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1. Executive Summary 

1.1 The ACCC most recently considered the declaration of the MTAS in 2004, 
when it decided that declaration was in the long term interests of end users 
(LTIE).  In doing so, it made a number of key findings.  It found that mobile 
network operators (MNOs) had market power over termination, since each 
provider of call termination had exclusive control of the access to end-users 
on its own network; that MNOs were using this market power to extract 
monopoly rents; and that that the market power of MNOs over the MTAS 
could inhibit the ability of fixed-line only operators to compete effectively in 
the provision of FTM call services.  It found that declaration would promote 
competition, particularly from fixed-only operators in the market in which 
FTM services were provided, but also potentially, for new entrants in the 
retail mobile services market. 

1.2 In December 2008 the ACCC began its review of the declaration of the 
MTAS and released a discussion paper for comment.  Optus welcomes the 
opportunity to provide a submission to the ACCC’s review of the MTAS 
Declaration.  The ACCC has raised a number of important issues in its 
discussion paper and Optus has taken this opportunity to address each of 
these.  

1.3 In this submission Optus will describe a number of important developments 
that have taken place since 2004, including a strengthening in the relative 
position of the smaller mobile operators and improvements in the degree of 
competition in mobile services generally (for example the huge popularity of 
bucket plans), technological advances (such as the emergence of mobile 
VoIP and dual mode handsets) and empirical validation of the waterbed 
effect in the academic literature.  Some unexpected results of the Declaration 
have emerged, including the failure of Telstra to pass on wholesale cost 
reductions to its retail customers in the form of lower retail FTM rates.  
There have also been regulatory developments since 2004, including the 
ACCC’s release of its fixed services review Position Paper No.2, which 
stressed the importance of targeting regulation to areas where there is not 
effective competition and there are enduring bottlenecks.   

1.4 A number of these developments are directly relevant to the market power of 
mobile operators.  In particular: 

• Monopoly profits (if indeed they exist) are increasingly likely to be 
competed away in the retail mobile services market given the increased 
level of competition, especially since the waterbed effect has been 
validated empirically.   

• Given their increasing commercial weight and bargaining power it is 
increasingly unlikely that Vodafone or Hutchison would be 
disadvantaged in negotiation with Optus or Telstra over mobile 
termination rates.   
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• The emergence of mobile VoIP and dual mode handsets are 
increasingly eroding mobile operators’ control of the mobile 
termination bottleneck. 

1.5 Optus will argue that as a result of these developments, the market power of 
MNOs must be assessed as being less significant now compared to the 
ACCC’s 2004 assessment, particularly with respect to termination of calls 
from other MNOs and integrated operators.   

1.6 Further, the rationale for continuing to give Telstra the benefit of regulated 
MTAS rates must be called into question given Telstra’s failure to pass on 
wholesale cost reductions to its retail customers in the form of lower retail 
FTM rates. 

1.7 Optus will argue that MNOs and integrated operators have countervailing 
power and retaliatory options, which balance any remaining market power of 
MNOs with respect to termination of calls from other MNOs and integrated 
operators, such that regulation is unnecessary to drive prices for these 
carriers to competitive levels.  It follows that the key enduring bottleneck in 
mobile – if there is one – is in termination of FTM calls from the non-
integrated fixed operators, and, potentially, termination of MTM calls from 
new entrant mobile operators, should any emerge.  This is consistent with the 
ACCC’s 2004 view on the key benefits from declaration.  

1.8 Consistent with the principle of targeting regulation to the identified 
bottleneck, in this submission Optus will propose that the ACCC adjust the 
MTAS Declaration so that it is restricted to termination of FTM calls from 
the small fixed operators and termination of MTM calls from new entrant 
mobile operators.  This could be achieved either by adjusting the MTAS 
service description or by introducing an exemption from the existing 
Declaration, which would exclude termination of MTM calls from other 
MNOs and FTM calls from integrated operators. 

1.9 Optus submits that its proposal will achieve the key benefit of declaration 
identified by the ACCC in 2004: the promotion of competition from fixed-
only operators in the market in which FTM services are provided and from 
new entrants in the retail mobile services market. 
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2. Background 

2.1 This section of the submission summarises the relevant background to the 
declaration of the MTAS, focussing in particular on the reasons for the 
ACCC’s re-declaration of the MTAS in 2004.   

2.2 When the ACCC most recently considered the declaration of the MTAS in 
2004, it made a number of key findings, including that mobile network 
operators (MNOs) had market power over termination since each provider of 
call termination had exclusive control of the access to end-users on its own 
network, that MNOs were using this market power to extract monopoly rents 
and that that the market power of MNOs over the MTAS could inhibit the 
ability of fixed-line only operators to compete effectively in the provision of 
FTM call services.  It found that declaration would promote competition, 
particularly in the market in which FTM services were provided, but also 
potentially, for new entrants in the retail mobile services market. 

2.3 Optus considers that each of these findings must be assessed to determine 
whether it continues to be valid in 2009, and whether the existing MTAS 
declaration continues to be the most appropriate remedy for any remaining 
concerns. 

The MTAS  

2.4 The domestic mobile terminating access service (MTAS) is a wholesale input 
used by providers of calls from fixed-line and mobile networks in order to 
complete calls to mobile subscribers connected to other networks. Under 
current commercial arrangements between network owners, the network 
owner that originates a call to a mobile network will, generally, purchase the 
MTAS from the network owner that terminates the calls.1 

2004 MTAS re-declaration 

2.5 The MTAS (or more accurately its predecessor the domestic GSM 
terminating access service) was originally deemed to be declared in 1997.  
The ACCC revisited the declaration in the context of its 2004 Mobile 
Services Review, and declared MTAS on 30 June 2004. 

2.6 When the ACCC most recently considered the declaration of the MTAS in 
2004, it made a number of key findings. 

2.7 First, it found that mobile operators had market power over termination, 
since there was no possibility of substitution because each provider of call 
termination had exclusive control of the access to end-users on its own 
network.2 

                                                 
1 ACCC, Domestic Mobile Terminating Access Service, Discussion Paper, December 2008, p.6 

 
 

2 ACCC, MTAS Declaration Review, Discussion Paper, December 2008, p.9 
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2.8 Second, it found that MNOs were using this market power in their individual 
markets to extract monopoly rents from the provision of the wholesale 
MTAS.3  While carriers have argued since that any monopoly rents are 
competed away in the retail mobile services market (and therefore that 
MTAS reductions would simply be compensated by corresponding 
adjustments in retail prices), the ACCC has not accepted arguments based on 
this ‘waterbed effect’, which it considers has not been demonstrated to exist.4 

2.9 Also, the ACCC considered that the retail mobile services market was 
“unlikely to be effectively competitive as yet”5 noting the relatively high 
level of market concentration in favour of the MNOs, the high barriers to 
effective entry into the market (associated with national geographic coverage 
and sunk costs) and the apparent high levels of profitability of mobile 
carriers (particularly those with large market shares).   

2.10 Third, it found that the market power of MNOs over the MTAS could 
“inhibit the ability of fixed-line only operators to compete effectively in the 
provision of FTM call services”6 and cause fixed-line only operators to set 
the price of FTM calls above underlying cost.  The ACCC noted that the 
FTM market was not effectively competitive, noting that fixed-only 
operators were at a disadvantage since existing market structures provide 
vertically-integrated fixed and mobile network operators with considerable 
scope and incentive to use their control over access to the MTAS to engage 
in anti-competitive price-squeeze behaviour.7   

2.11 The ACCC saw declaration of the MTAS as a remedy for this situation.  It 
considered that “continued declaration of a MTAS will, when coupled with 
an appropriate pricing principle, generate a closer association of prices with 
the underlying cost of the MTAS that would exist in the absence of 
declaration”.8  It expected the greatest competitive benefit from continued 
declaration of the service to occur in the market within which FTM services 
are provided;9 taking the view that regulated MTAS charges would provide a 
stimulus for increased competition by FTM providers, particularly those that 
were not vertically integrated.10  However it also noted that declaration had 
the potential to help promote competition in the retail mobile services market 
to the extent it serves to overcome the ability established mobile operators 
might have to frustrate new entrants interconnecting with established 
networks on reasonable terms and conditions.11 

                                                 
3 ACCC, MTAS Declaration Review, Discussion Paper, December 2008, p.11 
4 ACCC, Draft MTAS Pricing Principles Determination and indicative prices for the period 1 January 
2009 to 31 December 2011, December 2008, pp.17-18 
5 ACCC, Mobile Services Review – MTAS, Final Decision, June 2004, p.99 
6 ACCC, Mobile Services Review – MTAS, Final Decision, June 2004, p.119 
7 ACCC, Mobile Services Review – MTAS, Final Decision, June 2004, p.109   
8 ACCC, Mobile Services Review – MTAS, Final Decision, June 2004, p.118 
9 ACCC, Mobile Services Review – MTAS, Final Decision, June 2004, p.125 
10 ACCC, Mobile Services Review – MTAS, Final Decision, June 2004, p.121 
11 ACCC, Mobile Services Review – MTAS, Final Decision, June 2004, p.126 
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3. Review of market developments 

3.1 This section of the submission sets out a number of important developments 
that have taken place since 2004, including: 

• improvements in the degree of competition in mobile services 
generally (for example the huge popularity of bucket plans); 

• a strengthening in the relative position of the smaller mobile operators 
Vodafone and Hutchison vis-à-vis Telstra and Optus; 

• the failure of Telstra to pass on wholesale cost reductions to its retail 
customers in the form of lower retail FTM rates; 

• empirical validation of the waterbed effect in the academic literature; 

• technological advances (such as the emergence of mobile VoIP and 
dual mode handsets); and 

• the ACCC’s release of its fixed services review Position Paper No.2, 
which stressed the importance of targeting regulation to areas where 
there is not effective competition and there are enduring bottlenecks.   

State of competition 

3.2 An analysis of the current state of competition provides an indication of the 
state of competition under current forms of regulations, while providing 
insights into the state of competition likely to exist in the absence of 
regulation.  

3.3 The mobile market was already considered mature in 2004 due to a relatively 
high penetration rate, stable rates of subscriber growth and decreased (or 
stabilised) average revenue per user (ARPU). 12 

3.4 The following discussion will illustrate the current state of competition in the 
Australian mobile market. This will show that the Australian mobile market 
continues to remain competitive, as highlighted by: 

• Continued market maturity; 

• Lower prices paid for mobile services; 

• High mobile penetration; 

• New innovations and product differentiation; and 

• Continued mobile infrastructure investments and utilisation of network 
sharing arrangements. 

 

                                                 

 
 

12 ACCC, Domestic Mobile Terminating Access Service, Discussion Paper, December 2008, p.14 
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Market maturity with strong competitive forces 

3.5 The provision of voice services continues to appear relatively mature, largely 
evidenced by the industry trends in the following table. This illustrates that 
despite a positive trend in ARPU revenue, ARPU growth remains small and 
is considerably lower than its subsequent growth in subscriber numbers. The 
minutes of use (MOU) per subscriber per month have also continued to 
increase whilst voice revenue per minute has decreased over the same period, 
as shown in the table below. To this extent, this evidence points to a mature 
industry that is subject to strong competitive forces that ensure an absence of 
excess economic profits. 

Table 1: Industry mobile trends, 2005 to 2008 13

 2005Q2 2005Q4 2006Q2 2006Q4 2007Q2 2007Q4 2008Q1 

% YoY subscriber 
growth 11.8 8.3 6.7 5.5 6.4 6.8 6.5 

ARPU AUD/month 45.38 47.24 45.90 48.96 47.26 49.41 47.88 

% YoY ARPU growth (5.4) (1.9) 1.2 3.7 3.0 0.9 0.3 

MOU min/sub/month 170 180 179 193 195 208 204 

% YoY change MOU 8 7 5 7 9 8 5 

Revenue AUD/min 0.23 0.23 0.22 0.20 0.19 0.18 0.18 

% YoY change in 
revenue AUD/min (12.6) (9.1) (5.8) (9.7) (15.0) (12.6) (6.8) 

Source: Merrill Lynch estimates and company reports. 

 

Lower mobile prices 

3.6 There already exists effective competition between mobile and fixed-to-
mobile operators to drive down mobile prices. As shown in the figure below, 
since 1997-98 the prices paid for mobile services have decreased by 43.1 per 
cent.  

                                                 

 
 

13 Merrill Lynch, Global Wireless Matrix Q108, Industry Overview, July 2008 
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Figure 1: Mobile services index, 1997-98 to 2006-07 14

 

 

 

High mobile penetration 

3.7 The mobile services market in Australia is one of the fastest growing 
telecommunications markets, where continued penetration growth has been a 
key feature of the market. Mobile penetration growth has been rapid in recent 
years – surpassing 100 per cent in 2007. 15 The following figure illustrates 
the growth in mobile penetration, measured in terms of per 100 inhabitants 
since 2000. 

Figure 2: Mobile penetration in Australia since 2000 16
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Innovation and product differentiation 

3.8 New innovations, products and pricing arrangements are being increasingly 
introduced into the Australian mobile market: 

• New product offerings, for example Optus’ Timeless and Fusion plans; 

                                                 
14 ACCC, ACCC Telecommunications reports 2006-07, Report 2: Changes in prices paid for 
telecommunications services in Australia 2006-07, May 2008, p.108 
15 In 2007, mobile cellular subscription in Australia per 100 inhabitants reached 102.49. ITU, Mobile 
cellular subscribers per 100 inhabitants, ITU ICT Eye database 2007, http://www.itu.int/ITU-
D/ICTEYE/Indicators/Indicators.aspx# [accessed 12/1/09] 

 
 

16 ITU, Mobile cellular subscribers per 100 inhabitants, ITU ICT Eye database, 2000 to 2007, 
http://www.itu.int/ITU-D/ICTEYE/Indicators/Indicators.aspx# [accessed 12/1/09] 
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• New pricing arrangements offered by all carriers, such as bundling and 
capped plans;  

• Value-added offers on existing plans, such as complex discounts, 
handset repayment plans, credits and free call options; and 

• New innovations and service offerings, such as VoIP (fixed and 
mobile) and mobile broadband. 

