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1. Introduction
Broadband communications bring various benefits to people’s daily lives and economic activities. There is great concern regarding the telecoms policy to spread broadband services, and a general means to do so is by unbundling, which allows an applicant (e.g. a new entrant) to use some specific network elements of an incumbent carrier.
 The local loop that is often regarded as an essential facility is one of unbundled network elements (UNEs) and there are mainly two types of unbundling of the local loop (LLU); full unbundling and line-sharing. It is very important to decide what to designate as an UNE, what rate level or what rate-setting methodology to apply to each UNE, and so on. The decisions differ among even advanced countries. Therefore, the evaluation of telecoms policy on broadband services should be based on the detailed examinations of the terms and conditions of unbundling in each country.
The purpose of this paper is twofold: to derive the principle and the substance of the recent Japanese Telecoms policy; and then to examine the factors that contribute to the spread of broadband services. Though the penetration rate of broadband service in Japan is average among advanced countries, the transmission speed is very fast and the price is cheap (according to ITU Internet Report in 2005, both the absolute price and the price per 100kbps were the lowest in the world). Moreover, the construction of optical fiber loops (or FTTH: fiber to the home) has started to compete with DSL (digital subscriber line), and an accompanying service, the IP phone, is used widely now. This paper focuses on rate regulation as it takes up not only the level of the unbundled local loop rate that directly affects the broadband development but also the rate-setting methodology for the group center (GC) and zone center (ZC) interconnections for discussion. The latter is a suitable subject to understand recent Japanese policy and it could have an important effect on NTT’s active construction of optical fiber loops.
 Some space is devoted to the business development of Softbank and other companies. The following points will be made; (1) the Japanese telecoms policy was not so severe toward NTT, as it was sometimes understood to be, and (2) on the one hand it took into consideration NTT’s business operations and preserves NTT’s incentive and ability to invest, on the other hand it offered a level playing field to different companies and enables Softbank, a new entrant, to exercise the pioneering spirit. The author hopes that this paper will offer an important suggestion to the telecoms policy for broadband in other countries.
2. Unbundling: Theories and Some Empirical Results
In the telecoms industry, some parts of an incumbent carrier’s facilities are essential for a new entrant to run a business. Therefore, it is necessary to open up the essential facilities to competitive carriers to advance competition. Unbundling provides the means to do it. Moreover, in an industry in which technology quickly advances, dynamic competition in capital investment and the development of new technology and services is hoped for.

There are two ideas that support the positive adoption of unbundling. The first is the “stepping stone” theory on the capital investments of new entrants. According to the theory, unbundling is expected first to enable companies to enter into the telecoms market and establish each customer base, then to have them investing in facilities with customer bases as stepping-stones. However, there are no firm grounds for such an idea (therefore, it is not a theory but a hypothesis), and the condition to induce companies into the market is fraught with the problem that it could restrain the capital investment of new entrants after their entries. Crandall, Ingraham and Singer (2004) build an economic model that explains the change of the difference between the number of entrant-owned loops and that of UNE loops by the difference between the rate of UNE loops and the cost of building loops and find that in the United States “facilities-based lines growth relative to UNE growth was stronger in states where the cost of UNEs was higher relative to the facilities-based investment” (p.18).
 Hazlett and Bazelon (2005) analyze more simply and directly the relationship between the number of entrant-owned loops in during period t (EOLt)and the number of UNE loops during periods (t-1) - (t-3) (ULt-i, i=1,2,3) and find that the overall effect of ULt-i on EOLt is statistically insignificant by the Wald test. These results suggest that new entrants that use the UNE loops at the time of entries will not replace them with their own loops, therefore that the “stepping stone” theory is invalid in reality. Moreover, such results are not confined to the United States. Hausman and Sidak (2005) conclude that unbundling experiences in the United Kingdom, New Zealand, Canada and Germany do not support the “stepping stone” theory.
The second idea is the “competitive stimulus” hypothesis on the capital investments of incumbent carriers. Willig et al.(2002) build a model on the investment of the U.S. incumbent carriers that have UNE-P rates as an explanatory variable, and the regression results show that the coefficient of UNE-P rates is negative and statistically significant.
,
 However, the data on investments are older than those on rates, so their result cannot be taken to prove the hypothesis. Crandall (2005a) offers a fact and the result of his own analysis that conflict with the conclusion of Willig et al.(2002), though he admits “[the former] is hardly conclusive evidence” (p.70).

