further consultation likely to be published in March 2010 with a final 
statement before the end of the year)

• Brief history of Mobile Call Termination regulation

• Key economic issues affecting the decision



Brief History
• General acceptance that operators have market power in terminating calls on their own 

network

• Historically high unregulated wholesale termination rates set by both large and small 
mobile operators.   Regulation needed because of asymmetries among mobile operators 
and asymmetry between regulated fixed termination rates (“FTR”) and (at the time 
unregulated) mobile termination rates (“MTR”).

• History of hotly contested cost-based regulation of mobile termination rates in the UK 
and in other EU countries usually based on the same LRIC+ methodology adopted to 
regulate fixed termination rates.

• Growing concerns by policy makers over the years because of transfer of money from 
fixed to mobile operators, possible competitive disadvantage for smaller MNOs and 
possible inefficiencies at the retail level from high (linear) wholesale MTRs.

• Number of recent initiatives – support for B&K, Commission Recommendation for pure 
LRIC, recent ERG Common Position Paper for B&K in the medium term and commercial 
interest in capacity-based pricing (CBC)
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Key economic issues

• Wholesale mobile termination is part of two-way access – each MNO also originates 
calls terminating to other MNOs and to fixed operators

• De-regulation does not seem a valid option as there are significant asymmetries: (a) 
fixed termination rates are usually independently regulated at cost and (b) MNOs are of 
different size and have different subscribers and traffic imbalances.   Historic evidence 
shows that MNOs can charge high MTRs if unregulated.

• Three options for regulation have received a lot of attention: (a) Bill-and-Keep (i.e., no 
charge to third party networks for terminating incoming calls), (b) pure LRIC (i.e., 
charges set only to recover the avoidable costs of carrying third-party traffic) and (c) 
LRIC+ (i.e., LRIC including also an allocation of common costs).

3



Pros and Cons of the 3 options
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LRIC+ Pure LRIC B&K

Possible advantages •“Status quo” – well 
established 
methodology
•Consistent with 
regulation of other 
bottlenecks facilities 
(including fixed 
termination)

•Appropriate if we 
accept there is 
something “special” 
about termination
•Forces recovery of 
common cost through 
retail competition on the 
origination side.

•Avoids the need for 
detailed cost modelling 
regulation.
•Forces recovery of 
common cost through 
retail competition on the 
origination side.
•Helps convergence 
towards NGN-IP 
networks.

Possible disadvantages •ppm charges at the 
wholesale level create a 
floor for retail call prices
•Competitive distortions 
because of on-net/off- 
net retail price 
differences?
•Implementation issues

•Consistency with 
regulation of other 
bottlenecks?
•Adequate cost 
recovery?
•Same implementation 
issues as LRIC+ 
(possibly more because 
of novelty of the 
approach). 

•Consistency with 
regulation of other 
bottlenecks?
•Adequate cost 
recovery (incentives for 
future investment)?
•SPAM?
•Risk of arbitrage



Additional thoughts on the choice between LRIC+ and 
pure LRIC
• Commission Recommendation effectively treats (fixed and mobile) termination as 

something “special” so that no common costs can be loaded onto it.  

• It assumes that because of the waterbed effect the lower mobile termination charges will 
generate higher charges on the origination side at the retail level and that the reduced 
net payments from the fixed operators will have no material negative effect on 
investment (because of competition in the retail market).

• It is a departure from the traditional approach to one-way access regulation where prices 
are set equal to LRIC+ to mimic what would happen in a competitive market.

• This is on the basis that this “special” treatment would generate lower retail call prices 
(as it effectively lowers the price floor), possibly change the structure of retail packages 
(“all you can eat” packages), reduce alleged competitive distortions between fixed and 
mobile operators and reduce any concerns of discrimination against smaller MNOs.
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Are these valid arguments?
• The empirical evidence seems to suggest that low MTRs are not a problem in countries with very low 

termination rates and RPP at the retail level (e.g., USA, HK, Singapore) and in CPNP countries with 
very low termination rates (e.g., Korea).   

• The empirical evidence suggests a large (but not complete) waterbed effect over the last few years as 
MTRs have decreased (see Genakos -Valletti)

• Fears of significant cost under-recovery and material underinvestment might be exaggerated (as 
voice MTRs represent only approx. 15% of gross revenues and net payments only a fraction of this)

• Main concern remains the inconsistency between this approach and the approach taken to regulating 
a number of one-way access bottlenecks (LRIC+).     Is it possible to treat termination as “special” 
and use LRIC+ in the future for the other bottlenecks?  Where would the common costs go in fixed if 
fixed termination is set at pure LRIC (retail fixed origination? Wholesale call origination?  LLU?)

• Is pure LRIC (covering at least the avoidable costs of incoming third party calls) significantly better 
than B&K (provision of mobile termination to third parties below cost) in terms of cost recovery?

• Should an empirical assessment of (uninternalised) call externalities play a role in the analysis?
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Robust empirical evidence

• The US have higher usage, a different structure of call prices and lower mobile 
ownership

• Distributional effect in moving to significantly lower MTRs – likely effect is a different 
structure of call prices, higher usage, lower handset subsidies and less focus on those 
(mostly) pre-pay customers who tend to receive rather than make calls

• Distributional effect is difficult to predict as it depends on the competitive reaction of the 
different MNOs at the retail level.
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Cost-based regulation of MTRs

• Some regulators routinely build detailed cost models for efficient mobile networks trying 
to estimate what would happen to traffic, network deployment and technologies adopted  
over a 4-5 year period (some regulators go for shorter periods).

• This is a dynamic industry where key model parameters can change very quickly (e.g., 
introduction of new smartphones can cause data demand to increase significantly, new 
technologies and/or availability of new spectrum can suddenly increase network capacity 
etc).

• Against this uncertain background there is the potential for a significant degree of 
disagreement in estimating the future unit costs of wholesale termination for an efficient 
operator.    When litigation is added to this it is clear that the approach to setting 
wholesale MTRs currently adopted by European NRAs is far from ideal.    Nonetheless 
all the alternatives to cost-based regulation seem to suffer from possible drawbacks. 
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Implementation Issues

• Spectrum valuation is difficult – uncertainty linked to future spectrum release, timing of 
spectrum liberalisation and technological development affects the value of existing 
spectrum holdings

• Technology employed by an efficient operator – existing 2G and 3G networks, adoption 
and roll out of new technologies during the review period (HSPA and LTE)

• Traffic forecasts depend heavily on the assumptions on mobile broadband penetration 
(and usage) and smartphones penetration (and data usage on smartphones)

• Implementation of pure LRIC needs to compare the cost of the networks we observe 
with the cost of the hypothetical network that an efficient operator would build to 
originate traffic and terminate its own on-net traffic only (i.e., we need to measure the 
avoidable costs of not terminating third-party traffic on the network).  This is in practice a 
complex exercise.  
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