3.9 Furthermore, carriers are increasingly offering incentives such as free 
handsets, loans to pay for handsets and reduced data charges to entice 
customers to switch to post-paid services and/or migrate to newer technology 
platforms, particularly 3G.  

3.10 There are a wide variety of mobile services available to customers including 
voice services; text services, such as short message service (SMS) and 
multimedia message service (MMS); mobile broadband for internet 
applications; push-to-talk functions; mobile TV; and mobile commerce (m-
Commerce) services. 

3.11 Whether used in isolation or simultaneously, these services continue to shape 
and redefine the way society interacts and communicates with each other. 
For example, digital consumerism through social networking and video 
applications has been a powerful driver of growth in internet usage minutes 
in recent years. The following figure highlights the changing internet usage 
trends for the top five internet sites, as a proportion of total global minutes 
share since 2006.  

Figure 3: Internet trends of top five internet sites since 2006 17

 
                                                 

 
 

17 Morgan Stanley, Technology / Internet trends, Presentation to Web 2.0 Summit, San Francisco, 5 
November 2008, 
http://www.morganstanley.com/institutional/techresearch/pdfs/TechTrendsWeb2_110508.pdf
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3.12 Skype and internet payment services are also prominent drivers of global 
internet usage. The following figure highlights the year-on-year growth in 
usage numbers for four prominent online sites and applications. The strong 
growth in usage of these applications also suggests there is an increasing 
awareness and acceptance of services accessible through digital mediums. 
Therefore as broadband penetration continues to increase, mobile or 
otherwise, applications such as Skype will only increase in prominence as a 
viable substitute for mobile telephony. 

Figure 4: Year-on-year growth for usage of prominent online applications in 2008 18

 

 

Infrastructure investment and network sharing arrangements 

3.13 There are four mobile operators operating over six mobile networks in 
Australia, as shown in the figure below. 

Figure 5: Number of mobile networks in Australia, as at 30 June 2008 19

 

                                                 
18 Morgan Stanley, Technology / Internet trends, Presentation to Web 2.0 Summit, San Francisco, 5 
November 2008, 
http://www.morganstanley.com/institutional/techresearch/pdfs/TechTrendsWeb2_110508.pdf

 
 

19 ACMA/ACCC, Communications infrastructure and services availability in Australia 2008, 
December 2008, p.19 
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3.14 Network sharing arrangements exist to allow multiple operators access to 
mobile networks within a given boundary. This encourages efficient use of 
infrastructure and occurs mainly within the metropolitan areas of Australia.  

3.15 Since 2004 all four MNOs have entered into network sharing arrangements 
to build and deploy 3G networks, particularly in forward-looking 3G 
technology and not reinvestment in GSM networks. 20 The following list 
summarises the major mobile infrastructure developments since 2004:  

• Since 2004 Hutchison has entered a 50/50 network ownership 
arrangement with Telstra to offer 3G services to Hutchinson’s 
customers over the 3GSM 2100MHz network which operates in 
Adelaide, Brisbane, Canberra, the Gold Coast, Melbourne, Perth and 
Sydney; 21 

• In November 2005 Telstra announced its plans for the deployment of 
its ‘Next G’ 850MHz network, to replace its CDMA network;  

• Since 2004 Vodafone and Optus have also entered into a joint venture 
arrangement for the deployment of 3G services, covering metropolitan 
areas in Adelaide, Brisbane, Canberra, the Gold Coast, Melbourne, 
Perth and Sydney; 22 and 

• In January 2007 Optus announced its plans to build a new 3G mobile 
communications network to extend its 3G coverage, in addition to the 
network already co-owned with Vodafone in metropolitan areas. 

3.16 To support these infrastructure developments, operators accumulate large 
capital expenditure to fund the deployment of new networks and network 
upgrades. The following table summarises the investment outlay for mobile 
infrastructure made by MNOs since 2004. 

                                                 
20 ACCC, MTAS Pricing Principles Determination 1 July 2007 to 31 December 2008, Final report, 
November 2007, p.28 
21 ACMA/ACCC, Communications infrastructure and services availability in Australia 2008, 
December 2008, p.20;  ACCC, MTAS Pricing Principles Determination 1 July 2007 to 31 December 
2008, Final report, November 2007, pp.28-30 

 
 

22 ACMA/ACCC, Communications infrastructure and services availability in Australia 2008, 
December 2008, p.20; ACCC, MTAS Pricing Principles Determination 1 July 2007 to 31 December 
2008, Final report, November 2007, pp.28-30 
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Table 2: Investment outlay on capital expenditure by MNOs since 2004 23

 Telstra Optus Vodafone Hutchison  

2004/05  $226 million 24  $207.1 million 25

2005/06 $1.043 billion $390 million 26 $350.7 million $203.8 million 27

2006/07 $1.036 billion $300 million 28 $246.6 million $268 million 29

2007/08  $302 million 30  $78.6 million 31

TOTAL $2.079 billion $1.218 billion $597.3 billion $757.5 million 

 

3.17 In conclusion, Optus submits that the Australian mobile services market is 
highly competitive, and competition at both the resale and facilities-based 
level remains vigorous.  There has been continuing development of 
competition in the Australian mobile market, including the growing number 
of 3G mobile handsets (as well as handsets that can incorporate VoIP 
clients); very high penetration of mobile services in Australia, and a high 
incidence of ‘bucket’ calling plans and on-net calling incentives.   

 

                                                 
23 Unless otherwise stated, the following investment outlay values are from ACCC, MTAS Pricing 
Principles Determination 1 July 2007 to 31 December 2008, Final report, November 2007, pp.28-30 
24 Cash capital expenditure for mobile division for full year period to 31 March 2005. Singtel, 
Singapore Telecommunications Limited and subsidiary companies management discussion and 
analysis of financial condition, results of operations and cash flows for the fourth quarter and financial 
year ended 31 Mar 2006, May 2006, p.55 
25 Cash capital expenditure for full year period to 31 December 2005. Hutchinson, Hutchison 
Telecommunications (Australia) Limited, Annual report 2007, February 2008 
26 Cash capital expenditure for mobile division for full year period to 31 March 2006. Singtel, 
Singapore Telecommunications Limited and subsidiary companies management discussion and 
analysis of financial condition, results of operations and cash flows for the fourth quarter and financial 
year ended 31 Mar 2006, May 2006, p.55 
27 Cash capital expenditure for full year period to 31 December 2006. Hutchinson, Hutchison 
Telecommunications (Australia) Limited, Annual report 2007, February 2008 
28 Cash capital expenditure for mobile division for full year period to 31 March 2007. Singtel, 
Singapore Telecommunications Limited and subsidiary companies management discussion and 
analysis of financial condition, results of operations and cash flows for the fourth quarter and financial 
year ended 31 Mar 2008, May 2008, p.56 
29 Cash capital expenditure for full year period to 31 December 2007. Hutchinson, Hutchison 
Telecommunications (Australia) Limited, Annual report 2007, February 2008 
30 Cash capital expenditure for mobile division for full year period to 31 March 2008. Singtel, 
Singapore Telecommunications Limited and subsidiary companies management discussion and 
analysis of financial condition, results of operations and cash flows for the fourth quarter and financial 
year ended 31 Mar 2008, May 2008, p.56 

 
 

31 Cash capital expenditure for half year period to 30 June 2008. Hutchinson, Hutchison 
Telecommunications (Australia) Limited, Half year report – 30 June 2008, August 2008 
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Increased competitiveness by smaller MNOs 

3.18 Market concentration in mobile markets is considered to be highly 
concentrated in favour of the larger MNOs despite the number of competitors 
and services offered in the retail mobile services market. 32 

3.19 MNOs are infrastructure based operators responsible for operating and 
maintaining the switching and transmission capabilities required for the 
provision of mobile communications. MNOs generally offer mobile 
subscribers a service that has equivalence in coverage and competitive 
pricing.  

3.20 The other two main carriage service providers (CSPs) providing 
telecommunications services to households and business using mobile 
network infrastructure include resellers and mobile virtual network operators 
(MVNOs). 

3.21 Resellers provide telecommunication services through the use of a network 
owned by a third party. They are generally pure resellers who buy and resell 
telecommunication services directly to their customers. 

3.22 MVNOs are more than just resellers of mobile services. They are able to 
compete through mobile service offerings supported by a technical support 
layer.  

3.23 The existence of MVNOs operating in the Australian market is highly 
prevalent, however wholesale MVNO access remains an unregulated service. 
One of the factors underpinning the growth and emergence of MVNOs is 
their ability to use existing network infrastructure, while avoiding the capital 
investment required for building their own network infrastructure. As at 30 
June 2005, there were about 90 MVNOs operating in the Australian mobile 
market. 33 

Market competitiveness since 2004 

3.24 The main market participants in the retail mobile services industry are the 
four national mobile network operators – Telstra, SingTel (Optus), Vodafone 
and Hutchison Telecommunications.  

3.25 The three largest MNOs (Telstra, Optus and Vodafone) share and accounted 
for approximately 97 per cent of the retail mobile services market in 2004. 
However the current combined subscriber market share of the three largest 
MNOs (Telstra, Optus and Vodafone) indicates a decline to approximately 
92 per cent in the period to June 2008. 34 

3.26 As a result, this indicates that the remaining MNO, Hutchison has made 
significant gains in market share during the same period. Since December 
2005 Hutchison has increased its subscriber market share from 5.6 per cent 
to 8.2 per cent in June 2008. 35 

                                                 
32 ACCC, Domestic Mobile Terminating Access Service, Discussion Paper, December 2008, p.13 
33 ACMA, Telecommunications performance report 2004-05, 2005, p.79 
34 ACCC, Domestic Mobile Terminating Access Service, Discussion Paper, December 2008, p.14 

 
 

35 ACCC, Domestic Mobile Terminating Access Service, Discussion Paper, December 2008, p.14 
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3.27 Hutchison’s growth in subscriber market share can be partially attributed to 
its decision to continue building scale with strong momentum in sales and in 
part benefiting from the significant market shift to 3G in the past year. High 
value cap plans, leading mobile broadband offers and a focus on customer 
retention has also contributed to Hutchison’s strong growth in its subscriber 
base. 36 

3.28 The growth in Hutchison’s market share implies that there is no imbalance in 
bargaining power between MNOs, therefore it is still able to exact 
competitive pressure within the mobile services market. 

Lack of FTM pass-through 

3.29 Telstra appears not to have passed through reductions in the regulated MTAS 
rate into reductions in its retail FTM prices, particularly in the last two years.  
Telstra’s market power in the highly concentrated fixed line market has 
provided it a substantial degree of control over its retail FTM price.  Telstra is 
the dominant carrier in the fixed line market37 and non-Telstra players tend to 
be price takers. To the detriment of competition in the fixed-line market, 
Telstra has been able to use this market power to avoid passing through recent 
reductions in MTAS prices into lower FTM prices. 

3.30 The regulated MTAS price has decreased by 12 cents from 2004 to 2008, 
falling from a high of 21cpm in 2004 to 9cpm in 2008.  Optus has undertaken 
analysis to determine whether pass-through has occurred, and at what level.  

3.31 Optus considers that the reduction in the MTAS has allowed Telstra to receive 
a significant windfall gain. Instead of passing on the reduction to consumers 
by lowering FTM prices, Telstra has kept most of the benefit. Over the 2004 to 
2008 period of MTAS regulation Telstra has saved $569.2 million.38 This was 
determined by multiplying Telstra’s publicly reported FTM minutes in each 
year by the reduction in the MTAS. 39 Over that same period Telstra’s FTM 
rate decreased by approximately 5.4 cents.40 Optus therefore submits that 
Telstra only passed-through 5.4 cents (45% of the reduction in MTAS rate) 
and kept for itself 6.6 cents (55%). Over the period 2004 to 2008 this 
represents an overall windfall gain to Telstra of a staggering $314.9 million.41  
By contrast, CiC  

3.32 The graph below illustrates the above discussion and highlights the divergent 
price paths of Telstra’s FTM rate relative to the regulated MTAS rate, and the 
rate that would have been set if full pass-through had occurred (as shown by 
the dotted line). Telstra applies a retail mark-up on top of the MTAS rate, with 

                                                 
36 Hutchinson, Hutchison Telecommunications (Australia) Limited, 2008 Full year results, CEO 
address, 19 August 2004. 
37 According to the ACCC’s most recent market indicator data, Telstra holds 75.5 per cent market 
share by revenue whilst Optus holds 14.5 per cent and others share the remaining 10 per cent. ACCC, 
Telecommunications market indicator report 2005-06, August 2007, page 5. 
38 In terms of $2008 (i.e. adjusted for changes in CPI over that period). 
39 FTM minute data reported in Telstra’s Annual Reports (2004 to 2008). 
40 Telstra’s FTM rate derived by dividing total reported FTM revenue by the total FTM minutes in that 
period. 

 
 

41 In terms of $2008 (i.e. adjusted for changes in CPI over that period). 
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Telstra’s mark-up shown in the graph by the distance between the MTAS and 
the FTM curves.  In sharp contrast to Telstra’s conduct, CiC Telstra, on the 
other hand, has not passed through reductions in MTAS as revealed by the 
divergence of Telstra’s FTM price curve away from the MTAS curve.   

 
Graph of movements in Telstra FTM price relative to the headline MTAS rate 
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3.33 Based on the evidence discussed above, the existence of the MTAS 
declaration appears to have had little (if any) influence on the degree of pass-
through occurring in the market in the past two years.  

The waterbed effect 

3.34 A significant waterbed effect appears likely to exist within the mobile market 
in Australia.  In short, the waterbed effect refers to the inter-relationship 
between regulated termination charges and other sources of revenue, 
particularly the retail prices of subscription and outgoing calls. The term is 
often used to describe a scenario in which a regulated reduction in 
termination charges exerts upward pressure upon the retail prices of 
subscription and outgoing calls, resulting in either an increase in these retail 
prices or in a slower rate of reduction of such prices than would otherwise 
have been experienced. Optus has provided further analysis of the waterbed 
effect and its impact at Appendix C. 

