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3. The principal objection made by opponents of the license assignments is the assertion
that the assignments would result in Verizon Wireless’s having access to “too much”
spectrum. There are two forms in which this argument has been made, each of which is

contradictory to economic logic and factual evidence.

4. One form of the argument is the assertion that the Commission should second-guess
the secondary market and restrict the ability of license holders to sell their spectrum rights to
Verizon Wireless because such second-guessing allegedly would steer the spectrum rights to
higher-value uses.> As I demonstrate below, distorting or limiting secondary market sales to
favor certain potential buyers could be expected to harm consumers through several
mechanisms. First, it would undermine the ability of the secondary market to assign spectrum
to its highest-value uses. Second, a policy that favors certain potential buyers in the
secondary market for spectrum rights would distort competition in markets for wireless
telecommunications services provided to end users. Third, such a policy would be unlikely to

promote new entry and, indeed, could make entry riskier and less attractive.

See, e.g., Petition to Deny of Free Press, Application of Cellco Partnership d/b/a Verizon
Wireless and SpectrumCo LLC For Consent To Assign Licenses and Application of Cellco
Partnership d/b/a Verizon Wireless and Cox TMI Wireless, LLC, For Consent To Assign
License, WT Docket 12-4, February 21, 2012 (hereinafter Free Press Petition), § l11.C; RCA —
The Competitive Carriers Association, Petition to Condition or Otherwise Deny Transactions,
Application of Cellco Partnership d/b/a Verizon Wireless and SpectrumCo LLC For Consent
To Assign Licenses and Application of Cellco Partnership d/b/a Verizon Wireless and Cox
TMI Wireless, LLC, For Consent To Assign Licenses, WT Docket 12-4, February 21, 2012
(hereinafter RCA Petition), § I11.C; Petition to Deny of T-Mobile, USA, Inc., Application of
Cellco Partnership d/b/a Verizon Wireless and SpectrumCo LLC For Consent To Assign
Licenses and Application of Cellco Partnership d/b/a Verizon Wireless and Cox TMI Wireless,
LLC, For Consent To Assign License, WT Docket 12-4, February 21, 2012 (hereinafter T-
Mobile Petition), at 4-5.
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8. Each of the specific proposals for changing the spectrum screen is fatally flawed and,
thus, cannot serve as a useful tool for a case-by-case analysis. For example, RCA — The
Competitive Carriers Association (“RCA”) seeks to alter the screen by modifying the amount
of spectrum included in the screen or by reducing the amount of spectrum necessary to trigger

B

further review.” These suggestions fail to take an appropriately forward-looking view of the

industry and are based on incorrect assumptions about the functioning of wireless markets.

9. Several commenters make suggestions for giving some spectrum bands greater weight
per megahertz than others in the spectrum aggregation screen. These suggestions fall into two

broad categories:

e Some commenters propose to apply what they claim are propagation-based
weights. That is, these commenters assert that certain blocks of spectrum are
better suited for mobile telecommunications services, particularly LTE, than are
others, and that the better-suited bands should be given more weight per megahertz
than the less-well-suited bands. These commenters overstate the disadvantages of
higher frequencies while ignoring their advantages.® They also make incorrect
statements about which bands are suitable for LTE and ignore the existence of
global business ecosystems supporting the development of LTE in a variety of

spectrum bands. These proposed changes to the spectrum aggregation screen

? RCA Petition, §VII.C.

These commenters also ignore the fact that the spectrum involved in the proposed license
assignments is not in any of the bands that these commenters identify as being especially
valuable, and, thus, under their view of the world should be of relatively little consequence for
competition.









13.  The fact that competitive success triggers a service provider’s demand for additional
spectrum rights has important implications for understanding the consumer-welfare effects of
the proposed license assignments. Although it may be true that the proposed assignments
would lead in the short term to an increase in the concentration of spectrum holdings, it is
critical to recognize that this increase would be the result of Verizon Wireless’s success in
using its existing spectrum rights to offer services that consumers find attractive relative to
those of rival wireless service providers.'® An increase in concentration that is triggered by
strong competition by a leading competitor is a sign that consumers are benefiting from

improved service offerings.

