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The Hon. Reed E. Hundt, Chairman
The Hon. James Quello, Commissioner
The Hon. Andrew Barrett, Commission
Federal Communications Commission
1919 M Street, N.W., Eighth Floor
Washington, D.C. 20054

Dear Chairman Hundt , Commissioner Quello
and Commissioner Barrett:

Attached is an advance copy of an article expected to be published in next
month’s PCIA Journal and in other publications that we thought would interest you.

We asked Mercer Management Consulting to apply its significant base of
independent research on the PCS marketplace to the important competitive issues
confronting the Commission and the PCS industry. Although we do not agree with all
the conclusions of the article, we do believe it makes several important points:

1. “The sustainability of price competition depends largely on the relative
strength of the industry and its players. Competitive strength ultimately is measured in
terms of a firm’s long-term cost structure. Wireless costs are driven primarily by
local/regional scale, which translates into minutes of use and customers. If new entrants
are unable to build a sufficient relative market share, they are unlikely to survive long
enough to challenge the market leaders on price and service” (pp. 5-6).

2. Even if the FCC auction is conducted by the end of 1994, the time needed
for construction means that PCS licensees will emerge in the marketplace almost 15 years
behind cellular incumbents, which have a significant head-start in customer base and
marketing efforts.

3. Cellular will provide PCS-competitive services on its existing spectrum
and is doing so today (see especially “Heading Off Competition: A ‘How To’ List for the
Cellular Industry,” p. 4). There are numerous recent examples of cellular taking
preemptive strikes against PCS, including GTE’s “TeleGo” service; Bell Atlantic’s
digitalization and implementation of microcells in Metro, airports and elsewhere; and
Southwestern Bell’s “FreedomLink” service. In Southwestern Bell’s view, in fact, “PCS
is simply more cellular. As our network continues to expand, we will be capable of
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providing this level of service.” Cellular One, On the Move (Customer Mailing, April
1994).

4, Mercer finds that “only a few entrants are likely to survive in the long
term” because of cost constraints on new entrants (pp. 6-7).

These points clearly support APC’s position that for PCS to be an effective
competitor for cellular and even telephony, it needs enough spectrum and viable,
serviceable license areas from the start. Please do not hesitate to have your staff contact
us with any questions concerning this article.

Respectfully submitted,

LY Jond—

E.Y. Snowden
President
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The Making of Wireless Competition

A Delicate Balance Where Less Means More For Consumers

W?u'le there has been a great deal of debate about the legal and economic issues pertinent to wireless
competition, relatively little discussion has centered on how the players will actually compete.

What follows is our perspective on how the competitive dynamic in the wireless marketplace is likely to
develop. Implications are drawn about how the right balance of competition can help achieve the public
policy goal of maximizing consumer benefits.

P. Witiiam Bane, Dekkers L. Davidson, and Ronaid E. Grant

Mercer Management Consulting
Competition. While it’s often winners. The benefits of strong prices, but unfortunately it takes a
thought of only in terms of win- competition for the competitors while to overcome the negative
ning and losing, in reality it’s are increasing size and value of experiences of the early days of
about much more than that. In the prize. The benefits to the excess competition.
the evolving field of wireless consumer are better service and In most markets, excess
communications, it’s about pro- lower prices. competition is a meaningless
ducing the most tangible benefits However, we can also find term. Not in wireless communica-
for consumers. While there less praiseworthy examples. tions. In this case, the future
appears to be a large market for Consider Atari and the original competitive structure of the
wireless communications service, | electronic game market. This industry is now being determined
competition will be a rough-and- industry in its first incarnation by the Federal Communications
tumble affair that will challenge was set back three to six years Commission (FCC) as it considers
even the most viable new entrants | when weak competitors began how to manage entry by new
and few are likely to survive. Yet, | selling cheap, low-quality prod- players offering Personal Commu-
strong competitors will be ey t0 | e ———
bringing lasting benefits to con-