3.35 This effect is already recognised and accepted by the Tribunal. In its 
consideration of the application by Optus in relation to its MTAS 
undertaking, the Tribunal said: 42 

“When competing with each other, mobile service providers take into 
account all their sources of revenue. It is a feature of the Australian 
market that providers offer retail customers a bundle of services in 
which usage charges subsidise charges for handsets and for access to 

                                                 

 
 

42 Application by Optus Mobile Pty Limited & Optus Networks Pty Limited [2006] ACompT 8 (22 
November 2006) at 82. 
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the network (where access means connection and thus the ability to 
make and receive calls, while usage is the actual making and receipt o 
calls). Thus some components of the mobile service provided to the 
customer may be supplied below cost and some components above 
cost. If Optus’ DGTAS is supplied at a price which exceeds the 
efficient costs of supply of that service, it does not necessarily follow 
that such price is unreasonable. The interactions between the provision 
of the DGTAS and of the retail services need to be examined. Such a 
price may not be unreasonable where the overall charge for all the 
relevant services does not exceed the efficient costs of supply of those 
services.” 

3.36 Whilst the ACCC has doubted the existence of the waterbed effect in past 
decisions, more recently the waterbed effect has been acknowledged by 
Ofcom and other regulators. Further, it has also been confirmed empirically 
by Genakos and Valletti (2008). They found that for a set of 24 countries, all 
European with the exception of New Zealand, Australia, Japan and Turkey, 
that this effect exists and is strong, although is not full.43   

3.37 Genakos and Valletti (2008) emphasise that “the waterbed effect is stronger 
the more intense the competition is in markets with high levels of market 
penetration and high termination rates.” 44  This result has implications for 
Australia since, consistent with Optus’ earlier submissions, there is effective 
competition in the Australian retail mobile services market.45   

Developments in technology 

3.38 Technological developments have been crucial drivers in the evolution of 
telecommunications services. In particular, the mobile telephony industry has 
been one of rapid change. 

3.39 In recent years, Australia has seen a rapid increase in mobile technology 
capabilities. In particular, there was the completion of the analogue switch 
off in 2000, auctioning of 3G spectrum in 2003 and switch off of the CDMA 
network in 2008. Together these actions have propelled the rapid migration 
of mobile voice services from analogue to GSM to 3G technologies. 

3.40 The following discussion will summarise the major developments in 
technology, as highlighted by: 

• Alternative technology platforms; 

• Increased mobile functionality; 

• Handset design; and 

                                                 
43 In particular they find that a 10 per cent reduction in mobile termination rate leads to a 10 per cent 
increase in mobile retail prices. 
44 Genakos and Valletti, 2008, “Testing the waterbed effect in mobile telephony,” CEIS Tor Vergata 
Research Paper Series 6(2), p.2-3 

 
 

45 ACCC, Optus’ undertaking with respect to the supply of its domestic GSM terminating access 
service (DGTAS) – Final Decision, Appendix 5, February 2006, p.219 
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• New service offerings. 

Alternative technology platforms 

3.41 Alternative technology platforms include mobile WiMAX technology, which 
is a progression to 2.5G and 3G networks enabling users to access data on 
their handsets and laptops. WiMAX is predicted to be taken up by many 
international operators. According to data from the WiMAX industry 
association (WiMAX Forum) at the end of 2007 there were a total of 181 
WiMAX operators globally.46 However this number is expected to rise to 
538 operators by 2012. Further, the number of countries with WiMAX 
technology is anticipated to rise from 94 (out of a total 234 countries) at the 
end of 2007 to 201 in 2012. 

3.42 WiMAX can be offered as either a fixed or mobile broadband solution 
(depending on the technology choice). The role of WiMAX is therefore to 
complement the voice capabilities and coverage levels of existing 2G and 3G 
networks, and cater more extensively towards the more data intensive 
applications. 

3.43 As a result, in terms of data and mobile content services, next generation 
mobile access technologies are likely to be dominated by LTE and mobile 
WiMAX. However as Ovum notes, “ultimately, the path chosen will depend 
on specific market conditions, such as competitor activity, legacy network 
compatibility, network capacity requirements and spectrum availability. 
Neither are the technologies exclusive.” 47 

Mobile functionality 

3.44 There is currently a wide variety of mobile services available to customers 
including voice services; text services, such as short message service (SMS) 
and multimedia message service (MMS); mobile broadband for internet 
applications; push-to-talk functions; mobile TV; and mobile commerce (m-
Commerce) services. 

3.45 However, customers are not fully utilising the suite of functions available on 
their handsets. From the following graph it can be inferred that mobile 
internet applications have the greatest potential for growth, especially as 
mobile network speeds continue to increase.  

                                                 
46 WiMAX Forum (2008), WiMAX Technology Forecast (2007-2012), page 6. (report available at 
http://www.wimaxforum.org/documents/downloads/wimax_forum_wimax_forecasts_6_1_08.pdf) 

 
 

47 Ovum, Global mobile market outlook: 2008-2013, December 2008, p.21 
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Figure 6: Mobile device capabilities and usage 48

 

Handset design 

3.46 New products and handset designs have contributed to changes in the 
structure and behaviour of consumer usage and uptake. They have 
complemented the versatility of mobile services through improvements to 
user interfaces and applications, allowing for greater ease in access to mobile 
services and other handset capabilities.  

3.47 There are countless handset designs available in the mobile services market, 
ranging from simple ‘candybar’ designs to the more complex personal device 
assistants (PDAs) for business customers. As a result, it can be inferred that 
handset designs can dictate the functionality and appeal of mobile services to 
customers. For example, the success of modern PDAs for business customers 
can be attributed to its design which incorporates the basic functionality of 
computers into a handheld device with the added function of mobile voice 
capabilities. 

3.48 Other notable developments in handsets that meet consumer needs include: 

• The development of handsets which can utilise multiple network 
platforms, such as satellite (or WiMAX) technologies in addition to 
standard mobile.   

• Multi-mode handsets have been designed to allow seamless switching 
between existing GSM and 3G networks frequencies. Optus consumers 
that use ‘dual-mode’ handsets are switched automatically and 
seamlessly between the Optus 2G and 3G networks to optimise the 
customer experience and ensure continual coverage no matter where 
they use their handset.    

                                                 

 
 

48 ACMA/ACCC, Communications infrastructure and services availability in Australia 2008, 
December 2008, p.22 
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• The release of handset designs that meet specific consumers demands 
and preferences. For example, the Blackberry range and Apple iPhone 
have been important mobile handset developments as they have been 
iconic in redefining the traditional usage patterns of mobile phones, 
with increased data capabilities.   

• Many mobile operators are partnering with vendors to release exclusive 
handset and mobile packages to target specific markets. For example, 
in Australia the launch of the Apple iPhone was received with much 
fanfare with Optus, Telstra and Vodafone initially each offering 
exclusive handset and mobile packages to attract new customers to 
their networks.  

• Handsets have also been designed for specific applications and 
consumer appeal. For example, Hutchison has partnered with Nokia to 
release a range of VoIP compatible handsets, such as the Nokia X-
series and the Three SkypePhone. While in the United States T-Mobile 
has partnered with Motorola for the release of the world’s first 
environmentally-friendly handset. 49 

3.49 There are now handsets which are capable to be used on both the GSM and 
satellite networks. For example, the SG-2520 can operate in dual mode –it is 
capable to support calls over the GSM Tri-band 900/1800/1900 MHz and the 
Thuraya satellite network. 

3.50 Optus currently offers the “Optus Thuraya service” which allows customers 
to make and receive calls over the Optus mobile network for GSM calls and 
over the Thuraya satellite network for satellite calls under one Optus SIM 
card. The Thuraya network services approximately one third of the globe and 
that would provide Australia wide and international coverage50. The Thuraya 
satellite coverage is illustrated in the coverage map below. 

                                                 
49 Motorola, “Motorola unveils world’s first mobile phone made using recyclable water bottle plastics 
and new 3G touch tablet with customizable home screen,” Press Release, 6 January 2009, 
http://mediacenter.motorola.com/content/Detail.aspx?ReleaseID=10464&NewsAreaID=2 

 
 

50http://personal.optus.com.au/web/ocaportal.portal?_nfpb=true&_pageLabel=Template_woRHS&FP=
/personal/mobile/mobilesatellite&site=personal 
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Thuraya Satellite Network Coverage Map

 

 

3.51 The Australian government has also been supportive of assisting people 
living or working in the most remote parts of Australia to purchase satellite 
mobile phones. The Satellite Phone Subsidy Scheme allows eligible 
customers a one-off subsidy of up to $1,000 towards purchasing mobile 
satellite handset. 51 

3.52 Similarly, ACeS also supplies a handset namely ACeS R 190 which is also a 
dual mode phone that operates in both ACeS Satellite and GSM 900 
network.52 The ACeS is a Jakarta-based satellite telecommunication 
company that operates using the Garuda 1 and Garuda 2 satellites.53  

New service offerings 

3.53 New service offerings such as mobile VoIP are facilitated through the mobile 
broadband component of handset devices. Whilst take-up of mobile VoIP 
services remains relatively low, as penetration increases this will be a 
significant substitute to traditional mobile services. 

3.54 VoIP provides basic voice communications service over a broadband 
connection. The majority of VoIP services operate over fixed networks, 

                                                 
51 
http://www.dbcde.gov.au/communications_for_consumers/mobile_services/the_satellite_phone_subsid
y_scheme 
52 http://www.acesinternational.com/corporate/index.php?fuseaction=Product.term-mobile 

 
 

53 http://www.acesinternational.com/corporate/index.php?fuseaction=System.satellite 
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however the proliferation of mobile VoIP is gaining momentum. Mobile 
VoIP differs from traditional fixed VoIP services through the added option of 
accessing the service through mobile broadband technologies, such as 3G 
and WiMAX. 

3.55 The following lists a few examples of VoIP services operating in Australia: 

• The first widely available broadband telephony service in Australia 
using VoIP technology was launched by Engin in September 2004. 54  

• The introduction of mobile VoIP in Australia has been more recent. In 
January 2007, Engin and Nokia announced a partnership to provide the 
first mobile VoIP handset to be released in Australia. 55 By March 
2007, one carrier had launched a product range bringing broadband-
like pricing and internet services to mobile phones. 56 Mobile VoIP is 
discussed further below. 

• The four major mobile telecommunications carriers have also launched 
their own IP telephony product range. For example, in June 2007 Optus 
launched two VoIP products in its ‘ipPhone’ range for the small and 
medium business (SMB) market. 57  

3.56 Internationally, there have also been developments in increasing broadband 
penetration, which has the potential to alter the operational structure of 
telephony services. As a consequence, this could lead to greater utilisation of 
the digital dividend and increase in the adoption of widespread IP telephony 
services. For example, O3b Networks will be a new telecommunications 
infrastructure-based provider of high-speed, low-cost internet connectivity to 
emerging markets in the developing world. They will offer services 
achievable of fibre performance over satellite, as well as connections through 
3G and WiMAX mediums. 58  

3.57 There has also been a trend to extend mobile services beyond terrestrial 
networks. For example, the introduction of mobile services on aircraft is 
currently being trialled in the market internationally. 

                                                 
54 Engin, “Broadband telephony for Aussie consumers now at selected retailers,” Press Release, 22 
September 2004, http://www.engin.com.au/IR/postingfiles/media/22-9-04%20-
%20Broadband%20telephony%20-%20FINAL.pdf  Growth in VoIP subscriber numbers remains 
strong – by 30 June 2008, Engin had 88,000 subscriber lines (representing 63,000 active SIOs) 
compared with the 77,000 subscriber lines (representing 58,000 active SIOs) the previous year – an 
increase of 8.6% in active SIOs. – Engin, Annual report for the financial year ended 30 June 2008, 
2008, p.8 
55 CRN Australia, “Engin, Nokia claim Australia’s first mobile VoIP phone release,” 22 January 2007, 
http://www.crn.com.au/News/44698,engin-nokia-claim-australias-first-mobile-voip-phone-release.aspx 
Engin claimed that the Nokia N80 Internet edition handset would allow seamless connectivity between 
web browsing and cost-efficient internet calls. – iTWire, “Nokia and Engin bring VoIP calls in 
Australia to Nokia’s N80 Internet Edition mobile,” 22 January 2007, 
http://www.itwire.com/content/view/8807/52/  
56 3, “3 launches X-series,” Media Release, 27 March 2007 
57 Optus, “The secret’s out – Optus VoIP has arrived,” Media Release, 4 June 2007 

 
 

58 O3b Networks, “O3b networks, with support from Google, Liberty Global and HSBC, to deploy 
world’s first high-speed, low-cost satellite system to transform communications access for billions 
worldwide,” Press Release, 9 September 2008, http://www.o3bnetworks.com/press_o3blaunch.html  
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Mobile VOIP 
 
a. Skype services 
 

3.58 There have been some new developments on mobile VoIP services over the 
past few years. There are a range of mobile handsets that are capable to 
support Skype service including 3 Skype-phone, Nokia E71, HTC p3600i, 
LG U990i, LGShine, Motorola V3xx and Nokia N95. 59 

3.59 One carrier currently offers a ‘pack’ which allows customers to access 
services such as Skype, Yahoo and Windows Live Messenger. Customers 
can log onto their Skype accounts and make and receive Skype calls on their 
mobile handset. 60 The customer can also uses the same mobile handsets to 
make and receive normal mobile calls.  61  

b. PennyTel Mobile Applications 

3.60 PennyTel also offers a similar mobile VoIP services. The PennyTel Mobile 
application allows mobile phone users to make and receive cheaper calls and 
SMS over the PennyTel network. The PennyTel Mobile application is 
available on JAVA-enabled phones (e.g. some Nokia, Sony Ericsson and 
Blackberry phones) and the iPhone.62  

3.61 The PennyTel Mobile application has a number of functions including: 

• Smart Dial; 

• VoIP call (iPhone users only); 

• Send SMS; and 

• Visual Voicemail (iPhone users only).  

