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1. Introduction and Summary 

1. In the context of the ACCC’s 2018 inquiry into the declaration of the domestic mobile 

terminating access service (MTAS), we have been asked by Norton Rose Fulbright, counsel for 

Vodafone Hutchison Australia (VHA), to prepare a short report that: 

a) Identifies the market failure that regulating SMS MTAS seeks to address; 

b) Identifies the framework for considering how competitive pressures downstream are relevant 

to the assessment of whether MNOs have market power over terminating SMS messages, and 

the types of evidence the ACCC should be considering; and 

c) Describes the implications for wholesale MTAS pricing and therefore the case (or otherwise) 

for MTAS declaration. 

2. In summary, our findings are: 

a) MTAS was regulated in 2014 largely in response to the ACCC’s view that retail SMS prices 

were high and a perceived lack of competition between the MNOs to provide wholesale A2P 

services; 

b) Technology, business models and consumer preferences have evolved significantly since the 

2014 declaration.  Furthermore, SMS prices have dropped (to effectively zero at the margin), 

and despite this SMS volumes have begun to fall; 

c) Indeed, the evidence suggests that OTT messaging is competing strongly with P2P SMS; 

d) There is also evidence suggesting competitive pressure on A2P SMS today, and this is likely 

to strengthen over the declaration period; 

e) If the ACCC’s investigation confirms this evidence: 

i) There would be little benefit in continuing to regulate SMS MTAS.  This is because 

downstream competition for SMS from products that do not use MTAS as an input (such 

as OTT products) would effectively constrain MTAS prices; 

ii) There would be potential costs to dynamic efficiency if regulation continued; and   

iii) Accordingly, it would probably not be in the long-term interests of end-users to continue 

MTAS regulation. 

3. The rest of this report is set out as follows: 

a) Section 2 sets out the problems the ACCC sought to address with the 2014 declaration; 

b) Section 3 describes market developments since the 2014 declaration that are relevant to the 

current process; 

c) Section 4 sets out how competition in downstream markets can constrain pricing in input 

markets; 

d) Section 5 considers competition in relation to person-to-person (P2P) SMS messages; and 

e) Section 6 considers competition in relation to application-to-person (A2P) SMS messages.  
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2. ACCC’s previous problem definition  

4. The Competition and Consumer Act 2010 (CCA) gives the ACCC the power to declare a service 

where doing so is the long-term interests of end-users (LTIE).1 When determining whether 

declaration will be in the LTIE, the ACCC must have regard to the following factors:2 

a) promoting competition in markets for listed services (telecommunications services); 

b) achieving any-to-any connectivity in relation to carriage services that involve communication 

between end-users; and 

c) encouraging the economically efficient use of, and the economically efficient investment in, 

the infrastructure by which telecommunications services are supplied.   

5. As the ACCC noted in the 2014 MTAS declaration final decision, these objectives are related, but 

there may also situations where the LTIE is promoted by balancing the achievement of the 

different objectives against each other.3 

6. In the 2014 decision, the ACCC determined that declaring SMS MTAS would be in the LTIE, 

although its reasoning differed slightly for person-to-person (P2P) and application-to-person 

(A2P) SMS. 

7. For P2P, the ACCC’s reasoning on each factor was: 

a) Promoting competition: above cost SMS termination rates were resulting in high retail SMS 

prices, either through imposing a net cost on MNOs with imbalanced traffic (thus hindering 

their ability to compete)4 or through raising the perceived marginal cost MNOs use to set 

retail prices.5 Therefore declaration and lower cost-based wholesale pricing may lead to lower 

retail prices.6 

b) Any-to-any connectivity: declaration would prevent MNOs from denying access to the 

service on reasonable terms, which is particularly important if market shares become 

asymmetric or a new entrant seeks interconnection. 

c) Encouraging efficient use of and investment in infrastructure: the ACCC considered that 

more closely aligning the wholesale SMS pricing with cost would promote allocative, 

productive and dynamic efficiency.7 

                                                           
1 Competition and Consumer Act 2010, H.R. 1974, Section 152AL(3). 

2 Ibid., Section 152AB(2). 

3 Australian Competition and Consumer Commission (ACCC), Domestic Mobile Terminating Access Service Declaration 

Inquiry: Final Decision, June 2014, page 13. 

4 Ibid., page 53-54. 

5 Ibid., page 54-55. 

6  See Ibid., p. 51: 

 

In the absence of declaration, the ACCC considers that SMS termination rates will remain high, and that the potential of 

these rates to reduce competition in the downstream market will continue. However, declaration of the service will allow 

the ACCC to set regulated prices, which will be more closely aligned with costs. In turn this will reduce MNOs wholesale 

costs, allowing MNOs who make a net loss on SMS termination to better compete. This may lead to wholesale savings 

being passed onto consumers in the form of lower retail prices. In particular, declaration has the potential to lower SMS 

prices for consumers who wish to spend less on a mobile service. 

