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1. SUMMARY  

The European Commissioner for the Information Society and the Media announced in a 
speech on 8 February 2006 that the Commission had starting working on an EU 
regulation of international roaming charges.  Mobilkom has requested CRA International 
to prepare an independent economic report assessing the proposed regulation.   

Does market evidence support the need for EU-wide regulation? 

This report first examines the market evidence as to whether or not roaming prices are 
currently being set competitively.  The main rationale put forward by the Commission for 
regulation was the view that even though wholesale roaming prices may have been 
falling, retail roaming prices appeared unchanged.  There are reasons to question the 
reliability of this observation particularly as a basis for a major regulatory intervention. 

The Commission’s observation appears to based on limited data over a short period.  
Analysis of longer-term movements does show substantial falls in retail roaming prices in 
particular markets.  While this is not the case in all markets, it is also the case that 
wholesale roaming prices have come down in some countries but not in others.   

[business secret] 

The current pricing evidence suggests there are significant differences between national 
markets.     

Recent developments at both the wholesale and retail levels are significantly changing 
the markets for roaming services.  At the wholesale level, traffic direction technology is 
giving operators, including smaller operators, the ability and incentive to discount 
wholesale prices to win more traffic.  This is reflected in much greater volatility in market 
shares, increasingly common discounting and international alliances.  For instance, there 
is evidence that the high degree of integration amongst the Scandinavian operators is 
delivering low wholesale prices in those markets.  At the retail level, a number of 
operators have introduced significant pricing innovations that provide for significantly 
lower retail roaming prices and are proving popular.  The retail market is also likely to be 
impacted by technological developments such as new handsets that enable VoIP calls to 
be made at WiFi hotspots.        

Whether there remain competition problems in relation to particular national markets is 
best assessed at the national level and national regulators are currently analysing these 
markets.  
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What would be the effects of benchmarking regulation?         

While benchmarking may at first appear a simple and reasonable solution, it has a host of 
problems.  First, benchmarking to the prices of domestically provided services may be 
ineffective as national markets in which there is not effective competition may be setting 
high roaming prices as well as high prices for domestically provided services.  On the 
other hand, markets in which there is strong rivalry between operators would be expected 
to be already delivering competitive prices for roaming and other services.     

Detailed analysis of potential benchmarks reveals significant differences between those 
benchmarks and international roaming services that suggests that there are no clear 
choice for a benchmark.  These differences relate to the nature of the services supplied 
(for instance national roaming is often provided in rural areas where networks have 
significant spare capacity), the costs (international roaming involves extra network 
resources, administration and billing costs) and the volume of committed demand.  
International roaming is different to regulation of cross-border payments which uses an 
individual bank’s own rates for domestic transfers to set a price for international transfers.  
Mobile operators are reliant on wholesale roaming services generally supplied by other 
operators.   

Benchmarking regulation also carries the risk of significant distortion.  Operators will need 
to price the service that is benchmarked with regard not only to the supply and demand 
conditions for that service but also taking into account the implications for their roaming 
revenues.  Benchmarking across mobile services also imposes more uniform pricing 
when economic theory demonstrates that differential pricing to recover fixed and common 
costs is likely to be lead to higher overall demand and consumer benefits.    

More generally, price regulation of roaming services is likely to generate little benefit to 
mobile consumers overall as lowering roaming prices will force up the price of other 
mobile services.  Regulation may, however, impact harshly on: 

• operators in countries which are major destinations for travellers, including 
Mediterranean and Alpine countries;  

• operators that currently charge higher wholesale prices for travellers roaming on 
their networks, particularly operators from the new EU Member States; and 

• customers who are not frequent users of roaming services (i.e. the bulk of mobile 
customers) and thus would gain little benefit from the regulation but are likely to 
face higher prices for other mobile services as operators will be forced to recover 
a greater proportion of their costs from those other services. 
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The likelihood of significant differences in the way roaming regulation impacts different 
operators and customer types also suggests that the design of regulation should take full 
account of the differences in the impacts between Member States and customer groups.  
National populations and regulators may vary in the extent to which they are prepared to 
accept lower income groups being made worse off to the benefit of frequent travellers and 
operators in other countries.     

Regulation also risks harming competition through driving market consolidation and 
deterring investment in the deployment of new services and the extension of 3G coverage 
outside urban areas.  Moreover, regulation risks stifling the market developments that are 
currently increasing the competitiveness of roaming offers as well as innovative new 
products that can deliver cheaper calls when travelling – the Commission risks displacing 
market-determined prices with a need for ongoing regulation.    

What is the best way forward? 

The Commission’s proposal comes at a time when national regulators are still 
undertaking their market analyses and in which roaming markets are undergoing 
significant change.  The existing evidence does not support the need for EU-wide 
regulation of either wholesale or retail roaming services.  Moreover, the imposition of 
retail benchmarking regulation at this time would be likely to harm the development of the 
competitive process, while being administratively complex and likely to deliver little overall 
benefit to consumers.  The Commission can instead play an important role in taking steps 
to facilitate the competitive process including through measures to improve transparency 
and enable international alliances.    
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2. DOES MARKET EVIDENCE SUPPORT A NEED FOR 

REGULATION?   

A key initial threshold for determining whether regulation is required is to identify the 
existence of a market failure, particularly the absence of effective competition.  Given the 
costs of regulation, especially the risks of regulatory errors, regulation should only be 
contemplated where there are found to be significant and enduring problems in the 
market absent regulation.  As the European Commission states in its Framework 
Directive (recital 27): 

“It is essential that ex ante regulatory obligations should only be imposed where 
there is not effective competition, i.e. in markets where there are one or more 
undertakings with significant market power, and where national and Community 
competition law remedies are not sufficient to address the problem.”   

This section assesses the evidence on whether roaming services are currently being 
provided competitively.  We first examine the pricing observations put forward by the 
Commission as the motivation for regulating roaming charges.  We find that these pricing 
observations may be providing a misleading picture.  In fact, there is evidence that 
wholesale roaming prices have been falling in some EU Member States but not others.  
Further, retail roaming prices have also shown large falls in a number of Member States 
particularly when considering a larger sample of countries over a longer time frame.  
While there are countries in which retail prices have not fallen, we note that a range of 
developments are impacting mobile prices so that there should be no simple inference 
that competition in these markets is not working.  Finally, we return to what we believe is 
the most robust way of assessing the competitiveness of markets for roaming services on 
the basis of established competition law principles.    

2.1. THE COMMISSION’S VIEWS OF MARKET PRICES ARE FLAWED 

In announcing the proposal to regulate roaming charges on 8 February 2006, the 
Commissioner for the Information Society and the Media provided a rationale for the 
regulation based on two main pricing observations: 

“…roaming prices remain unjustifiably high at the retail level even though 
competitive pressure may have brought down charges at the wholesale level.” 
and 

“…roaming prices – where they were published by operators, which was not 
always the case – vary considerably between operators in the 25 EU Member 
States”. 

We first consider the factual question of whether wholesale and retail prices have been 
falling.  The Commission has published on its website a selection of retail roaming 
charges for September 2005.  We believe that this website is of limited use for assessing 
changes in the roaming prices actually faced by customers for the following reasons. 
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• The website covers only a small sample of countries.  For retail customers of 

operators in any particular country only 4 destination countries are shown.  For 
instance, for Austrian customers, the website shows only the retail roaming prices 
that they would incur in roaming in Estonia, Finland, Greece and Malta.  
[business secret].   

• The prices on the website are for tariffs that would not generally be used by 
customers who roam frequently (the prices also exclude promotional prices such 
as are often available during summer vacation periods).   

• Short-term movements in retail prices are likely to take the form of price 
promotions with changes in standard tariffs taking a longer period to implement.  
Moreover, wholesale prices are set as part of longer-term agreements so that the 
wholesale costs underlying the retail prices may also not have changed in many 
instances over the 5 month time-frame from when the Commission first published 
prices on its website to when the Commission have been reviewing prices to 
update the website as indicated by Commissioner Reding. 

The Commissioner’s speech also made reference to the ERG.  While the ERG has stated 
that “so far it has not been brought to evidence that savings are passed on to end users”, 
the European Regulators Group (ERG) explicitly noted that “the ERG joint project has not 
conducted an analysis at the retail level.”1      

Collecting evidence on movements in roaming prices across the EU is a substantial, if not 
impossible, undertaking for private parties who will not have access to wholesale prices 
negotiated in bilateral deals apart from those that may be faced by an individual operator 
or operator group and who will generally not have records of the historical retail roaming 
prices of other operators.  National regulators are better placed to collect information on 
roaming prices from multiple operators and many have already done so in preparation for 
assessing competition in the international wholesale roaming market.   