Japan has a completely different situation. In Japan, broadband services spread and the capital investment of an incumbent carrier is doing well under competitive circumstances with new entrants that make use of unbundling. Therefore, the above results does not mean that unbundling is useless at all to advance dynamic competition, but for unbundling to work well, some conditions need to be met.
3. Unbundling and Broadband Competition in Japan
3.1. A General Understanding
Fransman (2006) states that “telecoms regulators in Japan [ ] have tended to take a stronger line with their incumbent than in Western countries” (p.33). Based on the same understanding and the fact that broadband service in Japan is both the fastest and the cheapest in the world, Wallsten (2006) states that “Japan is held up as the prime example of the potentially positive effects of unbundling,” (p.9) and Crandall(2005b) states further that [i]f Korea provides the best example of the benefits of regulatory forbearance, perhaps Japan provides the best counterexample” (p.183). Fransman (2006) makes that statement because (1) unbundled local loop rate is low; (2) the share of an incumbent carrier in DSL market is low (36% in Japan, 99% in United Kingdom, 91% in Germany, 85% in United States and 82% in Korea in 2003-2004); and refers to (3) the battles between the Ministry of Posts and Telecommunications (now the Ministry of International Affairs and Communications: MIC) and NTT after the privatization of NTT Public Co. However, (1), (2) are indefinite or improper as the criterion of the severity of the policy toward an incumbent carrier, and (3) is, even if it is true, about bygone. Then, this section considers the interconnection rules and the broadband businesses of new entrants in Japan, and next section derives the principle and the substance of the recent Japanese Telecoms policy from the U.S.-Japan Enhanced Initiative on Deregulation and Competitive Policy (the U.S.-Japan Negotiations), and the movement of access charges after the agreement.
3.2. Interconnection Rules and the Local Loop Rate
In Japan, any telecoms carrier shall agree to the request for interconnection except in some specified cases. Moreover, any carrier with Category I designated telecommunications facilities shall establish interconnection tariffs and other terms and conditions of interconnections and shall obtain authorization from the Minister for International Affairs and Communications (Telecommunications Business Law, Articles 32, 33). Making Category I designated facilities interconnected with the facilities of other telecoms companies is deemed as essential for the enhancement of the users’ benefit and the comprehensive and rational development of telecommunications. NTT’s local loops (subscriber lines) and telecoms facilities installed to be integrated with the loops are designated as Category I in every prefecture.

 DSL service is offered based on the NTT’s copper loop and the rate for the usage was set at the beginning at the incremental cost that happens to NTT. In December 2000, the total (¥2,062) of the local loop cost (¥1,905), (1) the line database management cost, and (2) the charge billing and collection cost, was authorized as the incremental cost for full unbundling, and the total (¥187) of (1), (2) and the additional MDF (main distribution frame) cost was authorized for line sharing. In 2003, not the end-user’s rate but the carrier’s rate (¥1,405) was applied to the loop cost. Their difference reflected the cost difference between offering service to a carrier and to an individual customer. The rate for line sharing in Japan is cheaper than any EU countries, and that for full unbundling is almost the same with the cheapest EU countries (Tajiri 2007, p.78, note13). However, some managers at SBC and Verizon (two U.S. ILECs) replied in an interview that the rate that they could set for line sharing was 1-2 dollars at most (So-net’s opinion statement submitted to the Information and Communications Council in 2001), and this amount was in accord with that in Japan.

　What is more important from the viewpoint of competition policy is whether rates exceed costs or not.
 The above ISP indicated in the same statement that NTT had never stated that it could not operate the network system or could not recover cost with the line sharing rate [at ¥174 (in FY 2001)]. One issue is the treatment of the local loop cost. It is not clear how closely the carrier’s rate corresponded with cost, because, as noted below, the end user’s rate was set low enough to secure universal service. However, the facts that Softbank, which launched high-speed and low-priced service in September 2001, went into black only after the fourth quarter of FY 2004 (Jan. – Mar. 2005; Of course, its business strategies such as sales promotion activities surely influenced this result), that Softbank and NTT have almost the same share (36% or 3.82 million users) in DSL market as of the end of January 2004 and that not a few scholars had doubted Softbank’s success until recently (Crandal 2005a, Fuke 2003) suggest that the local loop rates were not so low to give preference to new entrants and further to guarantee them financial success.

Unbundling is also applied to the optical fiber loop.
 While its rate has been set at about ¥5,000 per month, the cost was said to be over ¥10,000 (Kanzaki 2006, Nikkei Communications 2005). The rate was calculated by NTT based on the estimate of the cost and the demand from FY 2001 to FY 2007 (such rate-setting methodology is called the “future cost methodology” in Japan), and the proper return was included in the calculation. While some attribute the difference between the rate and the cost simply to NTT’s wrong estimate of the demand for optical fibers, others indicate that NTT dared to set the low rate because of the price competition with USEN (Nikkei Communications 2003).
 Anyway, the fact that the charge on interconnection does not fall below the cost after 2002 is demonstrated by NTT’s Interconnection Accounting Reports.