7 Ibid., p. 8. 
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8. For A2P, the ACCC’s reasoning was similar, but subtly different: 

a) Promoting competition: the ACCC considered that declaring SMS MTAS would result in 

increased competition in the wholesale market for A2P SMS services, and that this in turn 

would result in an increase in competition in the downstream A2P SMS services market.8  

Specifically, the ACCC considered the downstream A2P market was competitive,9 but the 

lack of wholesale competition may limit the minimum prices that can be offered in the 

downstream market. 

 

The ACCC considered that high off-net A2P SMS prices resulted in SMS aggregators and 

A2P service providers separately contracting with each MNO for on-net termination to avoid 

paying off-net prices, and that this limited the incentive for the MNOs to compete with each 

other to provide A2P wholesale services.10 

b) Any-to-any connectivity: The ACCC considered that the same logic applied as for P2P. 

c) Encouraging efficient use of and investment in infrastructure: The ACCC considered the 

same logic as P2P (aligning wholesale prices with costs) applied for A2P.11 The ACCC also 

considered submissions that declaring A2P SMS MTAS would result in an increase in spam. 

While the ACCC was not persuaded that increased spam was strictly relevant to the 

declaration criteria,12 it also considered that declaration would not result in a significant 

increase in spam since only MNOs can purchase the MTAS and MNOs would be free to 

manage spam through their commercial A2P SMS agreements and pricing. 

9. At a high level, the ACCC therefore was of the view that declaring MTAS would result in lower 

downstream prices, though the mechanism differed slightly between P2P and A2P: 

a) For P2P, the above cost MTAS price was being directly passed through to retail prices and/or 

resulting in an inflated net cost on MNOs with imbalanced traffic flows;13 and 

                                                           
8 Ibid., p. 57. 

9 Ibid., p. 50. 

10 For example, see Ibid., p. 50: 

The ACCC also considers that this price differential is likely limiting competition in this market. Currently, SMS 

aggregators predominantly buy on-net services from each MNO. The ACCC considers that this is because the significantly 

higher off-net prices discourage SMS aggregators from purchasing off-net services. This means that SMS aggregators 

purchase on-net wholesale A2P services from each MNO in order to reach all mobile subscribers. 

11 See Ibid., p. 64: 

The ACCC considers that declaration, coupled with regulated pricing, is likely to reduce the prices for wholesale A2P SMS 

services that MNOs supply to SMS aggregators. The ACCC considers that these reductions are efficient as they reflect a 

closer alignment of prices to the underlying costs of providing the service. The ACCC considers that this will encourage 

more efficient investment in infrastructure. Further, the ACCC considers that the promotion of competition in the 

wholesale A2P SMS and downstream A2P SMS markets is likely to encourage greater innovation in the supply of A2P SMS 

services. 

12 For example, see Ibid., p. 64: 

 

The ACCC has considered the submissions that argue that declaring A2P SMS may increase spam SMS. While the ACCC 

is not persuaded that these submissions are strictly relevant to the criteria which must be applied before declaring a 

service, it has nevertheless considered the submissions in light of the potential impact a significant increase in SMS spam 

may have on network congestion 

13 Where this situation refers to an MNO that sends more messages to another MNO than it receives from that MNO. 



   Market developments since 2014 

  
 

© NERA Economic Consulting  4 
 
 

b) For A2P, the above cost MTAS price was resulting in high off-net A2P prices, which was 

preventing the MNOs from competing with each other to offer a one stop shop for wholesale 

A2P SMS, with flow on effects to downstream A2P SMS prices. 

10. As we discuss in the next section (and the remainder of this report), retail SMS prices have been 

falling, although the evidence suggests this has been primarily driven by competition from OTT, 

as opposed to passing through lower wholesale costs. 

11. We understand that strong competition has not emerged between MNOs to provide a “one stop 

shop” for A2P wholesale services and that A2P service providers and aggregators still largely 

contract separately with each MNO. This appears to be so that they can terminate “on-net”, which 

appears to have a quality benefit. For example, MessageMedia includes the fact that messages are 

delivered on-net in some of promotional materials:14 

The gateway is also “onshore” which ensures privacy and peace of mind, and “on-net” so that 

your critical, time dependent messages are delivered in seconds. 

12. We also note that spam, to the extent it imposes negative externalities on users, would appear to be 

relevant to the LTIE from an economics perspective. In particular, if the external costs of spam 

imposed on users are not included in pricing, the network will be used more than is efficient, where 

efficiency is measured as the total economic surplus available to consumers and producers. 

