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Net Neutrality Regulation ante portas in 
Europe 

2 I. Introduction 

• September 2013: European Commission issued a proposal 
including a net neutrality regulation 
– The proposal is still going through the legislative procedure 
– approved (with some adjustments) on April 3rd 2014 by the European 

Parliament in the first reading  
 

• Especially articles 23 and 24 consider the implementation of a 
net neutrality regulation  
 

• Article 23(2) includes a regulatory market split allowing the 
provision of specialized services endowed with higher and 
guaranteed levels of traffic quality as long as general best 
effort traffic quality is not impaired “in a recurring or 
continuous manner” (EC 2013) 
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3 I. Introduction 

 
• Net neutrality in broadband Internet requires that providers 

of traffic services are allowed to determine capacity allocation 
by means of price and quality differentiation strategies in 
order to meet the needs of heterogeneous users 

 
• The implementation of a market driven net neutrality hence 

requires that each application service is priced according to 
the opportunity costs of used traffic capacities 
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Knieps (2011): Interclass Externality Pricing 
 
In a scenario in which differentiated levels of traffic quality are 
provided in different traffic classes based on prioritization 
strategies, a pricing scheme based on the opportunity costs of 
additional data packets in higher classes which are strongly 
determined by the delays imposed on the data packets in the 
lower quality classes (interclass externalities) is developed 
 
 Specialized services were not considered here 

 
 

I. Introduction 
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Knieps (2013): Generalized DiffServ Architecture 
 

• Capable of providing an adequate toolkit for tailor-made 
quality differentiations by combining resource reservation 
strategies with strategies based on prioritization 

 

• Continuum of active traffic management strategies can 
cater for different degrees and characteristics of 
heterogeneity in demand for traffic quality 

 

• Technical foundations specified in several RFCs, e.g. RFC 
4594 (Babiarz et al. 2006) 

 

I. Introduction 
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• As the provision of “public” Internet traffic services and 
specialized services require the same resources (traffic 
capacities), capacity allocation between these service types 
produces a rivalry situation 

 
• Introducing a pricing model based on the multipurpose 

Generalized DiffServ architecure, we can illustrate the effect 
of a marginal increase in bandwidth reservation for the 
provision of specialized services on “public” Internet traffic 
services 

I. Introduction 
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• Whereas in the context of pure DiffServ architecture an 

incentive compatible pricing scheme has been developed 
based on interclass externality pricing, we extend this pricing 
model to fit a Generalized DiffServ architecture 
 
 The more general principle of rivalry for network resources 

used for different traffic classes can be applied  
Opportunity costs of network usage 

I. Introduction 
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• Special case with three traffic classes: 

– Traffic class 1: 

• Designed to cater demand for highly quality-sensitive application 
services (e.g. video conferences) 

• Similar to specialized services, it provides deterministic guarantees for 
pre-specified levels of (minimum) traffic quality (hard QoS) 
irrespective of actual usage 

• Implementation by means of resource reservation (and strict 
admission control 
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Intraclass 
externalities 

Interclass 
externalities 
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• The provision of specialized services cannot be considered isolated 
and thus outside the public Internet 

• Rather, they are necessarily provided inside the Internet based on a 
common resource pool 

• Any IP-based data transmission ultimately requires the use of the 
same traffic capacities irrespective which application services they 
are serving as inputs for  
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• The regulatory market split in TCP/IP-based best effort traffic 
services in the public Internet and quality-ensured specialized 
services is artificial and hampers entrepreneurial search processes 
for the efficient provision of the heterogeneous demand for traffic 
qualities 
 

• The recent proposal for a net neutrality regulation turns out to be a 
fallacy 
 

• The resulting market split leads to economical inefficiencies and can 
by no means prove stable in a competitive environment 
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• From network economic perspective, only a price and quality 
differentiation strategy based on the opportunity costs of traffic 
capacity can be stable 

• Best effort TCP cannot provide required differentiations reflecting 
heterogeneous demands for traffic quality  

• A transition to a more “intelligent” Internet architecture based on 
active traffic management for all data traffic is inevitable 

• The Generalized DiffServ architecture enables the provision of a 
multitude of heterogeneous application services  
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2005          2006 2008  2009  2010    2013               2014 

Beginning of issuing 
proposals in Congress, e.g. 
“Net Neutrality Act” 

FCC’s Open Internet Order:  
• future role of net neutrality regulation  
• „reasonable“ vs. „unreasonable“ 

traffic management 
• role of „specialized services“ 

FCC’s latest 
proposal for 
regulation 
from May 15th 
2014  

Madison 
River v FCC  Comcast v 

FCC  
D.C. Circuit struck 
down parts of FCC’s 
Open Internet Order  

D.C. Circuit struck 
down FCC’s sanction 
vis-à-vis Comcast  
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• Generalized DiffServ architecture: 
 
 
 
 
 
 
Source: authors 
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