3.3. New Entrants

3.3.1. Softbank (DSL)
The broadband service in Japan was popularized by DSL companies and the leading part was played not by NTT but by Softbank,
 whose founder, Masayoshi Son, is described as “the ultimate risk taker.” When Softbank announced its entry into the DSL business (its entry was in September 2001), NTT and some other companies had been offering DSL services and they had less than 300,000 users in total. “Tokyo Metallic Communications Corp., that started DSL service first in Japan, had fallen into capital difficulty because of the burden of capital investment to expand its business areas” (Nikkei Communications 2003, p.13). Moreover, according to a former executive, Softbank, the main business of which was software wholesale, “lacked completely management resources necessary for the ADSL business” (Miki 2006, p.131). Furthermore, Softbank had an interest-bearing debt of about ¥400 billion as of June 2001, and still needed an investment of “allegedly over ¥100 billion” (Kodama 2005, p.337) to set the business in the right direction. In such a situation, Softbank, with setting the break-even point at 2-3 million subscribers, launched much faster and cheaper service than its rivals (8Mbps/ ¥2,280; NTT: 1.5Mbps/ ¥6,550) and simultaneously launched an audacious sales promotion activities like free distribution of DSL modems that cost ¥37,000 to acquire a subscriber (Nikkei Communications 2003)
. In addition, Softbank made a business model of vertical integration to offer the DSL service and the ISP service together. To “build a high-speed trunk network with cheap devices” (Hiramiya, a former engineer of Softbank; Nakamichi 2004), Softbank built its own Gigabit Ethernet (IP network) based on NTT’s optical fibers, “which nobody had believed to work” (Ikeda 2003, p.13, fn.18). Then, for a technical reason, it could not but adopt the ITU standard transmission method, Annex A, not a Japanese original Annex C that rivals adopted. This helped Softbank to suppress the procurement cost of modems and DSLAMs for DSL service. Moreover, Softbank purchased Tokyo Metallic Communications to exploit its management resources. In April 2002, Softbank launched cheap IP phone service with the DSL modem connected with a normal telephone set and it became an important character of DSL service. It gained three million users in one and a half years. Consequently, Softbank succeeded in acquiring 5.14 million DSL users at the end of September 2006 and having a surplus in the business.
 The fastest transmission (download) speed now exceeds 50M. Therefore, taking the whole market share of new entrants as an index of the severity of policy toward NTT disregards their pioneering spirits. Lastly, it should be noted that Son’s remark that Softbank’ was not able to enter into the DSL market without unbundling (Nikkei Communications 2005) was reasonable in view of the fact that Softbank was not a telecoms carrier at that time.
3.3.2. USEN, K-Opticom and KDDI (Optical Fiber)
Though optical fiber service is more costly than DSL service, it realizes faster Internet access (100Mbps). The pioneer in this market was a landline music broadcasting company, USEN. It started offering service at ¥6,000 per month (a third of the NTT’s price of its trial service) in March 2001. However, USEN has attached importance to profit and has restricted the construction of the optical fiber network to some large cities.
At present, the main rivals of NTT in this market are power companies (or their subsidiaries) that have their own optical fiber networks. Kansai Electric Power Co. is the eagerest among them. Its subsidiary, K-Opticom covers about 70% of households in the Kinki region, including Osaka and Kobe, and exceeded the share of NTT West in three prefectures in the Kinki region in March 2005. Tokyo Electric Power Co., the largest power company in Japan, sold its optical fiber business with about 140,000km optical fiber in total to KDDI in January 2007. As a result, KDDI, the second largest telecoms carrier behind NTT, acquired the discretion to construct an optical fiber network in Kanto region including Tokyo and additional 340,000 subscribers. KDDI, while groping for the tie-ups with other electric power companies, has succeeded in tying up with several major CATV operators “by making the wholesale of IP phone service as a catalyst” (Nikkei Communications 2006, p.211).
4. The Japanese Telecoms Policy
4.1. The U.S.-Japan Negotiations and The Interconnection Charge