3.62 With ‘Smart Dial’, it enables users to use its mobile phone for landline prices 
even without an internet connection.  It assigns a unique landline access 
number to each of user’s contact. If the user uses the ‘Smart Dial’ function to 
call someone mobile number and, the assigned landline access number will 
be automatically dialled rather than the person’s mobile number.  

3.63 The VoIP call function allows iPhone users to make and receive VoIP calls 
through the WiFi network. It allows iPhone users to bypass the mobile 
network and that he/she can call the other iPhone user over the PennyTel 
Network with no charge at all (so long as the PennyTel Mobile application is 
active and the iPhone user is on a WiFi network). The picture 1 below 
illustrates how the service works.  

                                                 
59 3 website, www. http://xseries.three.com.au, as at 28 January 2009 
60 That is, to and from other Skype account users. 
61 http://xseries.three.com.au/xseries/pricing.shtml 

 
 

62 PennyTel website, http://www.pennytel.com/index.html?divID=pennytel_mobile as at 28 January 
2009 
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3.64 Other functions such as the ‘send SMS’ allows users to send SMS around the 
world for as low as 5c. Users can further access and manage their voicemail 
on the PennyTel Mobile application for free63.  

 
 
Picture 1: VoIP call PennyTel 64

 
 

Shift in regulatory approaches 

3.65 The ACCC’s release of its Fixed Services Review Position Paper No.2 in 
2007 was amongst the chief regulatory developments since 2004.  In that 
paper the ACCC stated its general approach as follows: 

Where an enduring bottleneck does not persist, the Commission will be 
inclined to progressively withdraw ex ante regulation where it is 
confident that declaration is not required to promote the LTIE. 

The Commission’s approach is based on the principle that where it is 
economically efficient, facilities-based competition is more likely to 

                                                 
63 PennyTel, PennyTel Mobile User Guide V1.0 
64 PennyTel, PennyTel Mobile User Guide V1.0 
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promote the LTIE. This is because this form of competition allows 
rivals to differentiate their services and compete more vigorously 
across greater elements of the supply chain.  

It is also based on the principle that, for services or network elements 
which are not enduring bottlenecks, competitors that do not wish to 
invest in their own infrastructure will, more than likely, have the 
opportunity to enter into commercially negotiated arrangements for 
access with third parties (or the incumbent) without the need for ex 
ante regulatory intervention. In this regard, the withdrawal of access 
regulation at certain network layers does not necessarily suggest that 
these forms of competition will cease, or that their price will 
necessarily be raised excessively by the access provider. Rather, it is 
recognition that ex ante regulation is no longer required to ensure that 
these services are competitively priced at or near their underlying 
costs.” 65

3.66 Whilst many aspects of the position paper are specific to fixed services and 
so cannot be applied directly in mobile, the paper clearly reflects a 
developing approach that stresses the importance of ensuring that regulation 
is precisely targeted so that it is limited to the particular areas where it is 
required to promote the LTIE and not applied more generally.  For example, 
the ACCC noted that: 

With respect to at least one other deemed service, the Commission has 
narrowed the scope of declaration to only cover those elements where 
ex ante regulation is required to promote the LTIE. 66

                                                 
65 ACCC, Fixed Services review – A second position paper, April 2007, p.iii 

 
 

66 ACCC, Fixed Services review – A second position paper, April 2007, p.iv 
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4. Proposed revision to the MTAS declaration 

4.1 A number of the market developments described in the previous section are 
directly relevant to the market power of mobile operators.  In particular: 

• Monopoly profits are increasingly likely to be competed away in the 
retail mobile services market given the increased level of competition, 
especially since the waterbed effect has been validated empirically.   

• It is increasingly unlikely that Vodafone or Hutchison would be 
disadvantaged in negotiation with Optus or Telstra over mobile 
termination rates, given the increasing commercial weight and 
bargaining power of the smaller operators.   

• In the context of a highly competitive mobile services market with 4 
entrenched infrastructure players, the emergence of mobile VoIP and 
dual mode handsets is increasingly eroding mobile operators’ control 
of the mobile termination bottleneck. 

4.2 Optus considers that as a result of these developments, the market power of 
MNOs must be assessed as less significant compared to the ACCC’s 2004 
assessment, particularly with respect to termination of calls from other 
MNOs and integrated operators.   

4.3 Further, the rationale for continuing to give Telstra the benefit of regulated 
MTAS rates must be called into question given its failure to pass on cost 
reductions to its retail customers in the form of lower retail FTM rates. 

4.4 MNOs and integrated operators have countervailing power and retaliatory 
options, which balances any remaining market power of MNOs with respect 
to termination of calls from other MNOs and integrated operators, such that 
regulation is unnecessary to drive prices for these carriers to competitive 
levels. For example, Telstra has countervailing power in the supply of other 
services that MTAS operators value (e.g. the PSTN and transmission links). 
This could (and has in the past) be used to reach a commercially acceptable 
outcome between Telstra and other carriers.  

4.5 It follows that the key enduring bottleneck in mobile – if there is one – is in 
termination of FTM calls from the non-integrated fixed operators, and, 
potentially, termination of MTM calls from new entrant mobile operators, 
should any emerge.  This is consistent with the ACCC’s 2004 view on the 
key benefits from declaration. 

4.6 As noted in the previous section, the ACCC’s approach to regulation set out 
in its 2007 FSR Position Paper No.2 is based around ensuring that regulation 
is precisely targeted so that it is limited to the particular areas where it is 
required to promote the LTIE and not applied more generally.  Optus 
considers that an analogous principle should be applied in consideration of 
the future regulation of the MTAS.  In particular, the ACCC should tailor the 
declaration so that it addresses the chief objectives it identified in its 2004 
review, namely, the promotion of competition from fixed-only operators in 
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the market in which FTM services were provided and from new entrants in 
the retail mobile services market.   

Optus’ proposal 

4.7 Optus proposes that the ACCC adjust the MTAS Declaration so that it is 
restricted to termination of FTM calls from fixed-only operators and MTM 
calls from new entrant mobile operators only.   

4.8 This could be achieved either by adjusting the MTAS service description or 
by introducing an exemption from the existing Declaration to exempt the 
MTAS provided by MNOs in relation to calls originating on the mobile networks of 
the four existing MNOs and in relation to calls originating on the fixed network of 
the existing integrated fixed-mobile operators. 

4.9 Under Optus’ proposal, the charge for MTAS for calls originating on 
networks where the carrier does not have its own mobile network, such as the 
fixed networks of AAPT, iinet and Macquarie, would continue to be 
regulated in accordance with the existing MTAS declaration, as would the 
charge for MTAS for calls originating on any mobile networks established 
by new entrant MNOs. 

4.10 It follows that Optus’ proposal will achieve the key benefit of declaration 
identified by the ACCC in 2004: the promotion of competition from fixed-
only operators in the market in which FTM services are provided and from 
new entrants in the retail mobile services market. 

Issues arising from Optus’ proposal 

4.11 Optus’ proposal can be justified on the basis that negotiation (over the 
MTAS rate) and competition (in retail mobile services) between mobile-only 
and integrated operators appropriately constrains pricing and monopoly 
profits, thereby rendering the regulation of MTAS in these circumstances 
unnecessary and inhibitive of true competitive pressures.  

Termination of MTM calls 

4.12 The ACCC has noted that: 67 

Competition can provide benefits to end-users including lower prices, 
better quality and a better range of services over time. Competition 
may be inhibited where the structure of the market gives rise to market 
power. Market power is the ability of a firm or firms to constrain or 
manipulate the supply of products from the levels and quality that 
would be observed in a competitive market for a significant period of 
time. 

                                                 

 
 

67 ACCC, Domestic Mobile Terminating Access Service, An ACCC Discussion Paper reviewing the 
declaration for the domestic mobile terminating access service, December 2008, Appendix 1, p.3 

Page 27 
 



 

4.13 Optus submits that under its proposal, MNOs would not be able to exercise 
market power with respect to MTM calls from other mobile networks, since: 

• the emergence of mobile VoIP and dual mode handsets is increasingly 
eroding mobile operators’ control of the mobile termination bottleneck 
(as discussed in section 3); 

• the relative bargaining position of the smaller operators Vodafone and 
Hutchison has improved relative to Optus and Telstra (as discussed in 
section 3); and 

• any monopoly rents would be competed away through the waterbed 
effect in the retail mobile services market, which is highly competitive 
(as discussed in section 3).  Optus considers that given the existence of 
the waterbed effect, removing the declaration of the MTAS would be 
in the long term interests of end users. Removal of the declaration 
would allow carriers to price products with far greater flexibility and 
hence facilitate the introduction of new innovative plans and bundling 
arrangements which benefit end users in terms of better value (and 
more varied) products in the market. 

Termination of FTM calls 

4.14 Under Optus’ proposal, MNOs would not be able to exercise market power 
with respect to FTM calls from fixed-only network operators, since the 
charge for MTAS for calls originating on such networks would continue to 
be regulated. However, the question of whether MNOs would be able to 
exercise market power with respect to FTM calls from integrated network 
operators requires further consideration.   

4.15 Optus submits that under its proposal, MNOs would not be able to exercise 
market power with respect to MTM calls from other mobile networks, for 
two main reasons.   

4.16 First, the emergence of mobile VoIP and dual mode handsets is increasingly 
eroding mobile operators’ control of the mobile termination bottleneck (as 
discussed in section 3). 

4.17 Second, in any negotiations with other MNOs, integrated fixed-mobile 
operators have countervailing bargaining power and retaliatory options, 
which are likely to balance any remaining market power of MNOs.  For 
example, an integrated fixed-mobile operator (such as Telstra) faced with an 
MNO (such as Hutchison) attempting to exercise market power over FTM 
calls is likely to have a strong bargaining position, particularly given that it 
has a mobile network of its own, and so has the ability to negotiate based on 
the terms of access to termination on that network. As noted previously,  
Telstra has power in the supply of other services that MTAS operators value 
(e.g. the PSTN) which could (and has in the past) be used to reach a 
commercially acceptable outcome between Telstra and other carriers.  

4.18 Further, Optus submits that fixed operators with mobile businesses are 
capable of acquiring services that can substitute for the bundle of mobile 
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services.  Specifically, the integrated fixed-mobile operator can avoid paying 
a mobile operator’s MTAS charges for fixed to mobile calls through two 
competitive responses: 

• competing with that mobile operator for its customers by providing the 
bundle of mobile services; and 

• discouraging its own customers from calling customers of that mobile 
operator (e.g., by raising the differential between on-net and off-net 
calling prices). 

4.19 These competitive responses will impose costs on that mobile operator and 
discourage them from artificially raising mobile termination rates in the first 
instance. Importantly, these competitive responses arise because of the 
constraints imposed on average call prices by fixed only operators and their 
continued access to regulated access charges. 

4.20 Focusing on the first competitive response, an integrated fixed-mobile 
operator’s incentive to acquire its mobile competitor’s customers increases 
with the rate of termination charged by that competitor. The higher the cost 
of termination on that competitor’s network the greater the incentive to win 
those customers and therefore avoid the cost of off-net termination. (This 
incentive exists irrespective of the mobile termination rate charged by the 
integrated fixed-mobile operator.) Customers can be competed for by 
lowering retail prices overall, setting prices that discriminate against 
competitors with high termination charges (discussed below) and/or 
increasing marketing activities. 

4.21 Moving to the second competitive response, integrated fixed-mobile 
operators faced with a price rise from a mobile operator will tend to respond 
by increasing the price of calls to that mobile operator, creating (or 
increasing) the price differential between calls to its own mobile customers 
and those of its competitor (but within the constraint of a constant average 
call price to customers). This will have two effects – both detrimental to any 
mobile operator who raises termination charges: 

• it will discourage calls to that mobile operator; and 

• it will tend to make that mobile operator less attractive to potential 
subscribers (and make it easier for the integrated fixed-mobile 
operators to ‘steal’ those customers). 

4.22 The second effect is true to the extent that mobile customers’ value being 
called and care to some extent about the prices callers pay, which will in turn 
discourage customers from subscribing to the mobile operator’s network. 

4.23 Call externalities are such that people are likely to particularly value being 
called by a relatively small group of people with whom they have an 
expectation of a mutually beneficial calling relationship (a closed user 
group). A discriminatory pricing structure may therefore be attractive to 
these types of customers and may intensify competition. To the extent this 
closed user group includes fixed line customers, the integrated fixed-mobile 
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operator is likely to have a strong counter-threat to any artificially high 
mobile termination charge from a mobile operator. 

4.24 The ability of the integrated fixed-mobile operator to make this price 
structure transparent and to find it profitable to do so (because it will attract 
mobile subscribers), means it has the capacity to apply countervailing power 
against potentially exploitative price increases of competitor mobile 
operators. This is in contrast to fixed-only operators who neither have any 
obvious ability to substitute for an alternative service in response to a 
terminating price increase by a mobile operator, nor any easy ability to 
discriminate its pricing to make it transparent to customers that calls to that 
mobile operator’s customers are more expensive. 

4.25 In any case, the rationale for continuing to give Telstra the benefit of 
regulated MTAS rates must be called into question given Telstra’s failure to 
pass on wholesale cost reductions to its retail customers in the form of lower 
retail FTM rates (as discussed in section 3).  

4.26 Consistent with the principle of targeting regulation to the identified 
bottleneck, Optus’ proposal will propose that the ACCC adjust the MTAS 
Declaration so that it is restricted to termination of FTM calls from the small 
fixed operators and termination of MTM calls from new entrant mobile 
operators.  Optus submits that its proposal will achieve the key benefit of 
declaration, that is, the promotion of competition from fixed-only operators 
in the market in which FTM services are provided and from new entrants in 
the retail mobile services market. 
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5. Issues raised in ACCC’s MTAS declaration review 

5.1 Optus’ views on the particular questions raised in the discussion paper are set 
out in this section.   

Service description for the MTAS 

5.2 The ACCC in its 2004 Mobile Service Review for MTAS concluded that the 
domestic MTAS “service description should include FTM and MTM voice 
termination services regardless of the technology used, but will not include 
data termination services”.68 

5.3 Further, the Commission has also expressed its intention to limit its domestic 
MTAS service description to exclude any “services that are supplied 
pursuant to international or domestic roaming agreements”. 69 

5.4 The ACCC has highlighted the following two issues in relation to the MTAS 
service description. 

Issue 1: Is the current MTAS service description adequate?  