B. BLOCKING THE PROPOSED TRANSACTIONS WOULD NOT PROMOTE
EFFICIENT ENTRY

14. A claim that reserving spectrum rights for entrants will benefit consumers is based on
the implicit assumptions that: (a) a lack of spectrum access has inefficiently suppressed entry,
and (b) granting entrants favored status in secondary markets for spectrum access would lead
to the entry of viable competitors that will have significant beneficial impacts on consumer
welfare. There is little or no evidence to support either assumption. In fact, blocking the
proposed transactions would not promote efficient entry and, for reasons described below,

could reduce future entry."

o This is one regard in which the proposed transactions are very different than a typical merger.

In the case of a merger, an increase in concentration is driven by the elimination of a
competitor (the effects of which are weighed by antitrust enforcers against possible efficiency
benefits). In contrast, the proposed license assignment does not reduce the wireless
telecommunications options available to consumers in any part of the United States.

The adjective “efficient” is necessary because blocking expansion by successful incumbents
could, in theory, promote inefficient entry through the following mechanism: denied the
ability to obtain license to additional spectrum, incumbents would become capacity



15.  There is no evidence that the number of wireless telecommunications service
providers has been driven by an inability of entrants to obtain access to spectrum licenses.
There are entities holding spectrum licenses that they are not currently utilizing. SpectrumCo
is one such entity. Although SpectrumCo has access to spectrum allocated to the provision of
mobile telecommunications services, SpectrumCo"

evaluated the investment necessary to deploy and operate a wireless network

using this spectrum and, based on a variety of marketplace factors, ultimately

concluded as a business matter that entering the wireless marketplace as a

standalone facilities-based provider would not provide a return on that

investment that would warrant incurring the significant costs and risks
involved.

Similarly, after entering the wireless telecommunications industry, Cox “concluded that it was

uneconomic to provide 3G wireless services utilizing its own network infrastructure.”"

16.  The notion that spectrum licenses are somehow simply too expensive for a new entrant
to purchase is belied by the fact that several companies (e.g., Apple, Google, and Microsoft)
already play important roles in the wireless ecosystem and have billions of dollars in cash

available to purchase licenses if they wished to do so.

17.  Rather than being a function of an alleged inability of potential entrants to obtain

spectrum licenses, the industry’s evolution provides evidence that the number of providers is

constrained and face increasingly high marginal costs of providing service, resulting in higher
prices, lower service quality or both. The policy-induced limit on output would drive up
prices, harming consumers and potentially attracting entrants that would have not been
profitable at the competitive price that would have prevailed absent the restrictive spectrum

policy.
g Pick Declaration,  10.
B Fenwick Declaration, 5. Cox Wireless acted as an MVNO using Sprint Nextel’s network

but never offered services over its own facilities. Cox currently is exiting the MVNO business
and transitioning its customers. (/d., ] 4-6.)









whether some other proposal might comparatively better serve the public interest.”'® This
statement accords with the general approach to the economic review of mergers and other
asset exchanges. That approach examines whether the proposed transaction would benefit or
harm consumers in comparison with the status quo, rather than in comparison with a
hypothetical transaction involving other parties that competition authorities might be able to

imagine.

22.  Even if one ignored the Commission’s earlier conclusion, economic analysis strongly
indicates that a policy of reserving secondary-market purchases for certain providers or
classes of providers would be misguided and harmful to consumers. Specifically, distorting
or limiting secondary market sales to favor certain potential buyers would lead to inefficient

spectrum assignment and could make entry riskier.

23.  Blocking the license assignments in order to deny Verizon Wireless access to
additional spectrum would distort competition by skewing market outcomes in favor of
certain service providers. There is widespread recognition that the United States faces a
critical shortage of spectrum to support the explosive growth in demand for mobile
telecommunications services.'” A policy of limiting Verizon Wireless’s access to additional

spectrum licenses in the secondary market would make the effects of this shortage worse.

b See In re Application of Citadel Commc 'ns Co., Ltd. (Assignor) & Act III Broad. of Buffalo,
Inc. (Assignee) for Assignment of License of Television Station WUTV(TV), Buffalo, New
York, Memorandum Opinion and Order, 5 FCC Rcd. 3842, 3844, (1990), { 16.