sumers. How competition is

structured at the outset will have

a big effect on consumers and
itors alike. Consider some

“To achieve its goal of bringing the benefits of competition to
the wireless communications market, the FCC must make it

possible for bidders to offer a variety of services of reliable
quality and to offer these services at prices that will attract

parallels from the past. the average consumer . ..”
Ten years after the advent of
equal access competition in the ucts. The situation worsened nications Services (PCS). The
long-distance arena, consumers when suppliers started going outcome of these deliberations
have clearly benefited through bankrupt. Consumers who had will affect all wireless consumers
frequent service enhancements initially been attracted to this and competitors for years to
and price reductions. And so form of electronic entertainment come. The FCC must determine
have AT&T, MC], and Sprint. The | turned sour when they were how much competition is enough
new entrants pushed AT&T to be abandoned. This was clearly a and how much is too much.
a more effective competitor, and case of too many competitors This will require a delicate
AT&T has also challenged the undermining consumer welfare. balancing of objectives: Having a
newcomers to upgrade their A similar story played itself large number of competitors is
consumer offerings. Together, ~ out initially with cordless phones; | most likely to foster service
these competitors helped to today, strong, vibrant competitors | diversity, at least in the short
reshape and grow the market for have finally emerged to supply term, while entry by fewer but
long-distance telephone service; consumers with reasonable- stronger competitors is most
as a result, there have been many quality products at reasonable likely to ensure lower prices in the
long term. Does the proper
Mr. Bane is a Vice President and Mr. Davideon a Principel in the Communications and Computing - balance exist to achieve both
Group; Mr. Grant is an Associate at Meroer Management Consulting which is headquartered In New service diversity and lower
York. The analylic support for this article was drawn from sei-funded resserch on the wirsless .
communicaions masketpiace preesnted by Meroer Management Coneuling at ts conderence PGS | | Prices? Hlow soon does the FCC
Revealed: Winners and Wishers in Wireless Communications on February 9 and April 6, 1994. need to act in order to ensure that
| this balance can be sustained?
"_ .
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To achieve its goal of bringing
the benefits of competition to the
wireless communications market,

will attract the average consumer
while main long-term
profitability. But the overarching

longer it takes to introduce viable
new entrants to this market, the
more likely it is that the well-

the FCC must make it possible for | issue is timing: If a planisnotput | established cellular carriers will
bidders to offer a variety of in motion quickly, many of the be prepared to fend off competi-
services of reliable quality and to potential benefits of competition tion.

offer these services at prices that could elude consumers. The

A View of Market Demand:

The market for wireless communications service will be enormous,

but only if prices come down so the service is affordable for the average consumer.

During the past several years,
numerous studies of the wireless
communications marketplace
have projected significant in-
creases in consumer demand for
PCS, ESMR, and cellular service
(hereafter referred to collectively
as “wireless service”). In keeping
with these projections, subscriber
levels rose a reported 46 percent
in 1993, bringing the level of
subscriber penetration from about
5 percent to almost 7 percent of
the U.S. population.

According to Mercer Manage-
ment Consulting’s recent in-depth
analysis of the wireless service
market, this wireless penetration
rate could increase another five-
fold if prices are reduced enough
to draw in the mass market
consumer. Approximately 36
~ percent of the population — more
than one in three people - would
choose to subscribe to a wireless
service if prices could come close
to price levels for wireline ser-
vices. This would translate into
approximately 85 million sub-
scribers

So how do we get to this
wireless future? Mercer discov-
.

“...more than one in three
people . . . would choose to
subscribe to a
wireless service . . . if prices
are reduced enough.”