As we discuss next, the information that is available does not support the Commission’s 
belief that there is an EU-wide problem in relation to roaming prices.     

What has happened to wholesale prices? 

In terms of the overall European situation, the ERG found in September 2005 that “there 
is no evidence that wholesale nominal prices have been changed/reduced significantly” 
but that “from a general perspective the wholesale discounting process is still in early 
development.”2  The Finnish regulator recently found that the wholesale IOT roaming 
prices charged by Finnish operators had increased by 7 per cent on average over 2002 to 
2005, although it noted that Finnish wholesale prices remained low compared with other 
EU countries and that “…the discount systems related to traffic direction have only 
recently been introduced, and not all price reductions related to the agreements have 

                                                 
1  ERG common position on the coordinated analysis of the markets for wholesale international roaming, para.68. 

2  ERG, Consultation report on the common position on wholesale international roaming, 30 September 2005, p.2.    
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been realised.”3  Thus both the ERG and FICORA indicated that there appeared to be 
fairly stable pricing in the past but they believed that the national wholesale markets were 
yet to be impacted by the price discounting encouraged by the advent of traffic direction 
technology.   

[business secret] 

Another factor explaining differences between countries is likely to be whether operators 
in different countries are part of the same group.  Economic theory (‘double-
marginalisation’) suggests that a single firm supplying both the wholesale input and the 
final retail service may result in a lower final retail price to customers than would occur if 
there is separate wholesale and retail firms.  The underlying reasoning is that a firm 
operating only at the wholesale level will set its price taking into account the extent to 
which its volumes would changes if it charges a higher or lower price.  The wholesale firm 
ignores the impact of its pricing decision on the volumes supplied by firms at the retail 
level.  Similarly, retail firms ignore the impact of their pricing decisions on wholesale firms.  
However, when the same firm is supplying both the wholesale and retail services, it will 
take account of the fact that lower prices increase both its wholesale and retail sales.  
This can mean that the vertically integrated firm finds it more beneficial to set a lower 
retail price than would be charged by independent firms.  In this regard, there is evidence 
that the roaming prices between the Scandinavian countries are relatively low and this 
may reflect the high degree of integration amongst the Scandinavian operators.4                         

What has happened to retail prices? 

The analysis of retail prices enables the prices of a wider range of operators to be 
considered as retail prices are generally available on operator websites, although there 
are constraints in terms of the availability of data on past roaming prices as well as some 
difficulties in extracting comparable current prices.   

We have first undertaken an analysis on the basis of international roaming price data 
reported in a presentation by INTUG in March 1999 plus some other INTUG publicly 
released reports with 1999 data.5  These prices are the retail prices, excluding VAT for 
customers calling their home country when roaming on a network in another country.  
A call duration of 2 minutes and 15 seconds is assumed, with allowance made for charge 
unit duration.  We have made the assumption that these are business charges where 
there was not stated as INTUG has used business prices when reporting other 
international roaming prices. 

                                                 
3  FICORA, Decision on significant market power in wholesale market for international roaming in Finland, 

29 December 2005, p.8. 

4  Commissioner Reding, herself, noted the low retail prices for a Finnish customer roaming in Sweden indicating 
relatively low wholesale prices as well.  FICORA has also noted that Finnish wholesale prices are relatively low. 

5  Allan Fischer-Madsen, 1999, Roaming charges: An analysis, http://www.intug.net/talks/AFM_1999_03.pdf. 
Other INTUG sources of data and other information for the analysis were 
http://www.3wan.net/articles/tp/sutherland.htm and http://www.intug.net/talks/ES_2003_12_beltug.pdf. 

 

http://www.intug.net/talks/AFM_1999_03.pdf
http://www.3wan.net/articles/tp/sutherland.htm
http://www.intug.net/talks/ES_2003_12_beltug.pdf
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Taking the countries for which there was 1999 data from INTUG, we used operators’ 
websites to obtain, where possible, current (March 2006) business roaming rates. In a 
small number of cases prices have been taken from the prices for September 2005 
reported on the European Commission’s website.  These prices were used to construct 
prices for the same call duration as above, allowing for charge unit duration. VAT was 
removed from all prices reported on a VAT inclusive basis. We have used standard 
charges rather than discounted or special rates – this will tend to understate the level of 
price reductions as such discounted or special rates have become more common more 
recently.  We have then computed the price changes between 1999 and March 2006.  We 
regard the calculated price changes as indicative as full details of how the 1999 charges 
were determined were not available. 

In the majority of cases covered by the analysis, retail roaming prices have fallen in both 
real terms and usually in nominal terms as well. Table 1 presents cases of indicative real 
price reductions (after deflating current prices for the increase in the CPI over the period 
1999 to 2005 in the roaming subscriber’s home country) revealed from the analysis.   
Overall, this evidence does not support the European Commission’s contention that retail 
roaming prices across the EU have not been falling.   
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Table 1: Examples of indicative real falls in retail international roaming prices (calls to home 
country), 1999 to March 2006 

Home country and retail provider  

United Kingdom 

OS country  Network provider Cellnet (O2) Vodafone 

Mann (Vodafone) -45.0% -12.3% Germany 

T-Mobile -46.9.9%  

KPN -41.9%  Netherlands 

Libertel (Vodafone) -55.4% -18.3% 

Mobilstar -41.9%  Belgium 

Proximus -41.4% -17.7% 

Norway Telenor -7.2%  

Germany  

Mann. (Vodafone) T-Mobile 

Cellnet (O2) -12.1% -15.4% UK 

Vodafone -31.0% -33.8% 

Netherlands Libertel (Vodafone) -8.0% -27.7% 

Belgium*  

Mobilstar Proximus 

Cellnet (O2) -28.4% -38.6% UK 

Vodafone -19.2% -31.3% 

Denmark  

Sonofon  

Ireland Esat (O2) -5.9%  

Ireland  

Eircell (Vodafone) Esat (O2) 

Sonofon -30.1% -40.9% Denmark 

TeleDanmark (TDC) -49.5% -33.7% 

  Sweden#  

  Comviq (Tele2) Telia 

Netherlands KPN -39.6% -8.8% 

 Libertel (Vodafone) -47.6% -2.9% 

* These price changes are for the period 1999 to 2003 and used INTUG data for both years.   
# Current prices from EC sample international roaming tariff website.  
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INTUG’s website also presents more recent data on mobile roaming prices, in particular, 
for roaming in Greece in August 2004.6  This data includes both the retail per minute 
prices to make a call back to the home country and to receive a call while roaming in 
Greece.  We have compared these prices to the current per minute roaming charges.  
The 2004 data did not specify the Greek mobile network on which calls were roaming on, 
we have based the current prices for roaming on Vodafone’s Greek network although the 
retail prices are often the same regardless of which Greek network the customer roams 
on.  Table 2 shows real falls in retail roaming prices in a number of countries (i.e. 
adjusting for home country CPI between 2004 and 2005).   

Table 2: Real falls in retail prices per minute for roaming in Greece (2004 to present) 

Home country  Retail provider CALLING 
home country 

RECEIVING A 
CALL from 
home country 

Denmark Sonofon -2% -2% 

France Orange -2% -2% 

Germany Vodafone  -2% -3% 

Ireland Vodafone -48% -44% 

Vodafone -20% -20% UK 

O2 -5% -5% 

The analysis of changes in retail roaming prices in Tables 1 and 2 has been based off 
standard tariffs.  This is likely to understate the actual price reductions as the retail 
roaming prices actually paid by customers is affected by increasingly common specific 
roaming tariffs for frequent travellers and special promotions for less frequent travellers, 
particularly over the summer vacation period.  Following are examples of such price offers 
that deliver substantial reductions in roaming charges off standard tariffs.  

• Mobilkom introduced a "Voice Happy Hour", that customers subscribed to by 
simply replying to a SMS message announcing the offer, which reduced prices for 
calls to Austria as well as calls made in the foreign country [business secret].  
For many less frequent travellers, the summer vacation period will be the main 
time in which they are likely to make roaming calls.   

• [business secret] 

• Vodafone Passport enables calls to be priced at the same rate as they would be 
priced at home once a connection fee has been paid.  Customers can also use 
their inclusive minutes to cover roaming minutes.  Vodafone reports that up to 
5 million customers have subscribed to Vodafone Passport since its introduction 
in mid-2005.   

                                                 
6  INTUG, 2004, International Mobile Roaming in Greece, Prices for voice calls, August, 

http://www.intug.net/surveys/gsm/olympics/voice.html 
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• O2’s International Travellers Service offers up to 40% off standard roaming call 

charges and is included in business tariffs or is able to be subscribed to on other 
tariffs for a £2.54 monthly charge (ex VAT).  