The U.S.-Japan Negotiations on Telecommunications and the movement afterwards help us to understand the principle of the recent Japanese telecoms policy. NTT’s interconnection charges were regarded as “the largest pending economic problem between the United States and Japan since the Birmingham Summit in 1998” (Nikkei Sangyo Shimbun, July 21, 2000, p.1). NTT’s charge was ¥5.81 for the GC interconnection (for three minutes) and ¥11.98 for the ZC interconnection in January 1, 2001 and both charges were higher than those in the United State (¢4.20≈¥4.99 and ¢5.53≈¥6.56 respectively).
 The reason why the United States interfered in NTT’s interconnection charges was to introduce more competition in the telecoms market and therefore to stimulate economic activities in Japan from the viewpoint that “Japanese strong economy is advantageous to the United States,” (Richard Armitage, the former U.S. Deputy Secretary of State; Asahi Shimbun, October 29, 2000, p.9)
 and to “reduce entry barriers in Japanese markets for the U.S. companies to access them more easily” (U.S. Embassy March 2, 2001). The United States demanded the reduction of the interconnection charge of 22.5% in two years from the end of 2000 and of 40% or more in total and the adoption of the new rate calculation methodology based on the long-run incremental cost (LRIC) in early 2001. On the first point, Japan insisted on the reduction of 22.5% in four years, and both countries agreed on the reduction of about 20% in two years, 22.5% in three years from FY 2000, and that thereafter “Japan examine the reduction of much more than 22.5%, taking into consideration the business situation of NTT East and West” (Nikkei Sangyo Shimbun, July 21, 2000, p.1)
. According to this agreement, NTT’s charge decreased from ¥4.95 in FY 2000 to ¥4.60 in FY 2001 and to ¥4.50 in FY 2002 for GC interconnection and from ¥7.65 to ¥5.88 and to ¥4.50 for ZC interconnection in the same period. Moreover, though the United States persisted in a principle of economics that non traffic-sensitive (NTS) cost should be recovered by a fixed charge,
 the decision whether to allocate the fixed-cost portions of the local loop to the interconnection charge as before or to allocate them to the basic charge was postponed to 2002. 
This agreement does not mean the end of the conflict between United States and Japan. Japan built an original LRIC model based partially on the foreign models for competition or the conditions of interconnection not to damage business operations of NTT and therefore the maintenance of universal service and the construction of infrastructure (Telecommunications Council 2000, Information and Communications Council 2004). Then, for example, the application of the LRIC methodology to local loops was postponed until April 2003. Moreover, to secure the universal service, some traffic non-sensitive costs such as feeder remote terminals are being recovered not from fixed basic monthly charges, but from usage-based call rates or interconnection charges,
 and the share of their costs in the total NTS costs counted 49.4% in 2003. As interconnection charges contain some NTS costs, they depend on the traffic that gets through NTT’s switches and this traffic volume turned to decrease in 2000 because of the spread of broadband services. In FY 2000- FY 2002, the traffic data in FY 1998 was used, so the charges were calculated on the high side. In FY 2003 - FY 2004, the immediate data, namely those in second half of FY 2001 and the first half of FY 2002 was used, and the ZC interconnection charge became ¥5.36, an 11.2% increase over FY 2002 (the GC interconnection charge decreased to ¥4.37). Moreover, as the actual traffic volume differed more than 15% from the volume that was used in the calculation, the retroactive settlement system was applied and NTT’s burden was decreased.
 The Interconnection charges also depend on the economic lives of equipment. Japan extended them comprehensively in 2002 (e.g. for transmission equipment, from 6 years to 8.4 years), but the lives were still shorter than those adopted in the United States. In January 2007, the universal service fund system was started and universal service cost that had been bored only by NTT was to be shared among all telecoms carriers in proportion to the usage of telephone numbers.
 The United States, the United Kingdom and the EU Commission criticized this view, the model that reflected it and some numerical values applied to the model except the last one. Such criticism is based on some doubt on the management efficiency of NTT. The United States describes that “the current monthly charge of NTT East and West seems, in comparison with a credible cost estimate of local networks, to have a margin enough to recover the NTS costs confirmed under the current LRIC model” (March 2003). However, NTT has been tackling the streamlining of management. For instance, NTT West reduced cost by ¥600 billion while the income decreased by ¥500 billion in 2000-2002.
4.2. “e-Japan Strategy,” “u-Japan Policy” and NTT
In January 2001, the Government proclaimed the “e-Japan Strategy,” a purpose of which was to “make Japan the world’s most advanced IT nation within five years” by “provid[ing] high-speed constant access networks to at least 30 million households” “at affordable rates.” Moreover, in September 2004, the MIC published the “u-Japan Policy” to develop the way to utilize ICT in the less children and aging society and to materialize the ICT society based on it. In November, 2004, NTT drew up the NTT Group’s Medium-Term Management Strategy to support these policies, and promised to provide 30 million customers with optimal fiber access and high quality and security next-generation network services by 2010 and to invest a cumulative total of ¥5 trillion for fixed communications operation (according to Nikkei Communications 2005, ¥3 trillion of the total for the next-generation network). Actually, while NTT East’s and West’s operating and ordinary profits decrease, their capital investments, especially in the construction of optical fiber loops are going well (see Tables 2, 3). NTT explains the meaning of the activity as follows; “Japan has the problems in declining birthrate and a growing proportion of elderly people, in the environment and in the medical treatment and nursing, and to conquer these social problems it is very important to construct an optical fiber broadband network that enables interactive and highly value-added image communications” (NTT 2003). In November 2005, NTT announced the second reorganization of group companies to execute the Medium-Term Management Strategy efficiently regardless of the criticism of rival carriers that it was exactly the reintegration of the NTT group (Nikkei Communications 2005). 
Why does NTT continue to lay optical fibers, even though that area of business is in debt? One reason may be to get the first-mover advantage that Tajiri (2007) says is the core business strategy of Softbank. The advantage comes from the fact that users are loath to change the carriers once they sign a contract (according to an inquiry of the FTC (2004), 84.3% of optical fiber users have no plan to change the carriers). While the number of optical fiber users increased from about 2.9 million in (at the end of) FY 2004 to about 5.46 million in FY 2005 and to about 8.8 million in FY 2006, NTT, coupled with strong brand royalty and sales promotion, increased its market share from 57.5% to 62.6% and to 69% respectively.
Another reason may be found in the interdependence between Japanese telecoms policy and NTT. Because the Japanese Government needs NTT’s contribution for the implementation of “e-Japan Strategy,” it adopts telecoms policy that takes into consideration NTT’s business conditions. NTT, on the contrary, could enhance its raison d’être by cooperating with the Government and lobby for such consideration. Japanese telecoms policy includes other objectives besides introducing competition by decreasing access charge and the objectives are not attainable only to impose a handicap on NTT. Moreover, the facts that 1/3 or more of NTT stocks are possessed by the Government by law and therefore NTT suffers less pressure from general stockholders might have facilitated NTT to commit itself to laying optical fibers (Tajiri 2007). In other words, a consistent telecoms policy in recent years enable NTT to predict, to some extent, the near future and to implement medium- and long-term plans under the circumstances that the progress of contents downloaded on the optical fiber, an alternative wireless broadband technique, WiMAX and etc. is uncertain.
 The fact that the MIC approved NTT’s proposal for setting a uniform rate for the optical fiber loop from FY 2001 to FY 2007 is also thought to contribute it. Moreover, the progress of competition in the optical fiber market noted in section 3.4 and the repeal of some kinds of unbundling in the United States might also have influenced NTT’s view of the regulatory environment in the future.
 In Fact, NTT has been requiring the repeal of the unbundling obligation for optical fiber loops for such reasons. The importance of predictability is pointed out in a different context by Crandall (2005a) and Hazlett (2002). In the United States where the telecoms policy is formed complexly as the FCC sometimes changes rules when there is a judicial decision against it, the uncertainty on regulation is insisted to restrain capital investment into broadband networks not only by RBOCs but also by CATV operators who were out of telecoms regulation in the early 2000s.
 By the way, regarding to the investment ability of NTT, Ida (2006) insists that not completely dividing NTT and restructuring it as a holding company and subsidiaries enables tacit cross-subsidization from NTT DoCoMo, a mobile phone company, to NTT East and West and therefore the construction of optical fiber loops by both companies. However, it is not easy to execute cross-subsidization to the extent that it becomes an important source of money for the construction under the observation of the MIC and the FTC. The holding company, that owns about 2/3 of DoCoMo stocks, can finance NTT East and West using the dividend from DoCoMo, however in reality it borrows money from banks and issues corporate bonds to finance them. Rather, it should be emphasized that the Japanese telecoms policy noted above directly supports the investment abilities of both NTT East and West.
　　Table 2. The Capital Investments of NTT East and West (unit: ¥100 million)