— Projected Market Demand
pepulsion subscibing
10 & wirsless service 1in3
subscribe
30% =
20% ., 1in7
subsoribe
10% 1in14
subscribe
0% -
ered that the normal market $96.83 to $61.48 in nominal dollars,
diffusion process will cause a a reduction of 58 percent (or
significant number of new, up- roughly 16 percent annually) in
scale consumers to subecribe to real terms. At the same time,
cellular service despite its high however, according to CTIA data,
cost, thereby doubling cellular’s usage declined from 177 minutes
market penetration to about 15 per month to 85 minutes per
percent by as early as 1997. But month, a reduction of 52 percent.
without price competition, con- Most of this usage reduction can
sumer acceptance will stall at that | be attributed to the changing mix
level. of subscribers; many new sub-
Some in the cellular industry | scribers use their cellular service
maintain that prices are already far less than the early adopters.
coming down, but a closer look at | But real prices have declined only
the numbers tells a more complex | gradually (about 2.2 percent
story. Although subscribers’ annually) during this five-year
monthly bills have in fact been period, and prices for occasional
shrinking, this is due not to lower | users have actually increased in
prices but to a reduction in the nine of the top ten markets.
average subscriber’s usage. Without more.vigorous
Between 1988 and 1993, the competition, consumers may wait
average cellular bill declined from | more than 10 years for a wireless
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No Significant
Cellular Price
Reductions

While the average monthly bill is iower,
$0 is usage . . . and real prices have only
been reduced siowly.

L 101 08 e a0
Prices stated in real terms or 18008 dobus

service priced with significant
mass market appeal. The cellular
companies have not significantly
reduced their prices thus far in
large part because it was not
necessary to retain and grow their
historically targeted customer
segment. Not especially price
sengitive, these customers include
relatively few who actually pay
for wireless service themselves;
since most of their usage is for
business-related purposes, most
of their bills are paid by their
employers. From the stand-
point of the industry, these
are the best kinds of
customers: more likely
to subscribe, more
likely to use their
cellular phones, and
guaranteed to pro-
duce the highest
margins, or profits,
for cellular carriers.
For these customers,
the value derived from
the service (e.g., ability to
be productive during com-
muting time) drives their
decision to subscribe much
To expand beyond this core

group of business users, the telephone with them at all times.
wireless industry will need to Because these customers will be
change, and change significantly. subscribing to a wireless service
Instead of concentrating its mar- for personal use, they will pay for
keting and service efforts on the service themselves, and
growing the existing segment of therefore are expected to be far
today’s users, which will soon be more price sensitive than the early
near saturation, the industry must | adopters. This segment is also
shift its focus to defining the likely to be interested in a variety
market segments of tomorrow of different high-quality wireless
and offering customers in those service offerings priced below
segments the services they willbe | standard cellular service packages
willing and able to buy. today. They will probably favor
more predictable pricing schemes
T WENS—— | tructured on a flat-rate basis, in
“. .. the industry must shift its | contrast with the prevailing
focus to defining the market usa, structures in place
segments of tomorrow . ..” today. First and foremost, how-
' ever, lower prices will be the
draw.
The next most promising
segment of wireless customers — = T
ers” — will subscribe to a wireless competition, consumers
service primarily, if not exclu- may wait more than 10 years
sively, for personal use. To these for a wireless . iced
customers, a wireless telephone cr e . price
will be attractive for its conve- with significant mass
nience and social entertainment market appeal.
value, and to some for the added
security provided by having a * e
Who Are The Customers?
Elﬂyhdopbn
. the best customers;
manyalrudyuoe
cellular service
Foliowers
. . . the next best customers;
will be the core customer base
for new entrants
Late Adopters
. . the last group to

Percentage of population

become customers
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A View of the Competitive Dynamic:
Competitive rivalry could evolve toward intense price competition — but how soon and to what
extent depends on the economic viability of the new entrants.

While the market opportunity is
large, early competition is ex-
pected to be rough - especially for
the new entrants. Even if the
FCC'’s auctions are completed by

year-end 1994, it will take another
18 to 24 months for new entrants
to build their networks — meaning
they will enter the market nearly
15 years after the first cellular

entrant began operations. This
time lag gives the cellular carriers
an excellent opportunity to pre-
pare for their new rivals.

features.