• Transatel, an MVNO, offers an international roaming service using a multi-IMSI 
SIM card, which offers 30%-70% off standard roaming rates in Belgium, France, 
Luxembourg and the Netherlands and enables customers to receive calls for free. 

Operators have also taken steps to improve transparency, including the introduction of 
more flat rate roaming tariffs (i.e. the same price across a regional grouping of countries 
or even EU-wide) and the development of a Code of Conduct on pricing transparency.  
The ERG investigated the transparency of information on roaming prices and found that, 
while there were problems in some areas: 

“all operators surveyed, except one, provide information on international roaming on 
their websites; almost all operators provide information on charges for calls to the 
home or visited country and charges for receiving calls on the visited network. Also 
information on charges for receiving SMS, sending SMS, and on possible set-up 
charges for SMS is diffusely available.”7

The introduction of special roaming tariffs and the improved transparency of roaming 
prices suggest that retail roaming prices are becoming a greater competitive focus. 

Overall summary of pricing evidence 

There is evidence that retail roaming prices have been falling in a number of Member 
States.  While in other Member States retail roaming prices have been stable, it should 
also be borne in mind that wholesale roaming prices charged by operators in some 
countries have not fallen limiting the scope for retail reductions.  In the next section, we 
examine what inferences can be made from the evidence on pricing.    

2.2. CAN THE LEVEL OF RETAIL ROAMING PRICES BE USED TO INFER A 
COMPETITION PROBLEM?   

The previous section found that retail roaming prices have fallen in some countries but 
not others.  While this does not suggest that there is a EU-wide problem with competition 
in the retail market, the question arises as to whether this evidence does indicate 
competition problems in some national markets.  In this section, we discuss why looking 
at retail roaming prices in isolation can be misleading.  In the following section, we 
consider a more comprehensive approach to assessing competition in the relevant 
markets.  

Roaming services are sold as part of a bundle of mobile services 

                                                 

7  ERG Project Team on International Roaming Retail Tariff Transparency, October 2005. 
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The first point to note is that customers buy retail international roaming services as part of 
a bundle of services supplied by their chosen operator that also includes access to the 
network and other retail mobile call and data services.  In particular, retail international 
roaming services are supplied as part of the cluster of services in the retail market for 
mobile services.  This is also the view of the Commission:   

“As regards retail services of international roaming, the Commission has 
generally considered that they are part of a package of mobile services. As a 
consequence, they should not be considered as a separate product market.”8   

When services are sold as a bundle, firms will often recover the cost of the bundle by 
setting prices that generate different levels of contribution from the different services sold.  
For example, wine served in restaurants will generally have a relatively high mark-up over 
the wholesale cost, but it is sold as part of a bundle that includes food, atmosphere and 
other aspects of the overall service.  The customer is not a "hostage" - they can easily 
choose another restaurant and such restaurant pricing practices are commonplace even 
in areas saturated with restaurants.  Similarly, hotel pricing will often lead to different 
mark-ups in relation to accommodation, the mini-bar, telephone calls and other services 
sold and this occurs even in areas and at times of the year when there is fierce 
competition among hotels to try to fill their rooms.  These examples show that pricing so 
as to receive differential contributions from different services does not indicate any market 
power.    

Firms in competitive markets that offer bundles of services will tend to recover different 
contributions from the services supplied because of differences in customers’ price 
sensitivities.  By focusing on the key price sensitivities within the bundle of services, firms 
can maximise the overall demand for their services.  For instance, relatively low prices for 
food or accommodation boost utilisation at restaurants and hotels.  Similarly, relatively 
low prices for access to mobile networks supports higher subscriber numbers.  Mobile 
operators will then need to recover a greater proportion of their costs from services which 
have lower demand elasticities.  The demand for international roaming service would 
appear to be relatively inelastic and this view is shared by national regulators.  For 
instance, the Finnish regulator has noted that “On the basis of the survey results, the 
demand for international roaming services seems rather inelastic.”9   

Pricing to recover different contributions from different services is not only consistent with 
competition but it is also welfare-enhancing.  The welfare-maximising property of pricing 
to recover a greater proportion of fixed and common costs from services with relatively 
inelastic demand (‘Ramsey-Boiteux pricing’) is well-established in economic theory.  
Recovering more costs from services with relatively inelastic demand does not impact 
demand for those services much but it does allow lower prices for services with relatively 
elastic demand – the net result is that a higher overall level of services are supplied.  In 
addition, by pricing the bundle of mobile services to achieve better overall utilisation, 

                                                 
8  Case No. COMP/M.3920 – FRANCE TELECOM / AMENA, 24/10/2005, para. 18. 
9  FICORA, Decision on significant market power in wholesale market for international roaming in Finland, 

29 December 2005, p.7. 
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mobile operators can also lower the unit costs of supplying the services through 
spreading the recovery of fixed and common costs over more minutes.      

A further point to note is in regard to the debate about ‘Ramsey-Boiteux pricing’ in relation 
to mobile termination charges.  Some regulators expressed concern about the relevance 
of ‘Ramsey-Boiteux’ pricing in that context on the grounds that mobile operators may 
have been pricing on the basis of relative demand elasticities that were distorted by the 
fact that the caller that pays the price of calling mobile phones on a particular network is 
different to the mobile customer that chooses to join that network.  This concern does not 
apply to the case of international roaming as customers pay the retail international 
roaming price of the network that they themselves decide to join.  

Roaming prices are affected by the costs and demand for the entire bundle 

Recognising that international roaming services are sold as a bundle with other mobile 
services has implications not only for analysing the mark-ups on different services at a 
point in time but also for drawing conclusions based on how prices have varied over time.  
In particular, the pricing of services sold as part of a bundle will be affected by the overall 
cost of supplying the bundle, the demand for and prices of the other services being sold 
as well as the competitiveness of the market in which the bundle is sold.  Examining the 
price of an individual service in isolation can be misleading if these other factors are not 
taken into account.   

The general pricing of mobile services has been affected by a number of key recent 
developments.  For many years, European mobile networks were able to achieve high 
penetration growth rates that enabled steady falls in prices and costs through scale 
economies.  This history may have led to the belief that mobile markets should continue 
to deliver significant falls in each year, even while prices in other competitive markets 
such as fruit and vegetable prices are expected to go up and down depending on 
changes in supply and demand conditions.  Most European mobile markets have now 
achieved close to full penetration so that there is little potential to realise further scale 
economies.   

On the cost-side, most European mobile operators are incurring significant extra costs 
arising from the migration to 3G, including the cost of running dual networks.  In addition, 
the sharp regulated reductions in termination charges imposed on many operators is 
shifting cost recovery onto services sold to subscribers, including roaming services (the 
so called ‘waterbed effect’).  Table 3 shows the extent of termination rate cuts in many EU 
markets. 
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Table 3: Cuts to mobile termination rates 

 Q1 2004 Q2 2004 Q3 2004 Q4 2004 Q1 2005 Q2 2005 Q3 2005 Q4 2005 

Germany    - 8% to
-17% 

   -17.0% 

UK   -30.0%      

Italy       -15.5%  

France -12.5%        

Spain     -16.1%   -15.0% 

Austria   -1.3%   -1.6%  -3.6% 

Belgium     -6.0%   -6.0% 

Denmark         

Finland -30.0%        

Greece     -14.7%    

Ireland         

Netherlands     -16.0%   -15.0% 

Portugal   -7.0%       

Sweden     -11.0% -11.0%   

Source: National telecoms regulators as quoted in CSFB European Mobile Report, 14 April 2005, p. 25 and 

CRA calculations of change in weighted average termination charge for Austria. 

The waterbed effect was expected by regulators.  For instance, the UK Competition 
Commission noted that: 

 “in our view, there will be a waterbed effect, ie most of the reductions in revenue 
from termination charges being capped will be recovered from the retail market.”10

If retail roaming prices have not been falling, one key explanation is the action of 
regulators themselves.  By removing termination revenues from an industry in which 
many operators are already not earning their cost of capital11, regulators have forced 
operators to seek to recover the lost revenue from higher charges for other services.  
Moreover, even operators that are profitable overall may be expected to face pressure to 
delay retail price reductions or even increase prices in response to lower termination 
charges as the cut in termination charges can be expected to make some marginal tariff 
plans no longer profitable to offer.  