For example, Cisco projects that North American mobile data traffic will have a compound
annual growth rate of 75 percent between 2011 and 2016. (“Cisco Visual Networking Index:
Global Mobile Data Traffic Forecast Update, 2011-2016,” February 14, 2012, Table 5),
available at

http://www.cisco.com/en/US/solutions/collateral/ns34 1/ns525/ns53 7/ns705/ns827/white_pape
r_cl11-520862.pdf, site visited February 20, 2012.
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III. CLAIMS THAT VERIZON WIRELESS IS ENGAGED IN
ANTICOMPETITIVE SPECTRUM WAREHOUSING ARE INCONSISTENT
WITH THE FACTS AND ARE UNFOUNDED

30.  Some commenters raise the concern that Verizon Wireless might not intend to put the
spectrum at issue to use but, rather, intends to warehouse or hoard the spectrum in order to
deny access to Verizon’s rivals.”’ An examination of the facts and economic logic

demonstrate that such concerns are misplaced.

A. CLAIMS THAT VERIZON WIRELESS IS ENGAGED IN ANTICOMPETITIVE
SPECTRUM WAREHOUSING ARE INCONSISTENT WITH THE FACTS

31.  The core of the spectrum warehousing claims made by opponents to the proposed
license assignments is that Verizon Wireless is potentially engaged in a strategy of purchasing
spectrum in order to prevent it from being put to productive use. That is, under opponents’
warehousing theory, Verizon Wireless 1s spending billions of dollars in order to prevent
output expansion. But in stark contrast to a firm trying to suppress output, Verizon Wireless
has continuously expanded its capacity and output levels, and it has done so by making

intensive use of its spectrum licenses.

I Verizon Wireless has invested billions of dollars per year to increase
its capacity and expand outpul.

32.  Verizon Wireless has invested billions of dollars in its network, both to expand
capacity on its 3G network and to implement and expand its LTE network. Up to a point, a
wireless service provider can increase the spectral efficiency of its network by various means,
including splitting conventional macro cells, using various forms of micro cells, and

implementing new radio network technologies. Verizon Wireless has used—and continues to

= See, e.g., RCA Petition, §11.A; T-Mobile Petition at 4-5 and 13-15; and Chevalier Declaration,
1 39.
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2011, Verizon Wireless had 108.7 million connections, representing an increase of 6.5 percent

over the previous year.”

2 Verizon Wireless uses its spectrum intensively.
34.  Given Verizon Wireless’s capital investments and output growth, it is not surprising
that, far from sitting on warehoused spectrum, Verizon Wireless makes efficient use of its
spectrum licenses. An analysis by Anna-Maria Kovacs finds that Verizon Wireless has access
to considerably less spectrum relative to the demand for its services than do either T-Mobile
or Sprint/Clearwire.”” ** Figure 1 below shows that Verizon Wireless has 270 MHz POPs per
subscriber, which is about equal to AT&T’s holdings per subscriber. T-Mobile’s holdings per
subscriber are 73 percent larger than Verizon Wireless’s, and Sprint/Clearwire’s holdings per

subscriber are 279 percent larger than Verizon Wireless’s.

® Stone Supplemental Declaration,  11.

% Either Sprint and Clearwire should be considered together in assessing Sprint’s access to

spectrum, or the Commission should conclude that Sprint chose to stop having access to
Clearwire’s spectrum, which suggests Sprint does not face a current spectrum shortage.

Anna-Maria Kovacs (2012), “Neutral Spectrum Auctions: Maximizing Proceeds and
Consumer Benefit,” Economic Policy Vignette 2012-2-13, Georgetown University, available
at http://www.gcbpp.org/files/EPV/EPV_Kovacs_SpectrumAuctions_21312.pdf, site visited
March 1, 2012 (hereinafter Kovacs (2012)).
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Figure 1: A Comparison of the Intensity of Spectrum Use
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1200 ——————— —
1024
1000 — — —
800 _—
g 600 e B
£
=
-9
2
. 400 — ——
258 70
200
ATaT
0 ——n
Source: Kovacs (2012), at 13.
35.  Itis my understanding that Verizon Wireless uses a measure of spectral efficiency in

its ordinary course of business that yields comparable results. By that measure, Verizon
Wireless is the most spectrally efficient of the four largest wireless service providers in the
United States.” Specifically, Verizon Wireless calculates that it currently serves over 1.2
million connections per MHz. Verizon Wireless calculates that, after the pending AT&T
license assignments to T-Mobile are complete, AT&T will have slightly fewer than 1.2

million customer connections per MHz, while T-Mobile will have only 0.6 million customer

@ The statements in this paragraph are all based on facts reported in Joint Opposition, § 1.D.
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connections per MHz. Excluding Clearwire spectrum from the calculation, Sprint has fewer
than one million customer connections per MHz, and, if one includes Clearwire spectrum,
Sprint has fewer than .6 million customer connections per MHz. Verizon Wireless also
calculates that it uses spectrum more intensively than do US Cellular, C Spire, Metro PCS,

and Leap (Cricket).