¢ Tie Up Suppliers. Engage
speedily as possible.

* Lock Up Distribution. Establish strong relationships with existing
other third parties that serve the industry as distribution channels (critical to finding and acquiring
customers), forcing new wireless carriers to find alternative sales outlets.

equipment suppliers to build out digital cellular networks, making
suppliers unavailable when the PCS carriers need experienced help to build their new networks as

Heading Off the Competition: A “How To” List for the Cellular Industry

Cellular and ESMR carriers can and should take several steps in anticipation of the threat to their
franchise (and profitability). These include:

o Sell. Sell. Sell. Search for and sign up the best customers. New customers are currently subscrib-
ing to cellular services at a rate of 14,000 per day, and many of these fit the “early adopter” profile:
high-volume users with an immediate need for service who are not very price sensitive. These
customers provide 30 percent more revenue per subscriber than the “followers,” and many may
also sign long-term contracts (which will prevent them from switching to a new entrant) in ex-
change for lower-priced service. In addition to locking up individual customers, cellular carriers
can target large corporations for long-term exclusive contracts.

¢ Build Brand Name Recognition. Build and reinforce brand name recognition. This will minimize
the need to reduce prices when competition arrives.

* Enhance Services. Announce digital network upgrades and PCS-like services. The cellular carriers
are currently rebuilding their networks and moving toward a lower-cost, more efficient digital
system. New, innovative services, central to the promise of PCS carriers (e.g., pocket-sized phones,
digital voice and data services), will weaken PCS providers’ presumed advantages in terms of

retailers, resellers, agents, and

The Early Days of
Competition:

Innovation and Service
Enhancements Likely
What will the PCS players do to
survive in this tough market?
Having possibly invested a
significant portion of their inves-
tors’ capital at the PCS auction
and another huge sum to build
their networks, the new wireless
entrants will need to capture
customers and generate revenues

cellular carriers, which had
flexibility and built network
capacity as they grew, the new
wireless players will need to hit
the ground running. This means
that before they have recruited a
smglecustomerﬂwymmtpocsess
and infrastructure

toofferserwcesequaltotlmseof
the incumbent carriers.

So where are the new en-
trants most likely to find their first

customers? They have three
choices:

(1) They can solicit or entice
existing customers from the
incumbents by offering a
comparable cellular-like
service with a lower price or
better features.

(2) They can find new customers
not yet served by the cellular
or ESMR providers.

(3) They can do a little of each.

Page 4
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“Competition focused around price alone will be a very
dangerous game for the new entrants to play, given their

relatively high costs in their early days.”

To take upscale customers
away from cellular carriers, the
new entrants will need to offer
higher-value service (i.e., better
service and/or lower prices). If
they can deliver, this strategy
could work well - but only if the
incumbents and the other new
entrants don’t match their offer.
However, the cellular carriers are
likely to respond by matching
price reductions, offering further
service enhancements to retain
their best customers (e.g., a better
handset in exchange for an addi-
tional 15-month service contract
that locks them in), or both. Very
quickly, the new entrants are
likely to find themselves in an
extremely expensive fight for the
high-usage segment.

Competition focused around
price alone will be a very danger-
ous game for the new entrants to
play, given their relatively high
costs in their early days. An
analysis of probable costs for
wireless competitors in the New
York MTA (the largest and possi-
bly the best wireless market in the
United States) indicates that the
leading new entrant will have
unit costs that are at least 50
percent greater than the cellular
carriers in the first three years -
and that is only if customer
demand is explosive (e.g., on a
track to a 30 percent tion
level in 10 years). If the market
grows more slowly within this
first three-year period (e.g., a 15
percent market penetration
trajectory by 10 years), the new
entrant faces costs that will be 800
percent greater than the cellular
carrier. That’s a daunting chal-
lenge and probably enough to
ward off much price competition
initially - if not the bid itself.