3. Market developments since 2014 

13. In this section we set out various developments since the 2014 declaration that are relevant for 

assessing competition for MTAS and whether declaration is in the LTIE. 

14. As noted by the 2018 ACCC Communications Sector Market Study, the effective price for an 

SMS message has fallen with the broad move from per message charges to unlimited inclusions:15 

Price competition in SMS is also very strong and has seen most service providers move to 

offering unlimited SMS. In the past, SMS inclusions were typically limited by number of texts 

or dollar value (charged at 25 c per SMS). 

15. Similarly, the ACCC found that in 2016-17 average prices for post-paid plans decreased by 4.4% 

in real terms and this was accompanied by a 49 percent increase in data quotas. This continues the 

long-term trend the ACCC has observed - its mobile phone service price index has fallen by an 

average of 4.2 percent annually since it commenced in 1997-98.16 

16. Despite falling prices, it appears that SMS volumes peaked in 2015 and subsequently fell for the 

first time.  Figure 3.1 below shows the average SMS per head for Australia and the average for 

comparator countries tracked by Ofcom in the UK.17 As shown below, the decline in SMS 

volumes is a global trend that started in 2012. Appendix A presents the results for the individual 

countries in the Ofcom dataset. 

                                                           
14 “An SMS Gateway Provider That’s Always Open for Business”, MessageMedia, accessed 13 September 2018, 

https://www.messagemedia.com.au/products/sms-gateway. 

15 Australian Competition and Consumer Commission (ACCC), Communications Sector Market Study: Final Report, 05 

April, 2018, p. 32. 

16 Ibid., p.31. 

17 Ofcom annually publishes the International Communications Market Report (ICMR), which provides comparative 

international data on the communications sector. See, e.g. http://www.ofcom.org.uk/research-and-data/multi-sector-

research/cmr/cmr-2017/international. 

https://www.messagemedia.com.au/products/sms-gateway
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Figure 3.1: Average number of monthly mobile messages per head: 2009-2016 

 
Source: Ofcom International Communications market report 2015,2016 & 2017.  

Note: we have excluded Japan when calculating the average as it is 0 in all years 

17. Falling prices and falling volumes suggests substitution away from SMS. 

18. According to a report from the Australian Department of Communications and the Arts, one of 

the main drivers of the erosion of the traditional revenue base of telecommunications firms is 

OTT services, which can be considered a “free” alternative to traditional text messaging services 

from the consumer’s perspective.18 As an example, the Department notes that in 2016 the number 

of messages sent from Facebook’s OTT apps (Facebook Messenger and WhatsApp) “alone 

outnumber global SMS volumes on a three-to-one basis.”19 

19. The continued decline in SMS (and voice) revenues, coupled with a rise in data revenues coming 

from the usage of OTT apps has, according to GSMA Intelligence, forced MNOs to transform 

their SMS business model, transitioning tariff structures to become increasingly data centric.20 

This is consistent with the ACCC’s finding that most plans now offer unlimited SMS messages. 

20. The number of OTT messaging apps users has risen steadily in Australia in the last few years. In 

2014 there were 7.3 million mobile phone users who accessed OTT messaging apps to 

                                                           
18 That is to say, from a consumer’s perspective, if OTT messages use an immaterial amount of data relative to data caps, 

consumers may perceive them as having a price of zero at the margin. Consistent with this, the FAQ for Telstra’s RCS-

based Telstra Messaging service notes that an average chat message uses 2kB. Based on this figure, 1 GB of data could be 

used to send 500,000 OTT messages. See https://crowdsupport.telstra.com.au/t5/News-Feed/Telstra-Messaging-FAQs/ba-

p/713814. 

19 Bureau of Communications Research, The Communications Sector: Recent Trends and Developments, Australian 

Government Department of Communications and the Arts, October 2016, p. 5, accessed 10 September, 2018, 

https://www.communications.gov.au/documents/communications-sector-recent-trends-and-developments. 

20 For an outline of how some carriers around the world have been affected by the decline in SMS messaging, see Dewar, 

Calum and Giles, Mark, “Rebalancing the Value from Voice and SMS to Data”, GSMA Intelligence, August 2014, 

accessed  10 September, 2018, https://www.gsmaintelligence.com/research/?file=2014-08-29-rebalancing-the-value-from-

voice-and-sms-to-data.pdf&download. 

https://www.communications.gov.au/documents/communications-sector-recent-trends-and-developments
https://www.gsmaintelligence.com/research/?file=2014-08-29-rebalancing-the-value-from-voice-and-sms-to-data.pdf&download
https://www.gsmaintelligence.com/research/?file=2014-08-29-rebalancing-the-value-from-voice-and-sms-to-data.pdf&download
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communicate, and this number is expected to increase to 11.1 million by 2019.21 The penetration 

rate of mobile phone OTT messaging apps users in Australia has grown remarkably. For example, 

a 2015 analysis by eMarketer estimated that 49.6% of Australians used OTT messaging apps in 