[image: image1.emf]FY 1999 FY 2000 FY 2001 FY 2002 FY 2003 FY 2004 FY 2005

NTT East

5,309 5,496 3,656 3,342 3,778 3,991 4,222

NTT West

5,059 5,481 4,006 3,624 3,976 3,978 4,629


Source: Information NTT East 2006, Data Book NTT West 2006
Notice: FY 1999 is defined to July 1, 1999-March 31, 2000.
Table 3. The Construction of Optical Fibers (unit: 100km)
　　
[image: image2.emf]FY 1999 FY 2002 FY 2003 FY 2004 FY 2005

NTT East

338 832 1,189 1,572 2,056

NTT West

323 876 1,365 1,623 1,862


Source: Information NTT East 2006
Notice: Figures are as of the end of each FY. However, Figures in FY 1999 are as of July 1, 1999.
5. A Summary
5.1. A Summary of Sections 3, 4
Let us summarize here the above examinations. First of all, in relation to the three points noted in section 3,

- The rate for the NTT’s copper loop that was lent out to DSL companies was cheap (calculated based on the incremental cost), but did not fall below cost. The rate for the optical fiber was calculated by NTT based on the estimate of the cost and the demand from FY 2001 to FY 2007 and a short-term deficit dis not indicate high and low of the rate level.
- Softbank exercised the pioneering spirit in adopting the ITU international standard, Annex A, when launching DSL business, and in offering cheap IP phone service and succeeded in acquiring a lot of users in the DSL market. Therefore, the market share of new entrants represented by Softbank is an inadequate index of the severity of the policy toward NTT.

- The United States and the United Kingdom repeatedly asked Japan to open further the telecoms market and therefore to reduce the interconnection charge. However, Japan gave preference to NTT’s sound business operations and the maintenance of universal service, and postponed the application of the LRIC methodology to interconnection charges and recovered a part of fixed costs from usage-based call rates or interconnection charges.

- Therefore, taking Japanese telecoms policy as severe toward an incumbent carrier, NTT, is incorrect.