There may be a better alterna-
tive, however. Given the enor-
mous mass market demand for
wireless telephony, the new
entrants might instead focus their
sales and marketing efforts on
pursuing currently untapped
segments of the market. While
mass market customers (i.e., the
“followers”) will not be as lucra-
tive initiaily as those being served
by cellular carriers, they could
represent the thin wedge of entry
for new players. They may be
more open to types of wireless
service that are different from
T

“Should there be too many
new entrants in the wireless
market, competitive failures

may abound.”

For example, some entrants
might seek to differentiate their
service by offering unique or
smaller handsets. Some may
strive to limit the number of
disconnected calls, while others
may try to provide better voice
quality, and so on. Another
potential route could involve
offering a wireless service with a
limited “footprint” for originating
calls (e.g., within a single commu-
nity or the environs of a college
campus). The success of such a
service might depend on deep
price discounts, but new entrants
would have a good chance of

ing demand for this type of
service because it doesn’t directly
challenge the premium-priced,
wide-area service supplied by the
incumbents. Such a consumer
offering could be compared to the
Japanese strategy for entry into
the U.S. automotive market. By
starting with subcompacts — for

which there hadn’t been much
previous demand - the Japanese
were able to gain a foothold in the
American market without initially
going head-to-head with GM,
Ford, and Chrysler.

In theory, diversity of supply
and variety of choice will all be
good for consumers, although
paradoxically too many choices
can create confusion and lead
consumers to choose “known
quantities” — the most recognized
brand names. This phenomenon
played itself out during the mid-
1980s in response to competitive
offerings from nearly 400 long-
distance resellers and iders
following the break-up of the
AT&T monopoly. Dizzied by the
flurry of alternatives, the majority
of consumers opted for the most
familiar carriers: AT&T, MCI, and
Sprint. Over time, consumers
may become better educated
about their choices, of course, but
this will require providers to
mvest time and money (in adver-

entrants in the wireless market,
competitive failures may abound.
Competition Matures:
Price Wars and Industry
Consolidation

If the new entrants are able to
capture a meaningful portion of
the wireless market early, the
industry will then evolve to
significant price competition.
This should lead to a subsequent
round of consolidation among
wireless players.

The sustainability of price
competition depends largely on
the relative strength of the indus-
try and its players. Competitive
strength ultimately is measured in
terms of a firm’s long-term cost
structure. Wireless costs are

Mercer Management Consuiting
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driven primarily by local/re-
gional scale, which translates into
minutes of use and customers. If
new entrants are unable to build a
sufficient relative market share,
they are unlikely to survive long
enough to challenge the market
leaders on price and service.
While one or more of the lagging
new entrants (e.g., one that did
not capture a critical mass of
consumers earlier) will probably
attempt to drop prices in an
eleventh-hour bid to gain incre-
mental market share, attrition will
be high and the duration of such a
price war will be limited.

People’s Express, for ex-
ampk at first gained market

the incum-

bent trnnk carriers in the domestic
airline industry because it offered
lower prices to East Coast travel-
ers in markets where its costs
were low. The established carriers

A Supply-Side View:

were able to respond to this new
entrant only to a limited extent in
the early stages. Unfortunately
for consumers, the established
airlines then adjusted their routes,
, and prices and were
able to rob People’s Express of its
all-important high utilization
levels. (People’s aided in its own
demise by overextending beyond
its core business.) This is an
outcome the FCC must strive to
avoid.
the wireless industry will have a
more difficult time adjusting to
competitive failures. When an
airline fails, its assets may be
gobbled up quickly by another
airline if demand is strong. Air-
craft can be repainted, airport
gates reassigned, and personnel
redep!oyedm&\rdahvelylittle
difficulty. Integrating a failed
wireless company’s assets into an

existing network would be a

much more complicated task; it
could take from 12 to 18 months
or more, assuming the technolo-
gies (e.g., CDMA, TDMA, GSM)

. =
“...customers stranded with
useless handsets are likely to
be very unhappy consumers,
victims of this destructive,
competitive free-for-all.”

were similar. If not, the failed
enterprise’s only useful asset may
be its list of stranded customers.
And customers stranded with
useless handsets are likely to be
very unhappy consumers, victims
of this destructive, competitive
free-for-all.