                                                 
10  UK Competition Commission, Vodafone, O2, Orange and T-Mobile, 2003, para. 2.563. 
11  Normura Equity Research, 24 February 2006 (p.24) reports Returns on Capital Employed of less than 9% for a 

number of European integrated and mobile-only operators which is well below reasonable estimates of their 
costs of capital.  
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The evidence on the general pricing of mobile services over the last few years is 
consistent with overall demand and supply conditions preventing price reductions in many 
markets. The European Commission’s Eleventh Implementation Report suggests that 
general mobile prices (excluding roaming) have not fallen between 2004 and 2005 in 
many Member States, although there were significant falls in a number of countries.12  
Accordingly, a finding of little recent change in retail roaming prices does not suggest 
anything exceptional about roaming services.  Rather, the pricing of roaming services 
needs to be considered with regard to the general demand and supply conditions 
impacting mobile prices.   

Given the general factors impacting mobile pricing, as well as the evidence that wholesale 
roaming prices have not fallen in many cases, making simple inferences about the state 
of competition based on retail pricing observations is likely to be highly misleading.  In the 
next section, we outline a more robust approach to assessing competition.           

2.3. MARKET ANALYSIS BASED ON COMPETITION LAW PRINCIPLES DOES NOT 
SHOW A NEED FOR EUROPE-WIDE EX ANTE REGULATION  

One of the most concerning aspects of the Commission’s proposal to regulate roaming 
prices is that it ignores the framework, based on competition law principles, that the 
Commission itself has established to ensure that regulation of telecommunications 
services is justified and proportionate.  The Commission’s proposal instead seems to be 
based entirely on pricing observations which, as we have found in the previous sections, 
do not accord with market evidence and do not provide a reliable test of competition.  The 
purpose of this section is to outline why following the Commission’s Regulatory 
Framework for Electronic Communications does not support the imposition of EU-wide 
regulation.  

The current Regulatory Framework establishes a robust process to assess whether 
regulation is needed and, if so, to determine proportionate regulatory measures.  The 
Framework Directive (Article 15) empowers national regulatory authorities (NRAs) with 
the task of defining “…relevant markets appropriate to national circumstances, in 
particular relevant geographic markets within their territory, in accordance with the 
principles of competition law” and in the case of transnational markets NRAs “shall jointly 
conduct the analysis”.  NRAs are then tasked with assessing the competitiveness of the 
markets that are found to be susceptible to ex ante regulation and to impose 
proportionate remedies only on operators found to have Significant Market Power (SMP).  
Conducting the analysis at the national level enables differences between national 
markets to be taken into account.  The role of the Commission is to ensure consistency in 
the approach to applying the Framework, particularly in the assessment of SMP – it is not 
contemplated that uniform regulation should be applied across the EU regardless of local 
conditions. As the Access Directive (recital 13) notes: 

                                                 
12  The European Commission, 11th Report on the Implementation of the Telecommunications Regulatory 

Package, Annex 2, section 4.5. 
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“It may well be the case that competition develops at different speeds in different 
market segments and in different Member States, and national regulatory authorities 
should be able to relax regulatory obligations in those markets where competition is 
delivering the desired results.” 

For services such as wholesale roaming which are provided in one country but affect 
customers of other countries, there is an important role for coordination in the approach 
between national regulators.  We turn first to examine the implications of the Regulatory 
Framework for wholesale roaming before considering the implications for retail roaming. 

Assessment of the markets for wholesale roaming services   

In its Markets Recommendation, the Commission found that there was a “wholesale 
national market for international roaming on public mobile networks” (market 17) that 
included the provision of access and capacity (airtime minutes) to foreign mobile network 
operators for the purposes of enabling their subscribers to make and receive calls while 
on another operator’s network abroad.  The ERG has similarly found that: “Given this 
background it could be argued that today the relevant product market [for wholesale 
roaming services] encompasses all MNOs in a given country.”13   

Most individual national regulators are still in the process of assessing the wholesale 
national markets for international roaming services.  The Finnish regulator, FICORA, is 
the only national regulator to have completed the analysis of the market for international 
wholesale roaming services and it found that no Finnish mobile operator possessed 
significant market power in this market either individually or collectively.14  On the other 
hand, the French regulator has released a consultation paper suggesting that there may 
be competition problems in the French wholesale international roaming market.15  If the 
French regulator maintains its initial view then this would suggest that competitive 
conditions do vary across the different national markets for wholesale roaming services.     

The ERG points out the “…necessity to consider national circumstances and local effects 
when assessing the analysis criteria in a given national market”.16  The ERG 
nevertheless does make some comments on the factors that should be taken into account 
by national regulators in examining the wholesale roaming market.  Factors that the ERG 
identifies include: 

• fluctuations in market shares of wholesale roaming minutes; 

• the advent of traffic direction technology; 

• the recent development of wholesale discount agreements; and 

• the emergence of roaming alliances. 

                                                 
13  ERG common position on the coordinated analysis of the markets for wholesale international roaming, para.34. 
14  FICORA, Decision on significant market power in wholesale market for international roaming in Finland, 

29 December 2005. 
15  ARCEP, The market for international roaming  - public consultation, January 2006. 
16  ERG, Consultation report on the common position on wholesale international roaming, 30 September 2005, p.1.  
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The rapid uptake of traffic direction technology in particular over the last couple of years 
can be expected to dramatically alter the competitiveness of the wholesale market.  The 
Finnish regulator found that the use of traffic direction systems has increased significantly 
since 2003 and that: 

“Judging by the market data FICORA collected, some operators have directed nearly 
90 percent of their traffic to the network of the Finnish mobile network operator of 
their choice. FICORA estimates that more than half of international roaming voice 
calls made from Finland have been directed by foreign mobile network operators to 
the network of a Finnish mobile network operator of their choice during the first half of 
the year 2005.”17

[business secret] 

Whereas previously an individual operator that reduced its wholesale prices would not 
necessarily receive any significant increase in roaming traffic, traffic direction technology 
now enables that operator to capture a much greater volume of traffic.  The technology 
particularly creates the opportunity for players with currently small shares to rapidly 
increase their market share through discounting their prices.  The technology also means 
that individually negotiated roaming prices are likely to become much more common in 
place of standard IOT prices.  This will act to greatly reduce the transparency of an 
operator’s wholesale roaming prices to other operators in the market suggesting that the 
operators will not be able to reach and sustain any coordinated position.   

Already there is evidence of much higher volatility in wholesale market shares.  This was 
found by FICORA.  [business secret]. 

The market evidence suggests that the wholesale national roaming markets are at the 
point of substantial change.  A forward-looking market analysis, as is required for 
assessing the need for regulation in the period ahead, should be highly sensitive to the 
specific recent developments in each national market. 

Assessment of the markets for retail roaming services   

Recognising that retail roaming services are sold as part of a bundle together with access 
and other calls implies that the relevant market for assessing competition for retail 
roaming services is the retail mobile market for mobile services. This is also the view 
previously expressed by the Commission.18

The analysis of market power in relation to the retail mobile market for mobile services 
has been undertaken or is being undertaken by national regulators.  Of the final decisions 
to date, five national regulators have found their national market to be effectively 
competitive and two regulators have found their market not to be effectively competitive.19  

                                                 
17  FICORA, Decision on significant market power in wholesale market for international roaming in Finland, 

29 December 2005, p.5. 
18  For instance, see Case No. COMP/M.3920 – FRANCE TELECOM / AMENA, 24/10/2005, para. 18. 
19  Commission Staff Working Document - Annexes accompanying the Communication from the Commission on 

Market reviews under the EU Regulatory Framework, 6 February 2006. 
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Again, this would suggest national differences in relation to the competitiveness of the 
retail markets, although many EU retail mobile markets would be expected to be 
effectively competitive.   

We note that in most EU markets, customers can choose to acquire mobile services from 
several mobile operators and MVNOs are becoming more common. As well as direct 
competition between mobile operators and MVNOs in the supply of international roaming 
services, there are many other options that can provide good substitutes for international 
roaming calls in particular circumstances including SMS and blackberry messaging, 
calling card, emails using WiFi hotspots or internet cafes, acquiring a local SIM card.20  
Competitive constraints are likely to become even stronger in the future with increasing 
customer focus on roaming services and the take-up of GSM/WiFi dual mode handsets 
and mobile VoIP.  For instance, Nokia announced on 13 February 2006 that its 
GSM/WLAN handset will be available in the second quarter of 2006 and Skype and 
Hutchison announced an agreement on 14 February 2006 to develop Skype 
communications on 3G.  