5.5 Optus submits that the current MTAS service description should remain 
technology neutral. 

5.6 The ACCC broadened the MTAS service description in 2004 to include 
mobile services provided over 2.5G and 3G networks on the basis that it 
allows “for the introduction of new mobile services that, due to transmission 
capacity limitations, are not able to be offered using 2G GSM and CDMA 
networks”. 70 The technology has not changed significantly since that period, 
therefore the current service description accounting for technological 
neutrality over 2G, 2.5G and 3G networks should remain. 

5.7 Optus submits however that the MTAS service should be altered to account 
for the following developments since 2004: 

• The last remaining CDMA network was switched off in April 2008. 
This eliminates the need to continue the inclusion of CDMA networks 
in the MTAS service description; 

• Since October 2005, 3G mobile services have been launched by all 
four mobile network operators (MNOs) achieving 98.8 per cent 
network coverage across the four 3G networks, 71 however the level of 
coverage between mobile operators still remains largely varied. It is 
therefore appropriate that the current inclusion of 2G, 2.5G and 3G 
technologies should be maintained; and 

                                                 
68 ACCC, Mobile Services Review – MTAS, Final Decision, June 2004, p.28 
69 ACCC, Mobile Services Review – MTAS, Final Decision, June 2004, p.28 
70 In effect, 2.5G and 3G technologies were considered to be ‘add on’ services to existing mobile 
services. ACCC, Mobile Services Review – MTAS, Final Decision, June 2004, p.21 
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• The Commission should continue to monitor the technological 
developments in alternate networks and future upgrades of current 
networks, such as WiMAX and LTE. Should the widespread 
introduction of WiMAX and LTE occur, it may therefore be 
appropriate for the Commission to reconsider the suitability of a 
service description that does not consider termination on these 
networks. 

5.8 Finally, Optus notes that its proposal to adjust the MTAS Declaration (so that 
it is restricted to termination of FTM calls from fixed-only operators and 
MTM calls from new entrant mobile operators only), which is set out in 
Section 4 of this submission, could be achieved by adjusting the MTAS 
service description (or alternatively by introducing an exemption from the 
existing Declaration).   

Issue 2: Should data, the short messaging service and multi-messaging service 
(MMS) be considered as part of the MTAS description? 

5.9 There is currently a wide variety of mobile services available to customers 
including voice services; text services, such as short message service (SMS) 
and multimedia message service (MMS); mobile broadband for internet 
applications; push-to-talk functions; mobile TV; and mobile commerce (‘m-
Commerce’) services. 

5.10 However, customers are not fully utilising the suite of functions available on 
their handsets and usage of data services in Australia remains relatively low.  

5.11 Data services are currently not within the MTAS service description. In 2004 
the ACCC concluded that it “favours a light-handed regulatory approach 
with respect to the regulation of immature services. Accordingly, the 
Commission considers that declaration of a MTAS that includes the 
termination of SMS services is unlikely to result in a benefit that is in the 
LTIE at this time”. 72 

5.12 Optus submits that this reasoning should remain because although SMS 
services remain the most popular non-voice service, the SMS market is still 
sustaining continued growth and it cannot be determined if the service has 
yet reached full maturity at this point in time.  

5.13 A similar reasoning should also apply for other data services such as MMS, 
which become available with the commencement of operation of 2.5G and 
3G services. Uptake of these services will only continue to grow; therefore 
during this review period, messaging and data services should continue to be 
regarded as immature services. 

5.14 Further, given that SMS and MMS are generally MTM services and are in 
event highly competitive, the issue of MNOs and integrated operators 
discriminating against fixed-line only operators and impairing their ability to 
compete effectively does not arise. 
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MTAS market definition 

5.15 The ACCC in its 2004 Mobile Service Review identified the following 
downstream markets as the most relevant for MTAS regulation: 

• The market within which FTM services are provided; and 

• The market for retail mobile services. 

5.16 The Commission has also considered in its 2007 pricing principles that 
competition at the retail level appears strong and is characterised by 
numerous new services and features, including data applications. 73 

5.17 The following discussion will show that the concerns previously held by the 
ACCC in its last declaration review have since been largely addressed.  

Issue 3: Does the MTAS continue to have bottleneck service features? 

5.18 A number of the market developments described in the Section 3 of this 
submission are relevant to this question.  In particular, the emergence of 
mobile VoIP and dual mode handsets is increasingly eroding mobile 
operators’ control of the mobile termination bottleneck.  Further, monopoly 
profits are increasingly likely to be competed away in the retail mobile 
services market given the increased level of competition, especially since the 
waterbed effect has now been validated empirically.   

5.19 Optus considers that as a result of these developments, the bottleneck service 
features of the MTAS must be assessed as less significant compared to the 
ACCC’s 2004 assessment, particularly with respect to termination of calls 
from other MNOs and integrated operators.   

5.20 MNOs and integrated operators have countervailing power and retaliatory 
options, which balances any remaining market power of MNOs with respect 
to termination of calls from other MNOs and integrated operators, such that 
regulation is unnecessary to drive prices for these carriers to competitive 
levels.  It follows that the key enduring bottleneck in mobile – if there is one 
– is in termination of FTM calls from the non-integrated fixed operators, and, 
potentially, termination of MTM calls from new entrant mobile operators, 
should any emerge.  This is consistent with the ACCC’s 2004 view on the 
key benefits from declaration. 

5.21 Under Optus’ proposal to adjust the MTAS Declaration (so that it is 
restricted to termination of FTM calls from fixed-only operators and MTM 
calls from new entrant mobile operators only), which is set out in Section 4 
of this submission, the remaining bottleneck (termination of FTM calls from 
the non-integrated fixed operators, and, potentially, termination of MTM 
calls from new entrant mobile operators) would continue to be regulated. 
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Issue 4: Is the market definition outlined in 2004 still appropriate? 

Issue 5: Since 2004, have there been any changes in mobile telecommunications 
technology with the potential to change previous ACCC findings in relation to the 
nature of the MTAS market? In particular, are there any demand and supply-side 
substitutes for the MTAS? 

5.22 Optus considers that MTAS is provided as part of a broader bundle, or 
‘cluster’ of mobile services. In turn, the Commission should be considering 
this broader mobile services bundle in any consideration of the relevant 
product or market definition analysis.  Optus maintains its view that the 
MTAS cannot be separated from the overall service of a mobile call. 

5.23 As described in the Section 3 of this submission, the emergence of mobile 
VoIP and dual mode handsets is increasingly eroding mobile operators’ 
control of the mobile termination bottleneck and providing demand and 
supply-side substitutes for the MTAS.   

Issue 6: Should mobile phone network services deployed in aircraft operating within 
Australia fall under the MTAS service definition? 

5.24 Optus considers that mobile network services deployed in aircraft operating 
within Australia should remain outside the MTAS service description on the 
basis that the current market for mobile network services operating on 
aircrafts is still in its infancy.74  Internationally, in-flight mobile network 
deployment remains niche markets and as such the termination for these 
services continues to be immature. 

5.25 The infancy of the in-flight mobile market is highlighted by the fact that 
midair mobile voice services have only been introduced since early 2008. In 
contrast, “relatively unobtrusive data calls, like mobile e-mail and 
messaging, have been available for a while on airlines”. 75 

5.26 The launch of these commercial services has been a long time coming, but 
there remain a number of regulatory hurdles to overcome before widespread 
deployment can proliferate. For example, AeroMobile and OnAir have not 
only “had to secure roaming arrangements from mobile communication 
providers from around the world but they have also needed regulatory 
approval from every country over which an aircraft fitted with the service 
will fly”. 76 

5.27 The Commission already notes that “in-flight mobile phone services may 
operate under roaming agreements in similar manner to international 
roaming services”. 77 It has also in the past expressed its intention to limit its 

                                                 
74 Mobile communications on board aircraft is currently a premium service only offered on selected 
flights and currently consists mainly of data-only services in most cases, connected through 
international roaming arrangements.. 
75 International Herald Tribune, “Era of in-flight mobile phone use begins in Europe,” 18 April 2008, 
http://www.iht.com/articles/2008/04/18/business/cell.php  
76 Asian Aviation Magazine, “In-flight mobile services take-off,” May 2008, p.35 
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domestic MTAS service description to exclude any “services that are 
supplied pursuant to international or domestic roaming agreements”. 78 

5.28 Optus considers that in line with the international precedent, it is appropriate 
for airlines fitted with the service to arrange individual commercial 
agreements with telecommunications carriers, as well as regulatory approval 
from national regulatory agencies across all its flight paths.  

5.29 Ofcom has taken the position that “services on aircraft may be charged at 
higher than normal retail rates, reflecting inter alia the additional costs of 
implementing and providing MCA services compared to terrestrial 
networks”. 79 Ofcom has reached this position on the basis that: 

• There may not be a single maximum tariff which will generally apply 
to all passengers in an aircraft;  

• These services remain in their infancy, therefore technical limitations 
on its provision and use is still being developed; and 

• In Europe, the European Regulators Group (ERG) has already issued 
guidance that these services fall outside the jurisdiction of the 
European Commission’s Regulation on Roaming. 

5.30 Optus therefore submits that mobile network services deployed in aircraft 
operating within Australia should remain beyond the scope of the domestic 
MTAS declaration.  

Defining other markets in which declaration may promote competition 

5.31 Optus submits that mobile carriers do not compete solely with other mobile 
carriers, but also against a range of substitutes to mobile telephony such as 
fixed telephony, messaging and broadband services. The existence of these 
substitutes provides additional pressure on prices, particularly for highly 
price sensitive customers.  Some of the significant new substitutes are 
discussed in Section 3 of this submission. 

Issue 7: Are there any new services or fully effective substitute services which could 
be considered to be in the same market as that within which FTM services are 
provided? 

5.32 A number of new services have been introduced to the market within which 
FTM services are provided, most notably the increase in mobile VoIP 
services and multi mode handsets.  

5.33 These services are discussed in more detail in Section 3 of this submission. 

                                                 
78 ACCC, Mobile Services Review – MTAS, Final Decision, June 2004, p.28 
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Issue 8: Are the markets in which FTM services and retail mobile services are 
provided still the only relevant downstream markets for MTAS? 

Issue 9: Are there other markets which should be taken into account? 

5.34 Optus considers that the relevant downstream markets for the MTAS 
continue to be the FTM and retail mobile services markets. The strong 
relationships that exist between mobile termination, subscription and 
outgoing call services mean that it is appropriate to define the market as a 
broader cluster market for mobile services.  

5.35 Optus considers that there are no other markets that are relevant to the 
provision of the MTAS. 

Issue 10: Are mobile data and messaging services offered in the same bundle as 
mobile voice services? If so, to what extent? 

5.36 Mobile data and messaging services are offered in the same bundle as mobile 
voice services across a number of capped plans offered by all MNOs. The 
usage of total included value in capped plans is at the discretion of the 
mobile subscriber for voice calls, SMS, MMS and some included data. 

5.37 Most cap plans offer included data, however in most cases carriers are more 
likely to offer data in the form of add-on packages to existing mobile plans. 
Add-on value packs can also be purchased for messaging services. These 
add-on packages offer consumers the option to purchase additional data or 
messaging credits, as required. 

5.38 Mobile messaging services are often offered within the same bundle as 
mobile voice, particular in the case of ‘all-you-can-eat’ type pricing plans. 
These unlimited deals essentially offer consumers a large quota of SMS 
usage, and to some extent MMS, within the caps. 

5.39 Optus currently offers a number of post-paid capped plans that include voice, 
messaging services and mobile data in a bundle.  Further information on 
these plans is included at Appendix E. 

State of competition in the relevant markets 

5.40 The Australian mobile services market is subject to fierce competition.  This 
issue is discussed in more detail in Section 3 of this submission. 

 

Issue 11: Are there any structural and behavioural changes in the MTAS markets 
which make them more competitive than they were in 2004? 

5.41 Optus submits that level of market concentration has fallen since 2004. As 
set out in Section 3, Vodafone and Hutchinson have considerably increased 
their market share during the last 4 years.  
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5.42 It is also important to note that the level of network coverage offered by each 
of the 4 carriers has significantly increased. For example, the Optus 'yes'G 
network (2100MHz/900MHz) provides coverage to 96% of the Australia 
population with plans to extend to 98% coverage. 80 The other Australian 
carriers have also increased their coverage, with Hutchinson and Vodafone 
able to cover to around 96% of the population via roaming agreements with 
other carriers (used in areas where they do not have their own infrastructure).  

5.43  Optus also considers that the emergence of substitute platforms such as 
mobile VoIP and WiMAX (as set out in Section 3) has also reduced the level 
of barriers to entry for potential new entrants.  

Issue 12: Are there any structural and behavioural changes in the retail mobile 
services market which make it more competitive than it was in 2004? 

5.44 The mobile services market in Australia is one of the fastest growing 
telecommunications markets, where continued penetration growth has been a 
key feature of the market.  

5.45 The Commission has noted that “competition at the retail level appears 
strong with an increase in the availability of capped and uncapped plans and 
the emergence of bundled pricing packages (particularly with data services) 
evidence of (continued) competition at the retail level.” 81 

5.46 The Commission also notes that since 2004 the nature of retail mobile 
handsets has changed for some carriers. Most notably, key changes in retail 
marketing and pricing plans have affected the mobile pre-paid and post-paid 
contract mix.82  The changes in contractual preference can be attributed to 
incentives such as free handsets, subsidised handsets and reduced data 
charges offered by carriers to entice customers to switch to post-paid and 3G 
services. 

5.47 All MNOs now offer a competitive range of pricing plans to suit all 
consumers, from post-paid plans to prepaid caps. A comparison of current 
pricing plans offered by MNOs is illustrated in Annexure A.  