Adaﬂbtsuwwnuindahvernaﬂh#shaneunHchdennuweamnpahhvevudnhﬁwznuionh/afhw
entrants are likely to survive in the long term.

Competitive Pesitioning in the New York MTA
(Supply Curves in 10 Years)

The best hope for the new entrant
will be to attack large, untapped
parts of the market. The more
quickly new entrants can capture
subscribers, the faster they will be
able to achieve economies of scale
and bring costs down. Although
they will not be able to equal the
in-place leaders’ operating costs
right off the bat, they may be able
to survive long enough to get a
more secure footing in the market.
In order to explore how many
wireless players will be viable in a
given market, Mercer examined
the supply-side economics of
wireless service in the New York
MTA, the most populous MTA in
the country. Given the size of this
market, it could help establish the
upper limits of wireless competi-
tion — the maximum number of
competitors a single market could
sustain. Using a 10-year projec-

Demand” scenario, which as-
sumed 15 percent market penetra-

Ten v 20 “Low Demand”
and pcs Scenario
18 PCS
ESMR
10
5 Q
Ceollular
% 10 20 30 40 50
Minutes of capacity (billons) per year
tion, two contrasting market tion in year 10 with an average
scenarios were tested: a “Low subscriber usage of 150 minutes

per month, and a “High Demand”
scenario, which assumed 30
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percent penetration in year 10
with an average subscriber usage
- of 250 minutes per month. All
" key cost components were fac-
tored in.

Supply curves for the “Low
Demand” scenario and “High
Demand” scenario are shown on
the previous page. The numbers
above the horizontal lines indicate
each competitor’s ranking as
measured by relative market
share. The horizontal segments -
the “runners” on each step — show

competition develops, the better
for consumers and competitors
alike.
In addition to the current
plan, the FCC has been debating
several alternative proposals for
promoting competition.
¢ Seven allocations with two 30
MHz2 licenses, a 20 MHz, and
four 10 MHz (the current plan)
* Six allocations of 20 MHz each
¢ Six allocations with three 30
MHz licenses and three 10 MHz
licenses
All these models give the
existing cellular carriers the
opportunity to bid for spectrum
so they could supplement their
network capacity; for example,
the seven-license scheme makes
cellular eligible to bid for several
of the 10 MHz licenses. While
these 10 MHz licenses may possi-
bly have some value to the cellu-

clude only those with arguably
viable cost structures.

Since there are already three
established players in the New
York MTA, as in most markets,
any new wireless entrant starts in
fourth place. As a result, the new
entrant also starts out with a
smaller market share, lower
volume use of its network, and
higher costs than the three estab-
lished players - its primary
make it difficult for the new

ginal cost levels, the new entrant
will find keeping up to be very
tough sledding.

This argues for limiting the
number of new entrants into each
market if strong competition is
desirable. In the New York MTA
“Low Demand” scenario, Com-
petitor 5 will struggle with operat-
ing costs that are likely to be twice
those of the market leader. In the
“High Demand” scenario, Com-
petitor 6 (likely the third new
entrant) must support operating
costs 50 percent higher than those
of the market leader. We cannot
find examples of industries where
competitors have survived with
operating costs 50 percent higher
than the market leader.

the volume captured by each entrant to successfully employ the
competitor, and the vertical tactic most likely to help it gain
segments — the “risers” — show market share - lowering prices. If
each competitor’s operating costs. | the three market leaders decide to
While costs for 10 competitors meet the new entrant’s challenge
were modeled in each scenario, by reducing prices to their mar-
the supply curves depicted in-
O

The Road to the PCS Auction:

What's the Best Competitive Balance?