The European Commission itself has recently noted that while retail roaming prices 
appear high: 

“There have however been encouraging signals from operators who have launched a 
number of tariff packages aimed at simplifying roaming tariffs thus making them more 
transparent and easier to comprehend. When launching these tariff packages, 
operators are mainly targeting their heavy users since they are the ones who might 
switch to new technologies to reap cost savings. New mobile handsets to be 
launched shortly will be equipped to make VoIP calls from Wifi hotspots. This may put 
significant pressure on mobile operators to react by decreasing their prices. Pressure 
on international roaming tariffs is set to come from further transparency measures, 
increased competition within the market as well as from new technologies.” 21

The introduction of discounted roaming prices by operators also suggests that customers 
are starting to attach more significance to roaming prices as part of the bundle of services 
they buy.  In this regard, the Commission has found that:   

“Concerning their significance as part of a package of mobile services, it should 
be noted that, according to the investigation, the ability to provide them becomes 
an increasingly important factor of competition. This is true with respect to all 
types of customers, including residential ones.”22   

The more that customers take into account roaming prices in choosing their network 
operator, the greater the likelihood that the pricing of the bundle of mobile services will be 
rebalanced so that the prices of roaming services fall.  To the extent to which there may 

                                                 
20  Some companies, such as Globilo in Germany, enable consumers to order prepaid cards for countries abroad 

online. 
21  The European Commission, 11th Report on the Implementation of the Telecommunications Regulatory 

Package, p.31. 
22  For instance, see Case No. COMP/M.3920 – FRANCE TELECOM / AMENA, 24/10/2005, para. 18. 
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be a problem in the particular markets, it may reflect a lack of customer awareness of 
differences in roaming prices between operators rather than any more fundamental lack 
of rivalry between operators.  Operators’ and regulatory initiatives to increase 
transparency and improve customer knowledge should help address this problem.   

As with the wholesale market, the analysis of the competitiveness of retail mobile markets 
suggests both significant variation between different national markets and the need to 
take into account the recent innovation and dynamism in the markets that are likely to 
change market outcomes in the period ahead.  Given this situation, we turn in the next 
section to consider what would be the impact of EU-wide regulation of roaming charges.  
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3. ASSESSING BENCHMARKING REGULATION OF 

ROAMING PRICES 

The evidence presented in the previous section found that there was no EU-wide failure 
in the markets for roaming services, although competition may not be effective in all 
relevant national markets.  In this section, we consider what would be the consequences 
of imposing EU-wide regulation, particularly the price benchmarking regulation that is 
being contemplated.  We find that such benchmarking regulation runs a significant risk of 
creating more problems than it solves.  

3.1. RETAIL REGULATION SHOULD ONLY BE APPLIED IF COMPETITION PROBLEM 
CANNOT BE REMEDIED AT THE WHOLESALE LEVEL 

The European Commission Regulatory Framework requires that regulation be 
proportionate, i.e. targeted at the market problem and be the minimal necessary to 
remedy that problem.  Further, the USO Directive requires that: 

“regulatory controls on retail services should only be imposed where national 
regulatory authorities consider that relevant wholesale measures or measures 
regarding carrier selection or pre-selection would fail to achieve the objective of 
ensuring effective competition and public interest.”23

This provision is in line with accepted regulatory principles that regulation should target 
the source of any market problem and permit competition to develop where there is the 
potential for competition.  Where wholesale regulation is sufficient to enable competitive 
prices at the retail level, then there is no basis for retail regulation.  As a former Chief 
Economist of the US Federal Communications Commission has stated: 

“Smoothly functioning wholesale regulation (sharing the incumbent's network, 
including the so-called platform...) permits and indeed almost demands retail 
deregulation. If multiple providers can compete for a customer's business and 
promptly supply it at a reasonable overall cost, even if they do so by leasing the 
incumbent's facilities, then it would seem that prompt deregulation of all charges to 
the provider's end-user will be appropriate.”24

In the specific case of roaming services, additional action at the retail level would need to 
be based on a finding that there is a problem with the competitiveness of the retail mobile 
markets for mobile services in a particular Member State.   

                                                 
23  EC,2002, Universal Service Directive, (Directive 2002/22/EC), para. 26.USO Directive, recital 26. 
24  Farrell, J. 1997, Chief Economist, Federal Communications Commission, ‘Prospects for deregulation in 

telecommunications’, FCC, Washington DC, 9 May. 
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Retail regulation on top of wholesale regulation, moreover, may not only be unnecessary 
but may be potentially harmful.   

• Retail regulation will be set by the regulator with limited knowledge of actual costs 
with the risk that prices may be set too low and investment in services deterred. 

• Retail regulation can have perverse incentive effects and can deter firms developing 
new low cost ways of supplying services. Why incur the risk of developing a new low 
cost way of delivering roaming services (such as through greater European 
integration of networks) when if that investment is successful the regulator will force 
prices to be brought down to the lower cost level and, if that investment is 
unsuccessful, the regulator will not offer any compensation. 

• Retail regulation can result in a regulatory-induced margin squeeze. In extreme 
cases, this can result in services no longer being supplied as happened in the 
Californian electricity crisis where retail price regulation prevented electricity utilities 
from recovering the cost of higher wholesale electricity prices.25  Even in less 
extreme cases, there can still be harmful longer term effects on competition if some 
operators are impacted more harshly by the regulation than others.   

Given the significant risks associated with retail price regulation, a proportionate 
approach would be to first ensure that competition or regulation at the wholesale level is 
effective in achieving competitive outcomes.  At a minimum, this suggests waiting until 
any measures introduced following the assessment by national regulators of the 
wholesale national roaming markets have been given an opportunity to work.    

3.2. THE POTENTIAL SIMPLE BENCHMARKS FOR ROAMING RATES ARE FLAWED   

The previous section has considered general issues in whether regulation should be 
applied at a wholesale or retail levels.  In this section, we examine the Commssion’s 
proposal to benchmark roaming prices against the prices of other mobile services. 

We have already noted that there are likely to be differences in the competitiveness of the 
retail mobile markets for mobile services of different Member States.  These differences 
are likely to render benchmarking roaming prices to the prices of domestically provided 
mobile services ineffective.  National markets in which there is strong rivalry between 
operators would be expected to be already delivering competitive prices for roaming and 
other services.  Operators in markets in which competition is not effective may be setting 
not only high roaming prices but also high prices for other mobile services.  Thus 
benchmarking roaming prices to the prices of domestically supplied mobile services in 
these markets may only ensure competitive prices in markets that are already delivering 
competitive prices.             

                                                 

25  More generally, see Tardiff, T. J.& Taylor, W. E. 2003, ‘Aligning price regulation with telecommunications 
competition’, Review of Network Economics, Vol 2, no. 4, pp. 347-8 and Kolesar M. & Weisman, D. L. 2003,  
‘Accommodative competitive entry policies and telecommunications regulation’ Info - The Journal of Policy, 
Regulation and Strategy for Telecommunications, Vol. 5, p. 34-40. 
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There is next the question as to which service should be used as a benchmark for 
roaming prices.  In announcing the benchmarking proposal, Commission Reding raised 
the EU regulation of cross-border banking transfers as an example.  However, there are 
critical differences between international roaming services and cross-border banking 
payments that suggest benchmarking regulation of roaming services will be problematic.  
Article 3 of Regulation (EC) No 2560/2001 with respect to cross-border banking payments 
provides that: 

"charges levied by an institution in respect of cross-border electronic payment 
transactions in euro up to EUR 12500 shall be the same as the charges levied by 
the same institution in respect of corresponding payments in euro transacted 
within the Member State in which the establishment of institution executing the 
cross-border payment transaction is located" (emphasis added). 

There are two issues with this model in the context of international roaming charges. First, 
roaming charges frequently apply with respect to services provided between a mobile 
operator in one country and a different operator in another country, not for services 
offered by the same operator.  Operators’ reliance on wholesale roaming services 
supplied by operators in other countries would seem to render benchmarking roaming 
prices to domestically provided services potentially distortionary and harmful.  For 
instance, consider a situation in which the regulation forces an Austrian operator to set a 
retail roaming price to its customers below the wholesale price charged by a German 
operator for roaming on the German network.  Such situations could easily result where 
retail prices are not set with reference to the wholesale cost.  The consequence would be 
the creation of a situation in which the German operator could acquire SIM cards for the 
Austrian network and make large volumes of roaming calls in Germany.  For each call 
made, the German operator would receive wholesale revenues greater than the retail 
roaming price it has to pay the Austrian network.  The Austrian operator would need to 
cease offering roaming services in Germany or suffer large losses.    

There is a second important reason as to why the banking transfer regulation model 
cannot be applied to either retail or wholesale roaming services.  While there is little 
difference between a domestic and an international banking transfer, there are a number 
of key differences between domestic mobile services and international roaming services.   

• Domestic call tariffs vary significantly depending on the price plans, i.e. the extent 
to which costs are recovered upfront or on a call-by-call basis and the extent to 
which customers commit to a certain amount of minutes each month.    

• Most roaming calls are transmitted to the home country (~80%) and are therefore 
closest to international calls and roaming calls involve additional costs including 
purchasing of a service from a foreign network operator (visitor roaming), billing 
(clearing house) and administration costs (see Table 4). 