5.48 There are a number of competitors and services offered in the retail mobile 
services market (as discussed in section 3). For example, the existence of 
MVNOs operating in the Australian market is highly prevalent, however 
wholesale MVNO access remains an unregulated service. One of the factors 
underpinning the growth and emergence of MVNOs is their ability to use 
existing network infrastructure, while avoiding the capital investment 
required for building their own network infrastructure. As at 30 June 2005, 
there were about 90 MVNOs operating in the Australian mobile market. 83 

                                                 
80 Coverage maps located at http://www.optus.com.au. 
81 ACCC, Domestic Mobile Terminating Access Service, Discussion Paper, December 2008, p.12 
82 ACCC, MTAS Pricing Principles Determination 1 July 2007 to 31 December 2008, Final Report, 
November 2007, p.27 
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5.49 Therefore it can be inferred that although the mobile market is considered to 
be highly concentrated in favour of the larger MNOs, 84 the reality is that the 
prevalence of competitors and service offering means that no single MNO 
holds a dominant competitive advantage over other operators. As a result, 
this reduces any likelihood of anti-competitive strategies by MNOs in the 
mobile services market.  

Issue 13: Are there any structural and behavioural changes in the market in which 
FTM services are provided which make it more competitive than it was in 2004? 

5.50 The market in which FTM services are provided is still dominated by Telstra 
which, has failed to pass on MTAS cost reductions to its retail customers.   

5.51 For greater detail on this issue Optus refers to its discussions in Section 3 of 
this submission.  

The extent to which competition would be promoted by declaration 

5.52 Optus considers that competition would be promoted by declaration to the 
extent that the declaration covers fixed-only operators and new entrants, 
however Declaration is unlikely to promote competition to the extent that it 
goes beyond this.   

5.53 Optus’ proposal to adjust the MTAS Declaration (so that it is restricted to 
termination of FTM calls from fixed-only operators and MTM calls from 
new entrant mobile operators only) is set out in Section 4 of this submission 

Issue 14:  Are MTAS prices likely to be above the underlying costs of production if 
the service is not regulated? 

5.54 Optus’ proposal to adjust the MTAS Declaration (so that it is restricted to 
termination of FTM calls from fixed-only operators and MTM calls from 
new entrant mobile operators only) can be justified on the basis that 
competition (in retail mobile services) and negotiation (over the MTAS rate) 
between mobile-only and integrated operators appropriately constrains 
pricing and monopoly profits, thereby rendering the regulation of MTAS in 
these circumstances unnecessary.  MNOs and integrated operators are able to 
commercially negotiate and reach commercial agreements between 
themselves for mobile termination services.   

5.55 This issue is discussed in more detail in Section 4 of this submission. 

Issue 15:  What impact has the continued declaration of the MTAS had on 
competition within the market within which FTM services are provided since 2004? 

5.56 The market in which FTM services are provided is still dominated by Telstra 
which, as set out in Section 3, has failed to pass on MTAS cost reductions to 
its retail customers.   
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Issue 16: What impact has the continued declaration of the MTAS had on 
competition within the market within which retail mobile services are provided since 
2004? 

5.57 The ACCC has previously considered that “if effective competition exists in 
the provision of mobile calls, a change in one revenue stream will, in the 
long term, be associated with an offsetting change in another stream … 
Competition for mobile subscribers will result in a reduction in the price of 
mobile access services.” 85 This in essence can be interpreted as the waterbed 
effect, which the Commission has concluded to be not apparent in an 
Australian context due to lower average retail prices for off-net calls and an 
increase in the level of handset subsidies. 86 

5.58 Optus maintains that a significant waterbed effect exists within the mobile 
market in Australia. This has been discussed in Section 3 of this submission 
and in Optus’ submission in response to the ACCC’s recent draft MTAS 
pricing principles,87 an extract of which is attached to the end of this 
document in Appendix C. 

Issue 17: Could the market for retail mobile services be considered effectively 
competitive today? 

5.59 Yes.  Refer to Section 3 of this submission. 

The impact of declaration on any-to-any connectivity  

5.60 The ACCC in its 2004 Mobile Services Review for MTAS considered that 
“market forces are generally such that mobile operators will enter into 
agreements allowing termination of voice calls on their networks in the 
absence of declaration.” 88 

5.61 However, the Commission concluded that the declaration of a MTAS would 
better promote the object of any-to-any connectivity on the basis that it 
prevented “new entrants and small operators from being refused access to the 
mobile termination services of other operators.” 89  

Issue 18: Have circumstances changed since 2004 such that any-to-any connectivity 
would be likely to be achieved in the absence of regulation? 

5.62 Optus submits that any-to-any connectivity is likely to be achieved whether 
or not regulation is in place. Mobile subscribers have the expectation to be 
able to contact all other mobile subscribers irrespective of the network to 
which they are connected.  Optus therefore reiterates that in any case, the 

                                                 
85 ACCC, Pricing methodology for the GSM termination service, Final Report, July 2001, p.26 
86 ACCC, MTAS Pricing Principles Determination 1 July 20007 to 31 December 2008, Final Report, 
November 2007, p.16 
87 Optus, Draft MTAS Pricing Principles Determination and indicative prices for the period 1 January 
2009 to 31 December 2011, December 2008, pp.27-30 
88 ACCC, Mobile Services Review – MTAS, Final Decision, June 2004, p.132 
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negotiating behaviour between mobile operators will ensure that 
interconnection will be achieved because: 

(a) MTAS rates are rarely negotiated in isolation. There is likely to be a 
trade-off between the MTM MTAS price and the other prices 
negotiated at the same instance. 

(b) MTM MTAS prices would be reflected in retail charges. This may, 
depending on the relative market positions of the mobile operators, 
influence the setting of MTM MTAS rates. 

(c) the reality is that if an operator refused to interconnect, connection 
would happen anyway through transit arrangements with another 
operator. 

5.63 It might be argued that any-to-any connectivity is not achieved if, as a result 
of Optus’ proposal to adjust the MTAS Declaration (so that it is restricted to 
termination of FTM calls from fixed-only operators and MTM calls from 
new entrant mobile operators only), the SAOs do not apply. If Optus’ 
proposal means there is no requirement to supply the relevant active declared 
service (MTAS) to a given party, then the argument goes that this cannot 
achieve any- to-any connectivity. 

5.64 However, under Optus’ proposal, the charge for MTAS for calls originating 
on networks where the carrier does not have its own mobile network, such as 
the fixed networks of AAPT, iinet and Macquarie, would continue to be 
regulated in accordance with the existing MTAS declaration, as would the 
charge for MTAS for calls originating on any mobile networks established 
by new entrant MNOs. 

5.65 Further, declaration is not required to promote any-to-any connectivity for 
the established players (Telstra, Optus, Vodafone and Hutchison). As the 
ACCC has noted:  

Where there are a number of established mobile operators with 
substantial subscriber numbers, each operator will have an incentive to 
reach an interconnect agreement with every other operator, in order to: 

• gain revenue from termination charges levied on the operator of the 
originating network; and 

• attract and maintain a subscriber base by allowing for calls to and 
from subscribers on all other networks. 

Accordingly, the Commission considers that market forces are generally 
such that mobile operators will enter into agreements allowing 
termination of voice calls on their networks in the absence of 
declaration.90

5.66 It therefore follows that Optus’ proposal will continue to allow any-to-any 
connectivity between networks, with the key benefit of declaration identified 
by the ACCC in 2004: the promotion of competition from fixed-only 
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operators in the market in which FTM services are provided and from new 
entrants in the retail mobile services market. 

Economically efficient use of infrastructure 

5.67 The ACCC in its 2004 Mobile Services Review concluded that “continued 
declaration of a MTAS would be likely to encourage economically-efficient 
use of the infrastructure used to provide telecommunications services.” 91 It 
has reasoned that, in the absence of regulation, mobile operators would have 
the ability and incentive to set above cost MTAS prices (which in turn, led to 
above cost FTM prices). 92 

5.68 However, Optus submits that the Commission’s perceived outcome is not 
necessarily true on the basis that the demand elasticities of mobile 
subscribers have not been taken into account.  

5.69 Optus considers that declaration results in a regulatory risk that discourages 
investment in the mobile services market. Accordingly, Optus considers that 
its proposal to adjust the MTAS declaration would promote certainty which 
would likely encourage investment in new networks and investment by new 
entrants. 

5.70 The following section will discuss the changes in the pricing structure since 
2004, and show that the downward pricing dictated by the ACCC’s pricing 
principles has not necessarily been conducive to efficient investment 
decisions of mobile operators. 

Issue 19: Has anything changed since 2004 in the pricing structure to encourage a 
more efficient use of infrastructure? 

5.71 Optus considers that the retail prices currently available to mobile 
subscribers are strongly driven by consumer demand preferences. As 
discussed in section 2, high mobile penetration leading to market saturation 
has contributed to the emergence of new innovations and product offerings, 
such as capped and uncapped plans. A comparison of current pricing plans 
offered by MNOs is also illustrated in Annexure A. 

5.72 The Commission has stated its view that “prices should be based on the 
forward looking costs of an efficient operator in order to set prices that 
promote economic efficiency, which is the outcome that could be expected in 
a competitive market.” 93  However, such prices should (but so far have not) 
take some account of the acknowledged efficiency of Ramsey-Boiteux 
pricing for the allocation of common costs.94  Optus would observe that R-B 

                                                 
91 ACCC, Mobile Services Review – MTAS, Final  Decision, June 2004, p.171 
92 ACCC, Domestic Mobile Terminating Access Service, Discussion Paper, December 2008, p.20 
93 ACCC, Draft MTAS Pricing Principles Determination and indicative prices for the period 1 January 
2009 to 31 December 2011, November 2008, p.11 
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prices promote economic efficiency, represent the forward looking costs of 
an efficient operator and are consistent with the outcome that could be 
expected in a competitive market.  

5.73 Optus would also observe that an economically efficient MTAS charge could 
exceed the outcome that could be expected in a competitive market as a result 
of the presence of network externalities.95   

5.74 The efficient cost and common allocation costs are further discussed in 
Appendix D. 

Economically efficient investment in infrastructure 

5.75 The ACCC in its 2004 Mobile Services Review concluded that “in the 
absence of declaration, mobile operators will have the ability and incentive to 
raise the price of the MTAS above the underlying cost of production.” 96 

5.76 During the last declaration review period, the Commission highlighted the 
following three concerns surrounding the effect of this above-price pricing 
structure on efficient investment: 

i) If competition in retail mobile services is not fully effective, it 
is unlikely that there will be a full transfer of economic profits 
from mobile termination to retail mobile services. 

ii) Even if competition in retail mobile services is fully effective, 
the resultant subsidisation would be likely to lead to an 
inefficient allocation of investment funds across the different 
infrastructure used to provide mobile telephony services.  

iii) Above-cost prices for MTAS would likely result in fixed-line 
only operators paying above-cost termination prices for FTM 
calls. 

5.77 Optus considers that the absence of declaration would encourage faster and 
more efficient investment in mobile infrastructure.  

                                                                                                                                            
inversely proportional to the relative elasticity of the service.  For instance, if one service has an own-
price elasticity of -0.3 and another an elasticity of -0.6, then the first service should have a mark-up 
twice that of the second service.  An alternative approach that simply allocated fixed and common costs 
equi-proportionately to the two services could imply a larger loss in welfare compared with Ramsey-
Boiteux pricing. 
95 Optus considers that an economically efficient MTAS rate should also include a Network Externality 
Surcharge (NES). 

 
 

96 ACCC, Mobile Services Review – MTAS, June 2004, p.179 
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Issue 20:  What has the level of investment in mobile telephony infrastructure been 
since 2004? 

5.78 Since 2004 all four MNOs have entered into network sharing arrangements 
to build and deploy 3G networks, particularly in forward-looking 3G 
technology and not reinvestment in GSM networks. 97 The major mobile 
developments and investment outlays by MNOs is discussed in Section 3. 

Issue 21: Which type of infrastructure has the investment been put into? 

Issue 22: On what basis has the investment been efficient investment? 

5.79 Optus considers that notwithstanding the significant investment in mobile 
infrastructure that has taken place since 2004, it is nevertheless likely that the 
existence of the MTAS declaration has slowed the rate of investment by 
Australian mobile operators. 

5.80 Since the last declaration inquiry in 2004, all MNOs have invested in 3G 
networks.  Australian  The table below shows the date on which each MNO 
launched various mobile service.   

Table 1: Network entry into the Australian mobile market 

 
Carrier 3G GSM98 CDMA99

Optus 2005100 1993 May n/a
Telstra December 2002101 

(business 
customers)

1993 September 1999

Vodafone October 2005102 1993 October n/a
Hutchison  2003103 n/a March 2000 (shut 

down Aug 2006) 

5.81 Optus highlights that the earliest that a MNO launched a new 3G mobile 
network in the Australian market was March 2002, with consumers not being 
able to access a 3G service from all 4 carriers until late-2005. Furthermore, it 
has only been due to recent network expansions by Optus and Telstra that the 
coverage of 3G networks reached equivalence with the 2G networks (i.e. 
coverage of outer metropolitan and regional areas). Optus suggests that the 
Commission’s heavy handed regulation of MTAS has handicapped the 
migration from 2G to 3G networks.  