 Next is the reason why high-speed and low priced broadband services spread in Japan. The business development of Softbank noted above was a big factor. However, it does not explain the active construction of the optical fiber networks sufficiently. If it was unprofitable, NTT could have held off it until the regulatory environment would be turned around as ILECs in the United States did. Therefore, the following points should be noted;
- The interdependence between Japanese telecoms policy and NTT or competition policy that takes into consideration NTT’s business conditions gave NTT the financial basis to invest in optical fiber networks under the circumstances that the traffic volume on the public switched telephone networks decreased. That consideration also enabled NTT to predict the near future and that might supported NTT’s investment indirectly.

- The construction of the optical fiber network, coupled with strong brand royalty and sales promotion, consequently brought NTT a lot of optical fiber users.
- K-Opticom advanced capital investment without fear of regulation on its optical fiber networks. 

5.2. The validity of the Hypotheses
The entry of Softbank into the DSL market became feasible only through unbundling. However, Softbank was not a late-started reseller but a pioneer in the DSL market, and it constructed its own IP network at the start though by using optical fibers of NTT. On the other hand, the capital investment of NTT was the product not only of “competitive stimulus” from new entrants such as Softbank but also of its intention to cooperate with the Government’s “e-Japan Strategy” and “U-Japan Policy” and to enhance its raison d’être (and thereby to escape disadvantageous terms and conditions of competition and further to stop the break up of group companies). Therefore, neither the “stepping stone” theory nor the “competitive stimulus” hypothesis is verified in Japan.
6. The Evaluation of Japanese Telecoms Policy
The facts that high-speed and low-priced broadband services spread and both an incumbent carrier and new entrants contribute to it or both service-based and facilities-based competitions are developed suggest that Japanese telecoms policies as a whole present an appropriate answer to the difficult question of how to prepare a level playing field for different telecoms carriers.

However, the Japanese policy may not be the best answer. The postponement of the application of the LRIC methodology to interconnection charges and the recovery of a part of fixed costs from usage-based call rates or interconnection charges seem arbitrary compared with the U.S. opinions that are based on a principle or theory of economics. As those policies relate closely to universal service, the system and the rate-setting methodology for the interconnection charge should be designed and evaluated in block. The United States, though in the criticism on the uniform interconnection charge between NTT East and West, proposes to make use of the universal service fund system. Moreover, NTT’s optical fiber business is in a good cycle, where an increase in users encourages capital investment and the capital investment enables the further acquisition of users. The author thinks this is the “unintentional benefit of Japan’s telecommunications policy” (words borrowed from Ida 2006). Without the benefit, and without some policy changes to compensate for it, it is doubtful whether capital investment of NTT was realized according to the Medium-Term Management Strategy. On the latter point, the former President of NTT, Norio Wada, stated that “what the deregulation of the optical fiber and the review of the universal service fund will be are concerns in carrying out the Strategy” (Nikkei Communications 2005, p.165). Therefore, a country that aims to spread broadband services should not follow the Japanese policy as it is, but should extract factors that are effective in achieving that goal and reflect them in its policy with taking into consideration the conditions concerning telecoms, especially on the competition between an incumbent carrier and new entrants.
References
(in English)
Bauer,J.M.(2006) “Broadband in the United States,” in Fransman,M.(ed.)(2006).

Crandal,R.W.(2005a) Competition and Chaos: The U.S. Telecommunications Sector since 1996, Brookings Institution Press.

Crandal,R.W.(2005b) “Broadband Communications,” in S.K.Majumdar, I.Vogelsang and M.E.Cave(eds.) Handbook of Telecommunications Economics, Vol.2, North-Holland..

Crandall,R.W., A.T.Ingraham and H.J.Singer(2004) “Do Unbundling Policies Discourage CLEC Facilities-Based Investment,” Topics in Economic Analysis & Policy, Vol.4, Issue 1.

Eisner,J. and D.E.Lehman(2001) “Regulatory Behavior and Competitive Entry,” paper presented at the 14th Annual Western Conference, Center for Research in Regulated Industries, June 28.

Fransman,M.(ed.)(2006) Global Broadband Battles: Why the U.S. and Europe Lag While Asia Leads, Stanford Business Books.

Fransman,M.(2006) “Introduction,” in Fransman,M.(ed.)(2006).

Fuke,H.(2003) “The Spectaclar Growth of DSL in Japan and its Implication,” Communications & Strategies, No.52, Q.4.

Hausman and Sidak(2005) “Did Mandatory Unbundling Achieve Its Purpose? Empirical Evidence from Five Countries,” Journal of Competition Law and Economics, Vol.1, No.1.

Hazlett,T.W.(2002) “Broadband Regulation and the Market: Correcting the Fatal Flaws of Glassman-Lehr,” Working Paper, Manhattan Institute.

Hazlett,T. and C.Bazelon(2005) “Regulated Unbundling of Telecommunications Networks: A Stepping Stone to Facilities-Based Competition?,” TPRC.

Ida,T.(2006) “Broadband, Information Society, and National System in Japan,” in M.Fransman(ed.)(2006).