• Mobile termination relates to only one leg of call provided domestically.  
Regulated mobile termination charges only cover a proportion of costs and do not 
cover customer-related or other retail costs nor the additional costs associated 
with international roaming of whole end-to-end calls.  Mobile termination charges 
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also vary significantly across the EU with regulation not applying in all markets or 
to all operators within regulated markets.  Even where regulation is applied, there 
are significant differences in regulatory approaches on matters such as whether 
to apply a top-down or bottom-up modelling approach or an international 
benchmarking approach and in relation to the details such as whether an 
average-operator or new entrant benchmark is used or whether charges vary 
across operators.  

• International roaming customers obtain a higher quality of service as generally 
their operator has agreements with a number of operators in the visited country 
enabling the customer to enjoy the benefits of the combined coverage of local 
operators and thus avoid local gaps in coverage, networks with temporary full 
capacity and differences in rural coverage.  In contrast, a local customer will 
generally only be able to access their own network except for emergency calls. 

  

Table 4 - The costs of supplying international roaming services 

Own network services 

• General network services as in origination/termination services 

• Extra functions for roaming traffic i.e. roaming infrastructure (e.g. VLR), ongoing 
adjustments of the system for roaming functions 

Third-party network services

• Signalisation traffic for roaming (authorisation etc) 

• Normal IC (interconnection) intermediate inputs (national or international) 

• Directly attributable administrative costs 

• Labour involved directly with roaming services (technical department, billing, finance, 
administration) 

• IT (TAP-production, billing, etc) 

• Clearing house (EDS) per record 

• Tied capital (maturity only after 45 - 60 days) 

• Non-payments and fraud 

• Directly attributable marketing and distribution expenses (e.g. advertisements for visitors) 

• Common costs 

• Other applications (e.g. OTA license fee per record, CLI-delivery, services per call) 
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The Commission has also specifically raised national roaming prices as a suitable 
benchmark for international mobile roaming prices.  However, again there is a need to 
recognise key differences between wholesale and retail international roaming services 
and national roaming services (and, indeed, with wholesale services provided to service 
providers): 

• National roaming and service provider rates involve the commitment to acquire 
large volume of minutes over a particular period.  International roaming involves 
little or no commitment and comparatively small volumes. [business secret].  
National roaming agreements can also involve a broader relationship between 
operators such as in relation to other infrastructure sharing.  These differences in 
the way the services are supplied would be expected to lead to differences in the 
competitive prices of these services.  

• National roaming tends to be in rural areas where there is likely to be significant  
spare capacity (i.e. cell-sites in rural areas are primarily built to provide coverage 
even if relatively few calls are made in those cell-site areas), whereas 
international roaming is often in urban areas where incremental costs are much 
higher. 

• National roaming and service provider arrangements are often negotiated by 
operators that expect to have significant spare capacity on their networks over 
the period of the contract.  The costs of providing capacity for these operators will 
generally be significantly below the cost of capacity for other operators in those 
markets. 

• Some national roaming arrangements have been negotiated commercially 
whereas others are the result of regulatory processes.  The pricing of national 
roaming is likely to differ on this basis so that the effects of setting a national 
roaming benchmark will vary between operators and between countries. 

• National roaming and service provider rates are wholesale rates and so would 
carry a significant risk if imposed at the retail level of leaving insufficient margins 
to cover the retail costs.  Such retail costs are likely to vary across the EU so that 
applying a uniform mark-up is likely to be inadequate.  Regulatory experience is 
that determining the appropriate level of a retail mark-up can be a drawn out and 
contentious process. 

While establishing international benchmark prices for roaming services may be seen as 
an alternative, there would be a need to recognise differences between countries in key 
factors impacting on cost conditions.  These factors would include differences in 
population densities, differences in the overall scale of operators and differences in 
topography.  Smaller, less populous, mountainous countries are likely to have higher unit 
costs in supplying mobile services.    

The desire to set the price of international roaming services at the level of other mobile 
services also represents a belief that uniform pricing across mobile services is likely to be 
welfare-enhancing.  Such a belief stands against conventional economic theory 
(‘Ramsey-Boiteux pricing’) that, for services that involve significant fixed and common 
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costs, differential contributions to the recovery of those costs is efficient where the 
demand elasticities differ.  Unless it can be demonstrated that these services have the 
same demand elasticities, the use of benchmarking is likely to reduce the overall level of 
services supplied with a loss in overall consumer welfare.   

Benchmarking risks distorting the level of the price that is used as a benchmark.  In 
particular, where an operator is planning to reduce the benchmark rate, it will now also 
need to take into account the implication this has for the level of its roaming revenues.  
The immediate impact of imposing benchmarking will be to deter price reductions for the 
benchmarked service or even lead to increases in the price for that service.  A further 
distortion may be created where one operator’s roaming prices are linked to the prices of 
another operator services.  Not only would this fail to account for cost differences 
between operators but it could also lead to strategic pricing of the benchmarking service 
designed to harm rival operators.   

Another danger with the creation of a benchmark is that it may act for a focal point in 
which operators coordinate their prices at the level of the benchmark when the absence 
of this benchmark would instead result in rival competitive, and potentially lower, offers 
being made. 

It should be noted that the use of benchmark to competitive services was considered by 
regulation in the context of mobile termination regulation and was generally rejected.  For 
instance, the UK Competition Commission noted: 

“In our Remedies Statement, we gave it as our current view that it would be 
inappropriate for call termination charges to be tied to (retail) competitive 
services because of the risk of distorting a more competitive market, and we 
stand by that view.”26     

This section has discussed why comparisons to cross border banking payments failure to 
take account of the distinctive features of mobile services that mean that there are not 
simple domestic benchmarks for international roaming services at either the wholesale or 
retail level.  Moreover, the use of benchmarking may harm overall efficiency and distort 
competition.  We turn in the next section to consider the more general impacts of 
regulation.    

                                                 

26  UK Competition Commission, Vodafone, O2, Orange and T-Mobile, 2003, para. 2.485. 
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3.3. ASSESSING THE IMPACT OF EU-WIDE REGULATION OF ROAMING 

CHARGES 

Regulation should only be applied after a full assessment of its impacts.  This has been 
recognised by the European Commission in its requirement for Commission proposals to 
be subject to a thorough Impact Assessment: 

“Proposals must be prepared on the basis of an effective analysis of whether it is 
appropriate to intervene at EU level and whether regulatory intervention is 
needed. If so, the analysis must also assess the potential economic, social and 
environmental impact.”27

In this section, we review the likely impact of the proposed regulation of roaming charges.  
While some customers who travel frequently may gain, general mobile customers are 
likely to be made worse as regulation can be expected to force up the prices of other 
mobile services.  Regulation is also likely to impact different operators to different extents 
and may impact most harshly operators in countries that are major destinations for 
travellers, including Mediterranean and Alpine countries.  Regulation may also result in 
longer-term harm to investment and the competitive process if it financially weakens 
operators and drives markets to consolidation.   

3.3.1. Impact on operators in different EU Member States 

The most immediate impact of regulation of roaming prices will be to reduce the roaming 
revenues of operators.  Given the low price elasticity of roaming (as found by the Finnish 
regulator), reductions in roaming prices cannot be expected to have a significant impact 
on volumes so that the loss in revenues would not be cushioned.  If lower prices would 
drive profits, operators would already be charging the lower prices.  Business customers 
tend to be relatively price insensitive as they will not often be paying the bill personally.  
To the extent that residential customers make calls while abroad, it will often be on 
occasions of necessity so as not to compromise their leisure time while on vacation.  As 
such, residential customers might not be expected to significantly increase the level of 
discretionary calling while abroad in response to a price fall.            

The impact on individual operators will depend on the extent to which they rely on 
roaming revenues, the extent to which the regulation requires a change in their particular 
prices and the level of profitability and hence ability to absorb losses in revenue.  Many 
operators in Europe are not currently covering their cost of capital with later entrants, in 
particular, tending to have relatively low returns on capital.28

Regulation at the retail level would impact most directly operators that have large retail 
roaming revenues which will be influenced by their geographic market as well as their 
customer base.  Many northern European operators have relatively large retail roaming 
revenues.  For instance, we estimate that Telenor Mobil’s retail roaming revenues 

                                                 
27  White Paper on European Governance, 2001, COM(2001) 428. 
28  Credit Suisse, Telecommunication Services – 2006 Outlook, 20 January 2006, Figure 92. 
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account for around 8% of its revenues.29     In contrast, we estimate that Telecom Italia’s 
domestic retail roaming revenue accounts for only around 1.5% of its domestic mobile 
revenues.30  Clearly, in response to retail regulation operators would need to seek to 
renegotiate their wholesale roaming contracts and operators may vary in their ability to do 
so based on whether they are part of international groups or otherwise have large 
bargaining power.  Retail regulation could thus result in significantly different impacts 
across operators, with smaller operators being harmed by the time taken for them to 
renegotiate wholesale contracts compared with operators that are part of large 
international groups. 