                                                 
97 ACCC, MTAS Pricing Principles Determination 1 July 2007 to 31 December 2008, Final report, 
November 2007, p.28 
98 AMTA, Ten Years of GSM in Australia, www.amta.gov.au 
99 AMTA, Ten Years of GSM in Australia, www.amta.gov.au 
100 Optus (2005), Optus breaks 3G boundaries, 14 November 2005, www.optus.com.au 
101 Telstra (2002), Telstra launches Australia’s first 3G wireless service, December 2002, 
www.telstra.com.au 
102 Vodafone (2005), Vodafone launches 3G in time for Christmas wish lists, October 2005 
103 Hutchison (2003), CEO Speech, 14  
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5.82 That said, Optus also submits that its network rollout costs have been incurred 
efficiently given the relatively competitive state of the mobile market, which 
has been recognised by the Australian Competition Tribunal.104 Optus has 
provided detailed evidence in support of this issue in regards to the 
Commission’s review of the MTAS Pricing Principles.105 

 

                                                 
104 Application by Optus Mobile Pty Limited & Optus Networks Pty Limited [2006] ACompT 8, 22 
November 2006, at [116-118] 

 
 

105 Optus (2008), Optus Submission to Australian Competition and Consumer Commission in response 
to Draft MTAS Pricing Principles Determination and indicative prices for the period 1 January 2009 
to 31 December 201, (Public Version, December 2008, pp. 6-7 
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Appendix A: Comparison of current pricing plans offered by MNOs 

[Attached as separate document] 
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Appendix B: Australian mobile industry metrics, 2005-Q2 to 2008-Q1 

The following table provides the summarised industry metrics for the Australian 
mobile market, for the period 2005-Q2 to 2008-Q1. 

Table 3: Australian mobile industry metrics, 2005 to 2008 106

 2005Q2 2005Q4 2006Q2 2006Q4 2007Q2 2007Q4 2008Q1 

Population (m) 20.2 20.4 20.4 20.7 20.7 21.0 21.2 

No. subscribers (‘000) 18,394 19,354 19,625 20,421 20,876 21,805 22,065 

% YoY subscriber 
growth 11.8 8.3 6.7 5.5 6.4 6.8 6.5 

% Mobile penetration 91.2 94.7 96.0 98.4 100.6 103.9 103.9 

% Monthly churn 1.7 1.5 1.4 1.2 1.6 1.9 2.0 

MOU min/sub/month 170 180 179 193 195 208 204 

% YoY change MOU 8 7 5 7 9 8 5 

% EBIDTA margins 34.9 34.5 32.9 29.8 30.5 30.7 31.1 

ARPU AUD/month 45.38 47.24 45.90 48.96 47.26 49.41 47.88 

% YoY ARPU growth (5.4) (1.9) 1.2 3.7 3.0 0.9 0.3 

% Service revenue from 
data 15.1 16.2 17.6 21.1 24.8 26.5 27.0 

Revenue AUD/min 0.23 0.23 0.22 0.20 0.19 0.18 0.18 

% YoY change in 
revenue AUD/min (12.6) (9.1) (5.8) (9.7) (15.0) (12.6) (6.8) 

Source: Merrill Lynch estimates and company reports. 

                                                 
106 Merrill Lynch, Global Wireless Matrix Q108, Industry Overview, July 2008 
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Appendix C: Waterbed effect 

The following information reiterates comments Optus submitted in response to the 
ACCC draft MTAS pricing principles in December 2008. 

Waterbed effect 

1.1 The waterbed effect refers to the inter-relationship between regulated 
termination charges and other sources of revenue, particularly the retail 
prices of subscription and outgoing calls.  The term is often used to describe 
a scenario in which a regulated reduction in termination charges exerts 
upward pressure upon the retail prices of subscription and outgoing calls, 
resulting in either an increase in these retail prices or in a slower rate of 
reduction of such prices than would otherwise have been experienced.  

1.2 The ACCC in its 2007 Pricing Principles Determination considered that a 
waterbed effect was not apparent in an Australian context due to lower 
average retail prices for off-net calls and an increase in the level of handset 
subsidies.107 In its draft 2008 Pricing Principles the ACCC observed in the 
waterbed context that “competition at the retail level remains strong with an 
increase in the availability of capped and uncapped plans and the emergence 
of bundled pricing packages (particularly with data services) evidence of 
continued competition at the retail level.” 108  

1.3 Optus maintains that a significant waterbed effect is likely to exist within the 
mobile market in Australia, which should be taken into account in the setting 
of MTAS prices, and that the existence of a waterbed effect supports a rate 
higher than 9cpm.  The following discussion will establish the existence of 
the waterbed effect, as well as a highlight a number of implications of the 
waterbed effect in the Australian mobile market.   

1.4 Optus considers an increase in the MTAS rate would be in the long term 
interests of end users, since it would provide operators with certainty of 
revenue and facilitate the introduction of new innovative plans and bundling 
arrangements which pass through value to end users. 

The existence of a waterbed effect 

1.5 The waterbed effect has long been hypothesised as a typical feature of two-
sided markets, especially within mobile telephony where there is a strong 
interrelationship between the market for subscription and outgoing calls, and 
the market for termination of incoming calls.  In a study of fixed-to-mobile 
(FTM) substitution, Albon (2006) considers that “the waterbed effect begins 
from the point where a mobile carrier has reduced its subscription price in 

                                                 
107 ACCC, MTAS Pricing Principles Determination 1 July 2007 to 31 December 2008, Final report, 
November 2007, p.16 
108 ACCC, Draft MTAS Pricing Principles Determination 1 January 2009 to 31 December 2011, 
November 2008, p.18  
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the quest for greater profits.” 109  In a study of the waterbed effect and 
regulation, Schiff (2008) considers the existence of the waterbed effect will 
occur “if either the marginal revenue or marginal cost of one good depends 
on the quantity of the other good(s). 110  

1.6 Frontier (2008) has noted that “the existence of a waterbed effect… simply 
reflects that, given the competition in the retail market, a change in the 
termination rate does not affect solely the price of traffic services, it also 
influences the equilibrium prices of other related services such as fixed 
subscription charges.” 111 

Empirical validation 

1.7 During recent years, academic studies have confirmed the existence of a 
waterbed effect operating in mobile markets around the world. In particular, 
there has been evidence to indicate that the effect presents substantial 
implications for competition and consumer welfare in mobile telephony.  

1.8 This waterbed effect, as predicted by economic theory, has been 
acknowledged by Ofcom and other regulators. Recently it has also been 
confirmed empirically by Genakos and Valletti (2008). They found that for a 
set of 24 countries, all European with the exception of New Zealand, 
Australia, Japan and Turkey, that this effect exists and is strong, although is 
not full.112 Therefore, policy makers should not assume that the lower mobile 
termination rate the better for consumers, in particular when the mobile 
termination level is set below costs.  

1.9 Importantly, Genakos and Valletti (2008) emphasise that “the waterbed 
effect is stronger the more intense the competition is in markets with high 
levels of market penetration and high termination rates.” 113  This result has 
implications for Australia since, consistent with Optus’ earlier submissions, 
there is effective competition in the Australian retail mobile services 
market.114  The state of competition in the Australian market is examined 
below.  

1.10 Welfare implications will arise and depending on the extent of changes in 
termination rates, the reduction in consumer welfare of reducing mobile 
termination rates can be substantial.  Frontier (2008) has quantified the 

 
109 Albon, 2006, “Fixed-to-mobile substitution, complementarity and convergence,” Agenda 13 (4), 
p.316  Therefore, were the price of termination not regulated, then under the general conditions of 
competition, a profit-maximising mobile carrier will reduce retail mobile prices below cost only if the 
reduction increase profits overall. As a result, the waterbed effect can be considered to be a natural 
outcome of profit-maximising behaviour by firms. 
110 Schiff, 2008, The ‘waterbed’ effect and price regulation, Review of Network Economics 7(3), p.412.  
A waterbed effect may also exist with nonlinear pricing or if competing firms are subject to a zero-
profit constraint or global price cap and there is a common fixed cost.” 
111 Frontier, Assessing the impact of lowering mobile termination rates, July 2008, p.13 
112 In particular they find that a 10 per cent reduction in mobile termination rate leads to a 10 per cent 
increase in mobile retail prices. 
113 Genakos and Valletti, 2008, “Testing the waterbed effect in mobile telephony,” CEIS Tor Vergata 
Research Paper Series 6(2), p.2-3 
114 ACCC, Optus’ undertaking with respect to the supply of its domestic GSM terminating access 
service (DGTAS) – Final Decision, Appendix 5, February 2006, p.219 



 

 
 

Page 49 
 

                                                

impact of drastically reducing mobile termination rates based on a simulated 
model of competition between mobile operators commonly used in economic 
literature.115  Schiff (2008) further notes the erroneous nature of welfare 
analyses without consideration of waterbed linkages. 116 

Recognition by regulators 

1.11 Recognition of the waterbed effect varies across different regulatory 
jurisdictions. However as recognition of the waterbed effect phenomenon 
takes hold, regulators are increasingly taking notice and are now beginning to 
take the potential implications of the waterbed effect into consideration when 
determining new policy directions.  

1.12 Ofcom has recognised the existence of the waterbed effect, although 
considers that the extent of the waterbed effect may not be complete. As 
such, it remains of the view that competition in the market may not be 
sufficient to drive out all of the excess profit.  117  

1.13 The New Zealand Commerce Commission also recently acknowledged the 
possible existence of a waterbed effect to the extent that where it exists, it is 
likely that mobile prices will decline under regulation but at a slower rate 
than without. Therefore, although the waterbed effect is traditionally 
described in terms of mobile subscription prices increasing (while the 
number of mobile subscribers decreases), the Commission has recognised 
that the waterbed effect may in fact appear in alternate guises.118 

State of competition in the Australian market 

1.14 Optus submits that the Australian mobile market is highly competitive. Key 
features of the state of competition in the market are highlighted below: 

i) There are four mobile carriers operating six mobile networks in 
Australia.119  

 
115 Frontier, Assessing the impact of lowering mobile termination rates, July 2008, p. 19.  This confirms 
Genakos and Valletti (2008) findings, with the impacts of overall average prices paid, mobile market 
penetration, and total consumer welfare from mobile telephony measured against current European 
data.  Frontier’s model assumes that operators compete for market share by offering prices which 
maximise the value that consumers obtain from using mobile telephony, therefore the results reported 
do not depend on competition between operators being weak.  In general, it was found that the 
reduction in mobile termination rates will increase the minutes of usage while impacting on consumer 
welfare by reducing it as a result of two effects: (i) under a calling party pays regime (the waterbed 
effect), there will be an increase in subscription charge; and (ii) under a receiving party pays regime, 
the charges for incoming calls will increase as mobile termination rates are reduced, thereby lowering 
the value of mobile telephony for customers and hence reducing mobile penetration rates.   
116 Schiff, 2008, “The ‘waterbed’ effect and price regulation,” Review of Network Economics 7(3), 
p.403.  “Depending on the rate at which reductions in the regulated price are passed through into 
increases in other prices and depending on the shape of the demand and cost curves in these markets, 
such welfare losses may represent a very large fraction of, or even exceed, any benefits in the market 
that is regulated.” 
117 Ofcom, Wholesale mobile call termination - Statement, June 2004, p.27 
118 New Zealand Commerce Commission, Investigation into regulation of mobile termination – 
Reconsideration final report, April 2006, p.20 
119 ACMA, Communications Report 2007-08, November 2008, p.22 
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ii) Market growth is strong with uptake of new technologies, such 
as 3G networks. Since 2005, total mobile subscriptions in 
Australia have increased, of which the number of 3G 
subscriptions has increased by approximately 780.7 per cent.120 

iii) Price competition is fierce, as operators continually launch new 
innovative capped, uncapped and bundled plans which pass on 
benefits to consumers. For example the introduction of Optus’ 
Fusion and Timeless plans, discussed below.  

iv) Mobile prices are decreasing. Overall, the average prices for 
mobile services have decreased by approximately 42 per cent 
since 1997-98.121 

v) Profitability is not high. Over the past two calendar years, 
Optus has significantly lost mobile revenue market share – 
decreasing by 2.9 per cent over the last two years.122 

Implications for consumer welfare 

1.15 The ACCC has considered that a waterbed effect does not exist in the 
Australian mobile market on the basis that following the previous reduction 
in mobile termination rates, there has been lower average retail prices for off-
net calls and an increase in the level of handset subsidies.123  

1.16 Optus submits that a waterbed effect can exist despite the presence of lower 
average retail prices and increase in the level of handset subsidies. For 
example, the New Zealand Commerce Commission recognised under the 
waterbed effect, mobile prices may decline under regulation but at a slower 
rate than without regulation of mobile termination rates.  

1.17 It has been recognised that there has been an increase in the availability of 
capped and uncapped plans, as well as the emergence of bundled pricing 
packages, 124 for example by July 2008 Optus had launched its ‘Timeless’ 
product range offering customers unlimited standard local and national calls, 
and calls and standard SMS to GSM mobiles within Australia.125  

1.18 Optus submits that capped and/or bundled pricing packages such as this are 
significant innovations offered by operators to attract new subscribers and 
pass on value to customers.  The availability of these packages remains 
reliant on the overall revenue operators are able to earn in the mobile market 
and the economic viability and offerings of such plans will be heavily 
influenced by regulatory settings with regard to mobile termination charges.  

 
120 JP Morgan, Australian mobile market 2007, 17 March 2008, p.9 
121 ACCC, Telecommunications Report 2006-07, May 2008, p.95 
122 JP Morgan, Australian mobile market 2007, 17 March 2008, p.5 
123 ACCC, MTAS Pricing Principles Determination 1 July 2007 to 31 December 2008, Final report, 
November 2007, p.16 
124 ACCC, Draft MTAS Pricing Principles Determination and indicative prices for the period 1 
January 2009 to 31 December 2011, November 2008, p.18  
125 Optus, “Optus ‘stops time’ with unlimited calls and sms mobile plan,” Media Release, 21 July 2008 
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1.19 Optus is currently assessing the economic viability of introducing new 
innovative ways to benefit consumers, including new types of mobile plan. 
These innovations – if introduced – will provide benefits to customers 
through increased welfare, however, profit margins remain considerably tight 
and from an operator’s perspective the viability of such innovations 
diminishes as termination rates decrease. Optus considers an increase in the 
MTAS rate would be in the long term interests of end users, since it would 
provide operators with certainty of revenue and facilitates the introduction of 
new innovative plans and bundling arrangements which pass through value 
to end users. 
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Appendix D: Efficient pricing 

The following information reiterates comments Optus submitted in response to the 
ACCC draft MTAS pricing principles in December 2008. 