Ikeda,N.(2003) “The Unbundling of Network Elements: Japan’s Experience, RIETI Discussion Paper Series 03-E-023.

IT Strategy Headquarters (2001) e-Japan Strategy
  (www.kantei.go.jp/foreign/it/network/0122full_e.html).
NTT(2004) NTT Group’s Medium-Term Management Strategy, NEWS RELEASE, November 10.
OECD(2001) The Development of Broadband Access in OECD Countries, OECD.

Ota,K.(2006) “A Critical Study on Asymmetric Regulation or the Mandatory Sharing on Facilities in the Telecommunications Industry,” paper prepared for presentation at the 16th Biennial Conference of the International Telecommunications Society, June 12-16, Beijing, China.

Softbank(2007) Consolidated Financial Report: For the Fiscal Year Ended March 31, 2007, May 8.

Study Group on a Framework for Competition Rules to Address the Transition to IP-Based Networks (2006) Report of the Study Group on a Framework for Competition Rules to Address the Transition to IP-Based Networks: “New Competition Promotion Program 2010.”
Wallsten,S.(2006) “Broadband and Unbundling Regulations in OECD Countries,” Working Paper 06-16, AEI-Brookings Joint Center for Regulatory Studies.

Willig,R.D.(undated) “Investment is Appropriately Stimulated by TELRIC,” (http://psc.ky.gov/pscecf/2003-00379/5200700_efs/04132004/MCI_ST_MTB_EX_14_04%2013%2004.pdf).
Willig,R.D., W.H.Lehr, J.P.Bigelow and S.B.Levinson(2002) “Stimulating Investment and the Telecommunications Act of 1996,” report filed by AT&T in FCC Docket 01-338, Oct 11.

(in Japanese)

Fair Trade Commission(2004) Broadband Service tō no Kyōsō Jittai ni kansuru Chōsa Hōkokusho.
Information and Communications Council (2001) IT Jidai no Setsuzoku Rule no Arikata ni tsuite (Policy on Interconnection Rule in the IT Era), July 19.

Information and Communications Council (2004) Heisei 17 Nendo ikō no Setsuzokuryō Santei no Arikata ni tsuite, October 19.
Kanzaki,M.(2006) NTT Min-eika no Kōzai: Kyojin no ‘Dokusen Kaiki wo Tou, Nikkan Kogyo Shimbun.
Kodama,H.(2005) Gensōkyoku: Son Masayoshi to Softbank no Kako, Ima, Mirai, Nikkei BP.

Miki,N.(2006) Softbank ‘Jōsikigai’ no Seikō Hōsoku, Toyo Keizai.
Nakamichi,O.(2004) Yahoo! BB Network Kōchiku Ki (http://itpro.nikkeibp.co.jp/prembk/NBY/techsquare/20040921/1/?ST=print).

Nikkei Communications(2003) Sirarezaru Tsūsin Sensō no Shinjitsu (Unknown Facts under the Communication War): NTT, SoftBank no Antō, Nikkei BP.

Nikkei Communications(2005) Hikari Kaisen wo meguru NTT, KDDI, Softbank no Yabō: Sirarezaru Tsūsin Sensō no Shinjitsu, Nikkei BP.

Nikkei Communications(2006) 2010 Nen NTT Kaitai: Sirarezaru Tsūsin Sensō no Shinjitsu, Nikkei BP.

NTT(2003) “Shachō Kaiken” (http://www.ntt.co.jp/kaiken/2003/030730.htm).

Study Group on Interconnection Charge Calculation (1999) Hōkokusho (Report), July 30.

Tajiri,N.(2007) Broadband no Fukyū Yōin to sono Seisaku teki Gan-i ni kansuru Kenkyū (A Study of Factors Contributing to Broadband Diffusion and their Policy Implications), Doctoral Dissertation (Waseda University).

Telecommunications Council(2000) Setsuzokuryō Santei no Arikata ni tsuite (Policy on Calculation of Interconnection Charge), February 2.

� Another means is co-location that allows an applicant to co-locate its equipment in the buildings of an incumbent carrier. Co-location also needs a proper charge-setting for the space.


� In July 1999, NTT was reorganized into a holding company, NTT Corp., two local companies, NTT East Corp and NTT West Corp, a long-distance and international company, NTT Communications Corp., a mobile phone company, NTT DoCoMo Inc., and so on. Hereinafter, NTT East and West might be described only as NTT. A parent company and a subsidiary may not be strictly distinguished for other carries too. 


� The same result is obtained by Eisner and Lehman (2001); “[S]tates with lower UNE prices have less facilities-based entry, [however] we find no evidence that [such] states have more non-facility entry” (p.B3).


� UNE-P or UNE-Platform is a general term for the main combinations of UNEs.


