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Abstract
Fixed Mobile Convergence (FMC) is an emerging service, and therefore, its definition and service specifications have not yet been well established.  At present, FMC can mean anything from a one-stop-billing service to the use of a single handset for both indoor wireless LAN as well as a nationwide mobile network.  KDDI, a Japanese operator, which provides fixed and mobile telephony, has already started offering the former type of FMC. Simultaneously, operators are working hard to introduce the latter type to provide seamless, inexpensive, and always-on mobile phone connectivity.  Because the second type of FMC can reduce calling costs for indoor usage of a mobile handset, it is expected to have a significant competitive edge in the highly competitive Japanese mobile market.  Once consumers start using an FMC, those who highly value mobility may stop using a fixed phone network and choose to use their mobile handset exclusively; therefore, the introduction of FMC could have a negative impact on fixed phone providers.  However, subscribers who do not need high mobility may not be motivated to use FMC, because indoor FMC telephony may still be more expensive than plain old telephone service (POTS).  Thus, from the viewpoint of FMC providers, it is important to find out who their users will be and how many of them. The authors have not yet found any empirical analysis that quantitatively analyzes the impact of FMC on providers as well as subscribers.  The objective of this research is to fill this gap and to gain some instructive insight into the future of the telephone market in Japan.

To achieve the above-mentioned research objective, the authors first estimate the fixed as well as mobile telephone demand function of households, using micro data obtained from households in the Tokyo Metropolitan area between 1997 and 2000.  Following the approach suggested by Nakamura et al. (2006） and Nakamura and Jitsuzumi (2007), the authors propose a two-step, seemingly unrelated regressions estimate for household telephone demand, which explicitly considers subscription decision-making to obtain an unbiased estimation of own-price as well as cross-price elasticities.  In our previous research (Kawamura, et al. [2000], Nakamura [2004], and Nakamura and Jitsuzumi [2006]), we applied similar models without bias-adjusted terms (conditional expectations); therefore, selectivity bias may have remained in the estimated parameters.  To deal with such a bias, we propose the application of the Heckman-Lee’s two-step method to the simultaneous demand equation system.  Our results show that there exists a statistically significant correlation and that the selectivity bias is indeed relevant.
Then, using the estimated parameters of fixed and mobile telephony cost functions by Asai and Nakamura (1997) and Noguchi (2005), respectively, we obtain the average as well as marginal costs for fixed and mobile phone services and then estimate the possible ranges of the FMC service price, which may vary depending on the assumed size of economies of scale, scope, and other factors in the future.
Finally, by combining the above-mentioned estimations of demand elasticities and production costs, the authors calculate the welfare impact on households that start using FMC.  If the welfare impact turns out to be positive, the household will become FMC users, and vice versa.  Thus, by introducing a few additional assumptions for demographic distribution, we can determine what kinds of households will subscribe to FMC and estimate its share and market volume in the Tokyo metropolitan area.  If FMC is truly going to be the gateway to a ubiquitous society, this finding may signal the emergence of another “digital divide” and indicate the areas where governmental intervention for income redistribution is most required.
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