Regulation can also be expected to impact wholesale roaming prices either through direct 
wholesale regulation or through the impact on retail roaming prices leading to 
renegotiation of wholesale contracts.  Again, there are large differences between 
operators, although in this case Mediterranean and Alpine operators and pan-European 
operators appear to bear the biggest impact.  For instance, we estimate that wholesale 
roaming revenues account for around 7% of Bouygues Telecom’s revenue whereas 
Telenor Mobil obtains only 1.5% of its domestic revenues from wholesale roaming in 
Norway.31

A further feature of the current EU markets, as noted in Section 2.1, is that it is operators 
in the new EU member states that appear to be setting the highest wholesale roaming 
prices.  Depending on the form of regulation imposed, these operators could be impacted 
more severely.   

In the wake of the Regulation, retail prices for roaming outside the EU will also decrease 
as customers will not accept higher prices for their neighbouring countries outside the EU 
than for neighbouring countries within the EU. Therefore EU operators are discriminated 
against non EU operators in general but those operators with a high share of customers 
roaming outside of the EU (e.g. operators in Slovenia and Poland) will lose an even 
higher share of revenues. 

A uniform regulation would also distort competition within the Internal Market as: 

• Larger operators could have lower costs than smaller operators due to 
economies of scale; 

• Pan-European operator groups with a large footprint within the EU 25 can keep 
the traffic internal and would not be affected by the wholesale regulation; 

                                                 
29  This estimate is based on an estimate of Telenor Mobil’s 2006 domestic retail roaming revenue in Morgan 

Stanley, Vodafone Group Roaming cuts reduce EPS, 10 February 2006, Exhibit 2, and Telenor Mobil’s 2005 
revenue as reported on the company’s website.  

30  This estimate is based on an estimate of TIM’s 2006 domestic retail roaming revenue in Morgan Stanley, 
Vodafone Group Roaming cuts reduce EPS, 10 February 2006, Exhibit 2, and TIM’s 2005 domestic revenue as 
reported on Telecom Italia’s website. 

31  Estimates based on 2006 roaming revenues estimates in Morgan Stanley, Vodafone Group Roaming cuts 
reduce EPS, 10 February 2006, Exhibit 2 and 2005 revenue data from company websites. 
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• Net traffic importers (such as the Alpine and Mediterranean countries) would 

have to accept a strong decrease in revenues while net traffic exporters would be 
less strongly affected 

3.3.2. Impact on overall prices and consumers   

The direct loss in roaming revenues can be expected to lead to increases in the prices of 
other mobile services.  The rebalancing of prices is known as the ‘waterbed effect’ which 
as we noted in Section 2.2 has been accepted by regulators in relation to mobile 
termination regulation.  The likelihood of rebalancing can be seen most clearly in the case 
of retail mobile markets in which competition is already effective so that operators are 
only just covering their costs including their cost of capital.  As we have already noted, 
many European mobile operators are not even covering their cost of capital.  These 
operators will be forced to seek to increase other prices or they may no longer remain 
viable.   

We note that it might be argued that not all mobile markets in the EU are fully competitive, 
and that in these markets rebalancing of tariffs may not occur due to the presence of 
excess profits.  While the intuition of this argument has appeal, we do not believe that this 
is the case in practice.  Even in these markets, reduced roaming prices is likely to result in 
a higher prices for other mobile services.  An analysis of why this is expected is presented 
in Annex A. 

The experience with the regulation of cross-border banking payments is also instructive. 
A report for the European Commission found “…some evidence suggesting the existence 
of a causal relationship between the introduction or increase of [ATM withdrawal] charges 
and the Regulation”.32  This suggests a form of the waterbed effect may also have been 
operating in response to the banking payments regulation with the banks setting other 
charges higher to seek to recover the lost revenue from cross-border banking transfers.   

Exactly how the price rebalancing would occur in relation to mobile services is difficult to 
predict. It might be on other mobile voice calling services or data services.  It could be on 
usage charges, monthly subscription charges or up-front fees.  Indeed, it is likely that 
different packages will be re-priced in different ways in the long run given that different 
packages are designed for different consumer groups.  On deals for large corporates, the 
rebalancing may be entirely internalised in the deal, i.e. the prices for roaming services 
may be lowered and other prices increased.  In any case, the key point is that in the long 
run prices will need to re-adjust, and when they do there is unlikely to be any net benefit 
to consumers from the regulation.  Indeed, if current prices and mark-ups on individual 
services reflect an efficient market response to the relative sensitivities of consumer 
demand to different service prices, then it is likely that consumers overall will be worse off 
in the longer term from the rebalancing.   

                                                 
32  Retail Banking Research Ltd, 2005, Study of the impact of regulation 2560/2001 on bank charges and national 

payments, Final report, Prepared for the European Commission Internal Market and Servcies Directorate-
General, September, p.ii. 
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For these reasons, we believe it is unlikely that there would be a significant net gain to EU 
consumers from regulatory intervention on the price of international roaming at least in 
markets that are already effectively competitive.  However, there can be expected to be 
significant winners and losers.  Customers who roam frequently can expect to gain.  
These are predominantly international business travellers.  The extent to which a benefit 
to business travellers flows through into consumer prices will depend on the 
competitiveness of their industries. 

Higher prices for other mobile services, as a result of the loss of wholesale and/or retail 
revenues, would be expected to harm general mobile customers who do not make many 
roaming calls. [business secret]. Customers would be harmed the most in those markets 
in which operators are most reliant on roaming revenues, either because of their large 
roaming volumes such as in the Mediterranean and Alpine countries or because their 
roaming prices may need to come down the most such as in some of the new EU 
Member States.   

Roaming customers tend to be business customers or from higher income households.  
For instance, business customers account for [business secret] of all roamed calls made 
(and received) by Mobilkom’s customers.  On the other hand, [business secret] of 
Mobilkom’s contract customers who have a net income of less than [business secret] 
per month subscribe to Mobilkom’s tariff [business secret]. Customers from this price 
plan make only [business secret] of all roamed calls made by Mobilkom customers and 
this price plan also include some higher income customers.  

The consequence of roaming regulation on consumers will thus vary significantly between 
different groups of customers with less frequent travellers (who are also likely to be from 
lower income groups) being made worse off.          

3.3.3. Risks to investment, innovation and competition 

In the previous section, we noted that the most likely result of lowering roaming prices will 
be to force up the prices of other mobile services.  If such rebalancing is incomplete or 
takes time, then the operators’ profitability will fall.  This is concerning as many European 
operators are not currently recovering their costs and even major operators have recently 
reported large write-downs including Vodafone and T-Mobile UK in February 2006.  
Further, the ratio of Capex to Sales is already expected to be declining33 and low 
profitability has already been driving consolidation in many markets, including Denmark, 
the Netherlands, Austria and Portugal.  Against this background, a fall in revenues would 
carry serious risks of: 

• Further market consolidation harming the competitiveness of national markets 
and potentially leading to employment losses - the direct employment by the 
Austrian mobile operators has already fallen by around 12% between 2001 and 
2005 despite the entry of Hutchison.      

                                                 
33  CSFB, European mobile, 14 April 2005, p.21. 
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• A reduction in investment including the deployment of new services and the 

roll-out of 3G networks outside urban areas.  This could be most serious for the 
less financially strong operators that rely on current revenues to fund 
investment.  If these operators have less ability to invest going forward, their 
competitiveness will be further weakened.  

• Furthermore, the regulation would not affect mobile operators only but also 
neighbouring industries, such as network suppliers, manufacturers and retailers 
as mobile operators might reduce investment as well as handset subsidies 
causing a reduction in revenues in these industries as well leading to higher 
unemployment and an overall reduction in GDP.  

We also note this regulatory proposal in itself represents a significantly increase in 
regulatory risk.  The proposal goes wholly against the established provisions and 
principles of the current Regulatory Framework.  Whereas investors could previously 
make their decisions on the basis of a reasonable degree of certainty as to how regulation 
is developed in the EU, now investors must factor in the possibility of price regulation 
being imposed with little apparent analysis of the need for the regulation or of its likely 
consequences.  Regulatory risk raises the rate of return required by investors and limits 
the level of investment undertaken.  

