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EUROPE'S DIGITAL ECONOMY FACES MULTIPLE CHALLENGES ...

Europe losing ground
in all segments of the
ICT industry

Eroding market
capitalization in Europe.
Value shifts towards North
America and adjacent
Internet markets.

Market structure

EU telecoms market highly
fragmented. Insufficient
scale harms ICT industry in
Europe.

Revenues

Prolonged revenue
decline in European
markets; at the same
time, data traffic grows
tremendously.

EU lacks investment up to
270bn EUR for high-speed
next generation networks.

Harsh regulatory framework
despite intense competition
in converging markets.

Competitive pressure from
OTTs and global telco
giants squeezing European
telecoms industry.

Europe lacks an integrated
cybersecurity, data
protection and

privacy strategy.

Source: European Commission, Bernstein Research, HSBC, A.T. Kearney, BCG



... AMERICAN AND ASIAN COMPANIES DOMINATE ALL SEGMENTS OF
THEICT MARKET

ICT Leaders 2012 (by revenues)
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EUROPE’S POLICIES IN THE TELECOM SECTOR HAVE NOT
INCENTIVISED OPERATORS TO DEPLOY FIBRE NETWORKS

OBSERVED SCENARIOS TOWARD FIBRE ACCESS REGULATION

Intervention

“Subsidies”

* Japan (80%)

* Korea (80%)

* Malaysia (35%)")
“Public network”

* Singapore (>50%) "
* Sweden

* Qatar

* Australia (98%) ")
 New Zealand (75%) ")

* U.S. (40%)"
* Hong Kong (75%)
* Turkey (25%)?

Government role infiber supply

No intervention

* Most EU Member
States

®

* UK (<5%)

Regulatory holiday

Regulated access

Functional/structural

separation

Source: McKinsey (2013), Briglauer & Gugler (2013)

Regulatory regime

I Planned and committed fibre development level
2 Regulatory holiday for 5 years or up to 25% broadband market share

Only a solution that
delivers funding to
the industry appears
to work for large-
scale fibre rollout

“Should Europe
adopt an industrial
policy to strengthen

its telecoms sector?”

In brackets: % of households covered/
plannedto be covered by FTTx



INDUSTRIAL POLICY: A DEFINITION

“Industrial Policy is any type of intervention or
government policy that attempts to improve the business
environment or to alter the structure of economic activity
toward sectors, technologies or tasks that are expected
to offer better prospects for economic growth or societal
welfare than would occur in the absence of such
intervention.”

(OECD definition)

Source: Warwick (2013, p. 16)



INDUSTRIAL POLICY HAS A BAD NAME ...

" Governments,picking winners” and saving losers ...

= thereby distorting competition

= and exposing themselves to capture by vested interests

The

Economist

,This house believes
that industrial policy
always fails”

Josh Lerner

Source: Aghion et al. (2011), Lerner (2009), The Economist, McKinsey Global Institute

Flaws law
Attempts to establish semiconductor industries

Estimated Sustainable
subsidies? competitive

Country Date* $bn edge?
United States 1976-80  12-36 v
Japan 1080-82 1956 x
Taiwan 1990 1543 v o
SouthKorea 1990  9-26 v
Singapore 1995 516 x
G S fat S
e G o e S
e L s S

*Paint at which industry investments exceeded $1bn
tCumulative government incentives

Source: McKinsey to 2008, estimated at 20-35%
Global Institute of total investment




... BUT THERE ARE REASONS FOR A RETHINK

Reasons

Weak state of many
European economies

Structural imbalances
in the economy

Investment in the ‘right’
sectors?

Responding to foreign
policy approaches

Source: Warwick (2013)

Explanation

Need to reduce unemployment and stimulate growth

Deindustrialization, preponderance of finance and property
(UK, US)

Capital market imperfections and credit constraints may
limit capital inflow to sectors with growth potential and
positive effects on the rest of the economy

Path-dependence of innovation

Need for a response to policies adopted by economies such
as China and South Korea?



TWO PROMINENT PROPONENTS

,Without a proactive choice to develop a national industry
through the provision of public funds, through securing a
public sector demand for industrial products ... Korea
would have remained a producer of rice instead becoming
a global leader in consumer electronics”

Philippe Aghion

Harvard University

yIndustrial policy: don’t ask why, ask how”

Dani Rodrik
Princeton

Source: Aghion et al. (2010), Rodrik (2008)



INDUSTRIAL POLICY IN THE TELECOM SECTOR: IMPLICITLY,
ALREADY PRACTICED?

EXAMPLE: GERMAN 2010 SPECTRUM AUCTION

Acquisition of spectrum in the
800 MHz band implies coverage
obligations must be observed
(i.e. small communities must be
served first with mobile
broadband)

1 2, =

Deutsche Telekom'’s first LTE antenna tower
in Kyritz, Brandenburg

> (st this industrial policy?

Source: de Streel & Defraigne (2014), McKinsey (2013), company information



THE CASE FOR INDUSTRIAL POLICY IN THE EUROPEAN TELECOM

SECTOR

Government‘s natural
interest and
competence

Telecoms as critical infrastructure
Persistent regulatory engagement
Proximity as success factor for industrial policy to work

Positive external
effects

Telecoms as general-purpose technology (GPT)
Enabling function for other industries
Risk of market failure in the presence of external effects

Capital market
imperfections

Very long investment payback periods

Sceptical investors due to disappointing sector
performance in the past

Credit constraints due to sector’s indebtedness

Optimizing laissez-
faire equilibrium

Avoiding a digital divide: Government intervention may
direct investment towards an equilibrium socially more
desirable than the laissez-faire equilibrium
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