36.  Far from warehousing spectrum obtained in recent transactions that involved the
acquisition of existing customers as well as spectrum, Verizon Wireless has improved the
network and enhanced service for the customers it acquired. In 2008, Verizon Wireless
acquired ALLTEL and Rural Cellular Corporation (“RCC”). Verizon Wireless has performed
a comprehensive upgrade of ALLTEL’s and RCC’s networks to the 3G technology, EvDO
Rev. A.*® Moreover, Verizon Wireless plans to extend its 4G LTE network coverage to be

similar to its 3G coverage by mid-2013.”

37.  Various critics of the proposed license assignments point to Verizon Wireless’s
strategy toward utilizing its AWS F block licenses as evidence that the Commission should be
concerned that Verizon Wireless is engaged in anticompetitive warehousing.”” In contrast to

critics’ claims, Verizon Wireless has plans to use this spectrum to increase capacity and

» Comments of Verizon Wireless, In the Matter of Implementation of Section 6002(b) of the

Omnibus Budget Reconciliation Act of 1993, Annual Report and Analysis of Competitive
Market Conditions with Respect to Mobile Wireless, including Commercial Mobile Services,
WT Docket 11-186, December 5, 2011, at 144-45.

Thomson Reuters Streetevents, Edited Transcript, VZ — Q4 2011 Verizon Earnings
Conference Call, at 3 (Jan. 24, 2012), available at
http://www22.verizon.com/idc/groups/public/documents/adacct/4qll vz transcript.pdf, site
visited March 1, 2012.

" RCA Petition at 20-21; RTG Petition at 20; T-Mobile Petition at 3-4, 35-36; Chevalier
Declaration, 1y 35-37 and 39.
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Specifically, an economically rational firm will choose to produce output at the point where

its marginal revenue is equal to marginal cost. "

2 Professor Chevalier’s model relies on unrealistic assumptions about
wireless technology that generate a misleading result.

43.  The most fundamental problem with Professor Chevalier’s model for the task at hand
is that the model 1s based on an extremely unrealistic assumption regarding the relationship
between a service provider’s spectrum license holdings and its marginal costs. In particular,
the model assumes that a unit of spectrum generates a unit of output when combined with a
discrete lump of capital. The implication of this assumption for a service provider’s marginal
cost curve is illustrated in Figure 2. The dashed “stair steps” in Panel A of the figure show
the service provider’s marginal cost of output given its baseline spectrum licenses. Under
Professor Chevalier’s model, the cost curve increases as the firm has to utilize increasingly

expensive units of capacity to serve its customers.

42

Michael Katz and Harvey Rosen (1998), Microeconomics, 3rd Edition, Irwin McGraw-Hill, at
212.
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Figure 2: Impact of Additional Spectrum in Professor Chevalier’s Model
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44.  Professor Chevalier’s model assumes that an additional unit of spectrum allows the
firm to produce one additional unit of output. That is, the model assumes that additional
spectrum has no effect on the firm’s cost of providing any unit of service except for a discrete,
final increment of capacity.” The solid stair steps in Panel B of the figure illustrate the
provider’s marginal cost curve when it has an additional unit of spectrum. Under the
assumption of Professor Chevalier’s model, the new marginal cost curve coincides with the
original one up until the last unit of capacity. As shown the figure, a provider with access to
an additional unit of spectrum access has the capacity to produce Ax units of output can do so

at cost c.

. Professor Chevalier also proffers an example in which the additional unit of capacity is used to

reduce the cost of producing what is known as an inframarginal unit of output. (Chevalier
Declaration, Appendix B, at 4.) However, she never considers an example in which the
capacity lowers costs on units that are relevant to the supplier’s marginal decision calculus

with respect to output. As I describe below, this unrealistic assumption drives her central
finding.
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