Allocation of common costs 

1.1 The waterbed effect refers to the inter-relationship between regulated 
termination charges and other sources of revenue, particularly the retail 
prices of subscription and outgoing calls.  The term is often used to describe 
a scenario in which a regulated reduction in termination charges exerts 
upward pressure upon the retail prices of subscription and outgoing calls, 
resulting in either an increase in these retail prices or in a slower rate of 
reduction of such prices than would otherwise have been experienced.  

1.2 Optus considers that the ACCC should take some account of the 
acknowledged efficiency of Ramsey-Boiteux pricing for the allocation of 
common costs, and that it should also consider the applicability of a network 
externality surcharge in the setting of indicative MTAS prices. 

Ramsey-Boiteux pricing 

1.3 A well-known method for the allocation of common costs is Ramsey-Boiteux 
(R-B) pricing, which is generally accepted by economists as an efficient 
principle for the allocation of common costs.  Ramsey-Boiteux pricing 
essentially requires that contributions to fixed and common costs be higher 
on services that have relatively inelastic demand.  The effect of R-B pricing 
is that the overall level of deadweight losses arising from the need to recover 
fixed and common costs can be minimised. 126  The ACCC has previously 
summarised the motivation for Ramsey-Boiteux pricing in the following 
terms: 
“Ramsey pricing concepts … deal with finding a configuration of prices that would 
ensure that these common costs are recovered in the least distortionary way.  Under 
a Ramsey configuration, the structure of prices across a collection of services 
sharing common costs would ensure higher proportionate mark-ups above 
attributable costs for those services with relatively inelastic demands, according to 
the inverse elasticity or ‘Ramsey-Boiteux’ rule.” 127

1.4 Optus proposed the allocation of common costs according to R-B pricing 
principles in the context of its 2004 mobile undertaking, in which it 
submitted that its modelling: 

                                                 
126 In a simple case of independent demands, Ramsey-Boiteux pricing implies that the mark-up on each 
service to recover the fixed and common costs should be inversely proportional to the relative elasticity 
of the service.  For instance, if one service has an own-price elasticity of -0.3 and another an elasticity 
of -0.6, then the first service should have a mark-up twice that of the second service.  An alternative 
approach that simply allocated fixed and common costs equi-proportionately to the two services could 
imply a larger loss in welfare compared with Ramsey-Boiteux pricing. 
127  ACCC, Mobile Services Review – MTAS, Final Decision, June 2004, p.145 
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“… reflects the main intuition of Ramsey Boiteux pricing that welfare can be 
maximised by recovering fixed and common costs in a manner that minimises 
distortions to demand. The model goes beyond ‘simple’ Ramsey-Boituex 
pricing to capture the complexity of the structure of demand for mobile 
services, including cross-elasticities of demand that take the form of 
externalities”  128

1.5 However in its final determination on the Optus undertaking, the ACCC 
rejected the proposed allocation of common costs according to R-B pricing 
principles, concluding that: 

“…Optus’s proposed R-B framework does not satisfy any of the necessary 
conditions which are required in order for R-B pricing to necessarily 
generate a socially-optimal configuration of prices. Further, the Commission 
considers that Optus’s proposed set of R-B prices fail a basic ‘reality test’. 
Overall, therefore, the Commission believes the R-B framework proposed by 
Optus will tend to overstate what would be an appropriate mark-up above 
FL-LRIC to recover Optus’s FCCs.”  129

1.6 However in its 2008 draft determination, the ACCC has stated a view that 
prices should be based on the forward looking costs of an efficient operator 
in order to set prices that promote economic efficiency, which is the outcome 
that could be expected in a competitive market. 130  

1.7 Optus would observe that R-B prices promote economic efficiency, represent 
the forward looking costs of an efficient operator and are consistent with the 
outcome that could be expected in a competitive market, since in a 
competitive market the structure of prices is likely to approximate R-B 
pricing as a result of efficient price discrimination.  

1.8 Optus recognises that doubts may remain with regard to this issue, and that 
the ACCC may be minded to take a cautious approach and decline to adopt 
R-B pricing principles.  Nevertheless, Optus submits that that if it declines to 
adopt R-B pricing, the ACCC should also recognise that it is effectively 
adopting a lower value for MTAS charges than would be consistent with 
efficiency and that the true efficient price, allowing for R-B pricing 
principles, would probably be higher. 131  The implication of a decision to 
decline to adopt R-B pricing principles must be to lower the risk of setting 
too high a price.  That is, when it is considering other issues in the MTAS 
context, the ACCC should consider that the downside risk associated with 
erring on the side of higher MTAS prices is lower.  The reason is that even if 
it errs in such a way the ACCC is unlikely to be setting prices that are higher 

 
128 Optus, Optus Submission to Australian Competition and Consumer Commission on Domestic GSM 
Terminating Access Service Undertaking, December 2004, p.37  Optus’ 2004-05 model estimated that 
the ‘welfare-maximising’ price for the MTAS includes a mark-up to reflect the recovery of ‘fixed and 
common costs’ based on R-B principles. 
129 ACCC, Optus Undertaking with respect to the supply of the DGTAS, Final Decision, Public 
Version, February 2006, p.27 
130 ACCC, Draft MTAS Pricing Principles Determination, November 2008, p.11 
131 In the past the ACCC has not disputed the well-established theoretical foundations for Ramsey 
pricing but has instead focussed on practical problems with its implementation.   
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than an efficient price, given its decision to decline to adopt R-B pricing 
principles. 

Network externality surcharge 

1.9 A general economic result is that cost-orientated termination charges will 
maximise efficiency, however departures from this standard can be justified 
by the presence of externalities.  

1.10 Optus has made submissions on the network externalities issue in the context 
of its 2004 undertaking, in which it submitted that the inclusion of an 
externality mark-up in the termination price would not lessen competition, 
but rather allow mobile subscribers to capture some proportion of the 
benefits to others associated with their mobile subscription. 132  

1.11 The ACCC has not so far been convinced that mobile network externalities 
justify the imposition of a network externality surcharge, and it rejected the 
surcharge proposed in Optus’ undertaking.133  In its final determination on 
Optus’ undertaking, the ACCC concluded that the network externality 
surcharge is not a ‘cost’, but rather relates to the re-structuring of prices in an 
attempt to account for a relevant externality benefit, and therefore is not 
relevant to the direct cost of providing the MTAS.134  In its final 
determination on the mobile services review, the ACCC concluded there was 
inconclusive evidence on the presence and relevance of a network externality 
at the margin in the Australian mobile industry, noting that: 135 

• The level of benefit generated for existing mobile subscribers is likely 
to be low (if not zero), given the high levels of mobile subscriptions 
that currently exist; and 

• It is highly unlikely that the existing cross-subsidised structure of 
prices represents an optimal pricing structure on the basis of mobile 
network externalities. 

1.12 However in its 2008 draft determination, the ACCC has stated a view that 
prices should be based on the forward looking costs of an efficient operator 
in order to set prices that promote economic efficiency, which is the outcome 
that could be expected in a competitive market. 136  

1.13 Optus would observe that the inclusion of a network externality surcharge in 
the MTAS charge would promote economic efficiency, since if mobile 
subscribers are prevented from capturing the benefits of their subscription, 

 
132 Optus, Domestic GSM terminating access service undertaking, December 2004, p.22.  The cost 
model designed by CRA and submitted by Optus in 2004 to support its MTAS undertaking estimated a 
‘welfare-maximising’ price for Optus’ MTAS in 2004-05 which included a network externality 
surcharge (NES). 
133 ACCC, Mobile Services Review – MTAS, Final Decision, June 2004, pp. 169, 210 
134 ACCC, Optus’ undertaking with respect to the supply of its Domestic GSM Terminating Access 
Service (DGTAS), February 2006, p.166 
135 ACCC, Mobile Services Review – MTAS, Final Decision, June 2004, p.172 
136 ACCC, MTAS Pricing Principles Determination 1 July 2007 to 31 December 2008, Final Report, 
November 2007, p.11   



 

 
 

Page 55 
 

                                                

they will not have the efficient incentive to subscribe. 137 Also, there may 
now be scope to reconsider the inclusion of a NES in the MTAS price, given 
that the structure of prices has changed significantly in the intervening years 
since 2004; that is, MTAS charges have decreased substantially.  Further, 
new analysis has been carried out by CEG with respect to an appropriate 
Network Externality Surcharge for the MTAS.   

1.14 Optus recognises that doubts may remain with regard to this issue, and the 
ACCC might be minded to take a cautious approach and decline to adopt a 
network externality surcharge.  Nevertheless, Optus submits that that if it 
takes this position, the ACCC should recognise that the true efficient price, 
allowing for the network externality, would probably be higher.  The 
implication of a decision to decline to adopt a network externality surcharge 
must be to lower the risk of setting too high a price.  That is, when it is 
considering other issues the ACCC should consider that the downside risk 
associated with erring on the side of higher MTAS prices is lower.  The 
reason is that even if it errs in such a way the ACCC is unlikely to be setting 
prices that are higher than an efficient price, given a decision to decline to 
adopt a network externality surcharge. 

 
137 Optus, Domestic GSM terminating access service undertaking, December 2004, p.24.  Optimal 
pricing might therefore involve each side of the market extracting or internalising the external benefits 
created by their markets. Hence, the size of the benefit will be reflected in the individual demand for 
calls to a mobile subscriber. 



 

Appendix E Bundling of Mobile Data and Messaging Services 

5.1 Optus currently offers a number of post-paid capped plans that include voice, 
messaging services and mobile data in a bundle.   

5.2 Optus currently offers a number of post-paid capped plans that includes 
voice, messaging services and mobile data in a bundle. For example all the 
‘yes’ Timeless Plans $99, $119 and $129 for iPhone 3G offer unlimited 
standard local, national and GSM mobiles voice calls to any network within 
Australia, unlimited SMS and MMS. All the ‘yes’ Timeless iPhone 3G plans 
also include mobile data with 1GB for  both the $99 and $119 plans and 3GB 
for $129 plan. With the ‘yes’ Timeless $99 plan, customer has to purchase 
the $14.95 Mobile Internet pack but it allows customers with an extra 500 
MB mobile data. Excess usage for all the Timeless plans will incur a charge 
of 35c per MB. Further details are illustrated in Table 1 below. 

 
Table 1 ‘yes’ Timeless Plans for iPhone 3G138

 
 'yes' Timeless $99 Plan when you take the 

$14.95 Mobile Internet Pack  
'yes' Timeless $119 
Plan 

'yes' Timeless 
$129 Plan 

Minimum monthly 
spend 

$113. 95 $119 $129 

Unlimited standard voice calls to any network within Australia - local, national and GSM 
mobiles  

Included in the ‘yes’ 
Timeless Plan 

Unlimited standard national text to any network  

Included Mobile Internet 
Data Value 

1GB + 500MB with the $14.95 Mobile 
Internet Pack  

1GB  3GB Included  

Optus WiFi Hotspots Free access to Optus WiFi hotspots

International Call Rate  'yes' International Call Rates 
Flagfall (per call): 27c 

Standard Text messages 
(per message of 160 
characters) 

National: Unlimited  
International: 50c/SMS 

Voicemail Deposit: Free 
Retrieval: 30c per 30 seconds 

Deposit: Free 
Retrieval: 30c per 

30 seconds 

Unlimited 

Standard voice calls to any network within Australia (local, national, GSM 
mobile). 

Standard National Text to any 
network 

 

                                                 

 
 

138 Optus website, www.optus.com.au as at 28 January 2009 
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5.3 Similarly, the ‘yes’ cap plans for iPhone 3G also include call, text values and 
data. For example the $19 cap includes $50 call and text values and 100 MB 
mobile data. Further details are illustrated in Table 2 below. 

 
Table 2 ‘yes’ Cap Plans for iPhone 3G139

'yes' 
Cap Plans 
for iPhone 3G 

$19 Cap $49 Cap $59 Cap $79 Cap + 
Unlimited SMS  

Monthly Access Fee $19 $49 $59 $79 

Included Call and Text Value per month $50 $300 $350 $550

Included Mobile Internet Data Value 100MB 250MB 500MB 700MB 

Optus Wifi Hotspots Free access to Optus WiFi hotspots

Includes ‘yes’ Time  
 

Includes Free for 5  
 

National Call rate (per 30 seconds) 47c 40c 37c 

Flagfall (per call) National: 35c 

International Call rate (per 30 seconds)  ‘yes’ International Call Rates

Text 
messages 
(per message of 160 characters) 

National: 25c 
International: 50c 

National: Unlimited  
International: 50c 

Voicemail Deposit Free 
Retrieval 30c per 30 seconds 

 

5.4 Other cap plans also provide customers with the option to add on the 
messaging value packs that provide unlimited SMS and MMS. For example 
the ‘$19 cap’, ‘$49 cap’, ‘$59 cap’ and ‘$79 cap’ all allow consumers to add 
on the Messaging Value packs, Mobile Internet Packs and ‘Pay as You Go’. 
The Messaging Value Packs have three options:  

- $15 per month Optus AnyOne Unlimited SMS/MMS/Mobile IM Pack, it allows 
customers to send unlimited SMS/MMS/IM to any GSM network within 
Australia; or 

                                                 

 
 

139 Optus website, www.optus.com.au as at 28 January 2009 
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- $10 per month Optus AnyOne 500 SMS/MMS Pack, it includes 500 SMS/MMS 
to any GSM network within Australia; or 

- $5 per month Optus2Optus Unlimited SMS/MMS Pack, it allows customer to 
send unlimited Optus to Optus SMS/MMS.  

5.5 Similarly, the Mobile Internet Pack has four options: 

- $4.95 Starter Pack – includes 25MB plus $4.95 additional calls and text value; or 

- $9.95 Classic Pack – includes 200MB plus $9.95 additional calls and text value; 
or 

- $14.95 Super Pack – includes 500MB plus $14.95 additional calls and text 
value; or  

- $19.95 Ultimate Pack - includes 1GB plus $19.95 additional calls and text value.  

- Excess usage will incur a charge of 35c/MB. 

5.6 The ‘Pay As You Go’ option allows customer to pay with a rate of 1.5c/ KB 
at $9.90 for up to 5MB. Any excess usage after that will incur a charge of 
0.3c/KB. 
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