� Moreover, Willig et al.(2002) build a simultaneous equations model with UNE-P rates and competitive carrier’s activity as explained variables (and the latter is an explanatory variable of the former), and find a negative relationship between UNE-P rates and competitive carrier’s activity and a positive relationship between competitive carrier’s activity and incumbent carrier’s investment and indicate the causality of “UNE-P rates↓ → competitive carrier’s activity↑ → incumbent carrier’s investment↑.” By the way, the author has not obtained this paper. The above explanation is based on Willig (undated) and Hausman and Sidak (2005).


� Before unbundling and collocation rules were established, a new entrant needed longer lead-time and higher cost to launch the DSL service based on NTT’s copper loops. In December, 2000, the Fair Trade Commission (FTC) warned NTT East on the suspicion of its obstructive conduct toward a new entrant.


� Fransman(2006) states that “prices for LLU access [ ]arguably even below cost,” (p.30) with no ground Though Fuke(2003) expresses the charge for line-sharing of the copper local loop as “low” and the charge for the optical fiber loop as “very low,” no criterion for judgment is presented.


� When the specified telecommunication equipment is specified, the metal loop and the optical fiber loop are not distinguished.


� NTT is not necessarily tied to the rate level. “If there are rational reasons to change [the level], NTT can apply it to an administrative agency” (Study Group 2006, Japanese ed., p.53).However, Study Group (2006) states that taking into account of both sides of demand (income) and supply (cost) until 2010, no concrete reason to review the present level has not be presented” (p.51).


� eAccess and Acca Networks were (and are still) among several nation-wide DSL companies. According to Kanzaki (2006), “NTT had a plan to shift from the integrated services digital network (ISDN) to the optical fiber network at first. … . However, they could not overlook the great advance of Softbank and made strenuous efforts unavoidably in the ADSL business” (p.98).


� Though Fransman (2006) takes Softbank’s low price strategy as predatory (destructive in his word), it seems incorrect in respects of NTT’s scale and Softbank’s financial condition at that time.


� ADSL has shortcomings in that the upload speed is only a few Mbps and in that the transmission speed decreases as the distance from a telecoms carrier’s central office. However, Softbank (2007) describes as follows: “[our DSL service] has received broad support from customers in such area as cost and speed” (p.22). “Based on our judgment that it has sufficient capacity to enjoy various contents for broadband transmission at present, we keep on [ ] acquiring new customers” (Softbank 2007, Japanese ed., p.5).


� The interconnection charges in the United Kingdom, France and Germany were p1.18≈¥2.27 (GC) and p.1.72 ≈¥3.31 (ZC); c.16.53≈¥3.26 (GC) and c.32.40≈¥6.39 (ZC); and pf5.13≈¥3.39 (GC) and pf11.07≈¥7.32 (ZC) respectively (Telecommunication Council 2000). Higher interconnection charge brings higher usage-based call rate, and then it could increase the demands for fixed-priced DSL and optical fiber services for the Internet access.


� Richard Fisher, the former Deputy USTR had a similar remark.


� According to Ikeda (2003), “NTT admitted unbundling in exchange for a compression of reduction in the interconnection fee after it became an issue in the [U.S.-Japan Negotiations]” (p.14).


� To recover NTS costs by the fixed basic charge and TS (traffic sensitive) costs by the usage-based call rate are efficient in the viewpoint of surplus maximization. On the other hand, because subscribing to a telephone network is premised on the surplus of telephone calls exceeding the basic charge, a low basic charge is needed to securing universal service.


� However, the recovery of NTS costs is gradually shifting to fixed monthly charges.


� Though the competitive carriers resisted to a series of events and filed an administrative suit against the MIC, they lost the case at a district court (However, the retroactive settlement system was abolished).


� The cost of universal service is the total of costs of subscriber telephone services, public telephone services and emergency call services. NTT East’s and West’s deficit of the universal service amounted to ¥36.6 billion even after getting financial support from the fund (The contribution of NTT East and West to the fund was ¥5.3 billion). 


� However, in June 2006, an advisory panel to Internal Affairs and Communications Minister proposed to review exhaustively the telecoms laws in 2010 to functionally separate the NTT East’s and West’s bottleneck facilities. Then, the Government agreed with the Liberal Democratic Party, the ruling party, that was against a hasty reorganization of NTT, to prepare fair competition rules such as the opening of NTT’ networks and to discuss the NTT’s reorganization in 2010 taking into account the spread of broadband services and the progress of NTT’ Medium-Term Management Strategy.


� On unbundling in the U.S., see Bauer (2006).


� In Japan, there is little administrative suit around the telecoms policy and therefore the involvement of a court in the policy. An exception is referred in f.n.17.
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Sheet1

				FY 1999		FY 2000		FY 2001		FY 2002		FY 2003		FY 2004		FY 2005

		NTT East		5,309		5,496		3,656		3,342		3,778		3,991		4,222

		NTT West		5,059		5,481		4,006		3,624		3,976		3,978		4,629
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Sheet1

				FY 1999		FY 2002		FY 2003		FY 2004		FY 2005

		NTT East		338		832		1,189		1,572		2,056

		NTT West		323		876		1,365		1,623		1,862