We have noted already that market developments are already occurring that are providing 
market-based solutions to achieve lower roaming prices, including new products, more 
innovative roaming tariffs and, at the wholesale level, international alliances.  The 
development of new products, such as the dual mode GSM/WLAN phones being 
introduced by Nokia, are driven by the desire to achieve a real consumer benefit over 
existing products.  Roaming regulation risks removing the market for such products, 
harming their developers and, moreover, sending a signal that the European Commission 
would rather solve problems through regulation than through the innovation by companies 
such as Nokia.    

Cross-border mergers and international alliances can achieve cost savings and can help 
reduce the risk of double marginalisation or enable lower pricing for complementary 
services.  These changes can also carry significant costs and risks to the operators and 
hence operators will need an incentive to undertake them.  Price regulation can remove 
that incentive with the consequence that regulation supplants the normal development of 
the market and requires regulation and its attendant costs to be maintained into the 
future.   

3.3.4. Summary 

This section has examined specific regulatory options in relation to retail and wholesale 
roaming services.  The assessment of these options suggests that, at best, they will be 
ineffective as benchmarking roaming rates to domestically supplied services will not 
address uncompetitive (or lightly regulated) markets in which the prices of domestically 
supplied services can also be expected to be high.  However, the use of benchmarking 
does carries large risks particularly in terms of failing to recognise important differences 
between services, distorting prices for competitively provided services, harming 
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competition through impacting some operators more harshly than others with the potential 
to drive market consolidation and, moreover, benefiting frequent travellers at the expense 
of less frequent travellers who are more likely to come from low-income groups.    
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4. WHAT ARE THE ALTERNATIVES TO PRICE CONTROLS? 

In this final section, we consider what alternatives exist to the imposition of EU-wide price 
controls that can nevertheless ensure that customers using international roaming services 
are protected.  

In Section 2, we noted the significant changes that are occurring at both wholesale and 
retail levels.  Traffic direction technology, in particular, fundamentally alters the 
competitive landscape by giving individual operators the ability and incentive to offer 
wholesale price discounts in return for other operators directing the roaming of their 
customers onto the network.  Traffic direction technology appears to already been altering 
the competitive landscape through: (i) much more significant volatility in roaming traffic 
shares; (ii) increasing use of price discounts; and (iii) greater incentives for international 
alliances.  At the retail level, we have already seen the increased consumer focus on 
roaming prices, rapid take-up of new roaming offers and increasingly common flat-rate 
roaming tariffs.  In addition, technological developments such as dual model GSM/WiFi 
handsets will alter competition further.   

These market developments suggest that effective competition is likely to be increasingly 
common in national wholesale roaming markets and national retail mobile markets.  In 
this case, EU-wide regulation is likely to be unnecessary and potentially harmful to 
consumers, investment and the competitive process, particularly through the harsh impact 
on certain operators and customer groups.  

To the extent that there remains competition problems in particular markets, these should 
be identified by national regulators in undertaking their market analyses.  Where an 
operator is assessed as having significant market power at the wholesale and retail level 
then proportionate regulation should be considered in relation to that operator.  The 
national wholesale market for roaming services does raise the issue of coordination 
across the EU as the likely benefits of regulation of wholesale roaming services will be in 
other countries (and, indeed, may be outside the EU).  Before imposing wholesale 
regulation, it would be reasonable for national regulators to have confidence that their 
own consumers will be protected from high roaming charges abroad either through the 
other markets being effective competitive or through regulation.  The European 
Regulators Group and the Commission can play an important role in coordinating this 
process.  In any event, price regulation is unlikely to be proportionate given the 
developing competition and benchmarking appears to be both ineffective and highly 
distortionary. 

The Commission can play a role in increasing customer knowledge of ways to access 
cheaper roaming prices and improving transparency.  The Finnish regulator found that 
only 3% of consumers use their mobile phones to find out and to select the cheapest 
network.  Customer education can be combined with improved transparency.  While 
operators have taken significant steps to improve transparency in relation to roaming 
prices, this is not the case with all operators.  Accordingly, the Commission can help 
establish best practice in relation to the provision of information on roaming charges to 
customers and the steps that can be taken to help keep down roaming costs.   
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Mobilkom itself is considering new measures to improve transparency including: 

[business secret] 

The Commission can also help facilitate the competitive process through permitting cross-
border mergers and international alliances.  These are likely to bring significant benefits 
including lower priced roaming services. 

While the lack of traffic direction technology has limited competition in roaming services 
for many years, the conditions now appear right for competition in roaming services to 
develop strongly.  At this time, the imposition of retail or wholesale benchmarking 
regulation would be likely to harm the development of the competitive process, while 
being administratively complex and likely to deliver little overall benefit to consumers.  
Rather than seeking to supplant competition with regulation, the Commission should aim 
to facilitate the competitive process.   
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5. ANNEX A – THE REBALANCING OF MOBILE PRICES 

Many mobile markets in Europe are effective competitive so that a reduction in roaming 
revenues must require higher prices for other mobile services to ensure that operators 
can continue to recover their costs.  The purpose of this Annex is to consider what would 
be the likely impact of roaming regulation on other mobile prices for markets that are less 
than fully competitive.  We first consider the extreme case of a pure monopoly. 

Standard economic theory tells us that a monopolist will price at the point at which 
marginal revenue equals marginal cost.  Marginal revenue is the extra revenue the 
monopolist earns from selling its last (marginal) unit.  As the monopolist sells additional 
units, it will need to reduce the price on those units as well as on the existing units being 
sold. This will generate additional revenue from the extra units sold, but will also reduce 
the revenue earned on all the other (non-marginal) units that are sold.34  Marginal 
revenue is therefore always less than the price.  Marginal cost is the extra cost incurred 
by selling one more unit of a product.  When marginal revenue is above marginal cost, it 
pays the monopolist to sell more units of output, since it earns more on these units than it 
costs to produce them.  Conversely, when marginal revenue is below marginal cost, it 
pays the monopolist to sell less output since it is losing money on his marginal units.  
Equilibrium occurs where marginal cost and marginal revenue are equal.  This is shown in 
Figure 1.  The monopolist sells Q0 and charges P0.  

Figure 1:  Standard monopoly outcome 
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With minor alterations, we can explore the effect of changes in the price of services sold 
to mobile subscribers.  Suppose that “quantity” is equivalent to “subscribers”, and that  

                                                 
34  We are assuming, for now, that the monopolist cannot perfectly price discriminate between customers as has 

been accepted by regulators generally in relation to mobile operators.  Even with perfect price discrimination the 
monopolist can be expected to change other retail prices in response to a reduction in roaming prices as 
otherwise customers that are marginal profitable to serve currently would become unprofitable.  
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“price” is in fact the bundle of relevant prices charged to mobile subscribers as in 
Figure 2.  The demand curve then relates the numbers of mobile subscribers to the 
“price” of being a mobile subscriber – it is the demand for the bundle of mobile services.  
The marginal revenue curve is the marginal revenue earned by the monopolist from 
mobile subscribers, while the marginal cost is the avoidable cost of acquiring new 
subscribers. Once again the monopolist sells Q0 and charges P0.  

 

Figure 2:  Monopoly outcome – mobile services 
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Consider now regulation that lowers the price of one of the services within the bundle.  
Price falls from P0 to P1, and volume increases to Q1.  At this point consumers are better 
off.  However this is not a stable equilibrium.  Marginal revenue is now less than marginal 
cost, and hence the monopolist can increase profits by increasing price and selling fewer 
units.   Assuming marginal cost remains constant (and there is no reason to assume this 
should change as the result of an intervention of this type), then prices must increase to 
achieve a balance the stable equilibrium position (that is, profit maxmising position) where 
marginal revenue equals marginal cost.   This will have to occur by adjustment to the 
price or prices of other ‘unregulated’ components of the mobile services bundle such as 
mobile outgoing calls, monthly access charges, handset prices or data services. 

It is worth noting that there is no real difference between the outcomes of this analysis 
and the analysis in a model of pure or ‘perfect’ competition.   In the competitive model, 
firms still set marginal revenue equal to marginal cost, but in the case of competition 
marginal revenue equals price.  This follows from the assumption that small changes in 
the output of individual firms do not significantly affect the competitive market price, and 
hence the price and therefore marginal revenue of the firm remains constant and equal, 
and these in turn equate to marginal cost in equilibrium.  In both case then, marginal 
revenue and cost must be equal in equilibrium, and an intervention that lowers price and 
marginal revenue to firms but not marginal cost will require create a disequilibrium that 
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needs to be corrected by a price adjustment in another part of the bundle to restore the 
balance.  Oligopoly models fall in between the limiting cases of competition and pure 
monopoly, but also require marginal revenues to equal marginal costs, and will therefore 
indicate a similar outcome.      
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