The challenge for the FCC is to lar carriers, they seem unlikely to
structure viable long-term compe- | hold appreciable value for any
tition in the wireless industry to other ive bidder. Conse-
maximize consumer welfare in the | quently, the FCC may not have
short term. The sooner healthy many interested bidders for these

smaller slots under its current
plan.

Diversity: The plan that provides
the greatest opportunities for
different types of providers (e.g.,
set-aside licenses, curbing cellular
eligibility in-region) could help
be best for consumers and com-

— e
“The sooner healthy competition develops, the better for
consumers and competitors alike.”

What criteria should be used
to evaluate these three models for
wireless competition? We believe
there are three considerations that
should drive the decision making
about the competitive structure in
the wireless arena:

Timing: The plan that delivers
competition sooner will be best
for consumers and competitors
alike.

Viability: The plan that provides
the greatest
entrants to become viable — and
ultimately to provide lower prices
- will be best for consumers and
competitors alike.

ity for new

The 6 x 20 MHz plan, on the
face of it, appears to provide the
potential for the widest diversity
of services and the greatest num-
ber of new competitors. Given
the cost economics for new en-
trants, however, the likelihood is
slim that so many entrants could
be viable for long. Few - if any -
will be able to attain critical mass
quickly. Many will probably fail,
and the losers will become candi-
dates for acquisition. Why not let
the market work this out? Be-
cause, by definition, competition
will then have failed, with all the
consequent implications. As a

Mercer Management Consulting
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result, this plan fails on the
viability count.
~ On the other hand, while the
alternate six-license plan (three 30
MHz and three 10 MHz) could
produce at least three viable
competitors, regulatory timing
factors may impede prospective
entrants’ ability to compete.
Although such a proposal was
previously considered and there-
fore may preclude the need for

well-understood by all the pro-
spective players, and it has been

the basis for business planning for

both equipment manufacturers
and potential service providers for
along time. And it at least holds
open the door for diversity - if no
one bids, the FCC can’t be blamed
for not trying. But is it also the
best plan in terms of viability -
will it produce the maximum
number of competitors that can

EEEE— e
“...the FCC can create a better competitive balance

out of the existing seven-license plan by making subtle — but
significant — changes.”

further regulatory study by the
FCC, there is the possibility of
delay. Prospective bidders may
claim that they need time to
reconsider their bidding and
competitive strategies in light of
such a change. Any delay of this
length will be costly for consum-
ers and will come at the expense
of the new players. As the dust
settles, the cellular carriers and
ESMR providers will continue to
build their competitive lead in the
marketplace: They have no
uncertainty about where and how
to pursue customers and build
networks. The new entrants will
then start even farther back in the
pack and at a greater cost disad-
vantage.

The FCC'’s plan to auction
seven licenses, which is the plan
currently on the table, clearly
comes out on top when consider-
ing timing. By this point, it is

survive? In all likelihood, only
two new competitors would make
the cut under this plan.
However, the FCC can create
a better competitive balance out of
the existing seven-license plan by
making subtle - but significant -
changes. To help increase the
value of all the new auction slots
and to increase their competitive
viability, the Commission could
boost the power limits for new
players, allowing them to serve
suburban and rural customers
more economically and to lower
their cost structures. If the FCC
ahoreduoesthepopuhﬁm—based
build-out
BTAs, tl\eZOMHzdeOMI-Iz
licenses become more
attractive for developing niche-

type offerings such as campus
wireless services and in-building
services. The FCC’s goal of
diversity of ownership will then
be enhanced as entrepreneurs
have the chance to compete in
different parts of the wireless
arena without facing head-to-
head competition from the well-
established incumbents or the

the FCC to better approach the
needed delicate balance that
delivers maximum service diver--
will be good for both consumers
and competitors. It will also help
the FCC attract the most interest
at the auction and, ultimately, it
will deliver competition - in its
best sense — to the wireless mar-
ketplace. So in the making of
mean more for consumers.

D S
“These changes should allow the

FCC to better appmach the needed delicate balance that delivers
maximum service diversity and minimum prices.”
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