2014 and this was forecast to grow to 62.7% in 2019.22 A recent survey by Analysis Mason found 

that 91% of Australian respondents use OTT communications apps and that 75% use either 

Facebook Messenger or WhatsApp.23 Similarly, the 2017 ACMA Communications report found 

that 85% of “Australians aged 18 and over who accessed the internet” had used communications 

apps to send messages. The ACMA survey also found that younger Australians are the most 

active users of communications apps, as demonstrated by Figure 3.2 below. 

Figure 3.2: Use of communications apps, by activity and age, June 2017 (percentage) 

 
Source: ACMA, 2016-17 Communications report, 9 December 2017 

21. In 2016, WhatsApp generated nearly three times as many messages as SMS - on a global level, 

WhatsApp users generated 42 billion messages, compared to 16.4 billion on SMS.24 Australia has 

followed a similar trend, with the number of Australian users using OTT chatting apps growing 

from 10.509 million in 2015, to 11.531 million on 2016, or a growing rate of 9.72%.25 

22. There are now also more internet connected mobile phones than people in Australia according to 

Australian Bureau of Statistics (ABS) data. 

                                                           
21 eMarketer, “Number of Mobile Phone Messaging App Users in Australia from 2014 to 2019 (In Millions)”, Statista, 

November 2015, accessed 10 September, 2018, https://www.statista.com/statistics/485672/number-of-mobile-messaging-

users-australia/. 

22 eMarketer, “Mobile Phone Messaging App User Penetration in Australia from 2014 to 2019”, Statista, November 2015, 

accessed 10 September, 2018, https://www.statista.com/statistics/486485/mobile-messaging-user-reach-australia/. 

23Connected Consumer Survey 2017: Australia, Analysys Mason, 05 April, 2018, p.16. 

24 Wray, Sarah, “Margins under pressure: WhatsApp generates three times more daily traffic than SMS”, tmforum, 09 

January, 2017, accessed 10 September, 2017, https://inform.tmforum.org/news/2017/01/margins-pressure-whatsapp-

generates-three-times-daily-traffic-sms/. 

25 “More Australians Are Using Mobile Data for Talk, Text and Chat—Especially People Born Overseas”, Roy Morgan, 05 

April, 2017, accessed 10 September, 2017, http://www.roymorgan.com/findings/7203-usage-of-voip-apps-whatsapp-

skype-viber-messenger-australia-december-2016-201704050917. 

https://www.statista.com/statistics/485672/number-of-mobile-messaging-users-australia/
https://www.statista.com/statistics/485672/number-of-mobile-messaging-users-australia/
https://www.statista.com/statistics/486485/mobile-messaging-user-reach-australia/
https://inform.tmforum.org/news/2017/01/margins-pressure-whatsapp-generates-three-times-daily-traffic-sms/
https://inform.tmforum.org/news/2017/01/margins-pressure-whatsapp-generates-three-times-daily-traffic-sms/
http://www.roymorgan.com/findings/7203-usage-of-voip-apps-whatsapp-skype-viber-messenger-australia-december-2016-201704050917
http://www.roymorgan.com/findings/7203-usage-of-voip-apps-whatsapp-skype-viber-messenger-australia-december-2016-201704050917
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Figure 3.3: Internet connected mobile phones now outnumber people in Australia 

 
Source: ABS 3101.0  - Australian Demographic Statistics and 8153.0 - Internet Activity 

23. According to the Australian Communications and Media Authority (ACMA), smartphone 

ownership has increased from 64% among the Australians aged over 18 in 2013, to 81% in 

2017.26    

24. Another relevant development is that mobile carriers have been developing the successor to 

traditional SMS, known as the Rich Communication Services (RCS) protocol.27 RCS will add 

several features, currently available in OTT services, as part of the default set-up of a mobile 

operating system. Some of these functions, in addition to the standard 1-to-1 messaging offered 

by SMS, are: group chat, file transfer, audio and multi-device messaging.28 RCS also 

contemplates a streamlining of the audio and video calling functions that will allow seamless 

transition between cellular networks and Wi-Fi connection points, with the goal of providing a 

more reliable calling service.29 As opposed to SMS, RCS will rely on the data connection of the 

device to operate30 and, as opposed to other OTT messaging services, will not be end-to-end 

encrypted.31 

                                                           
26 Australian Communications and Media Authority (ACMA), Communications Report 2016-2017, 2017, p. 17, accessed 11 

September, 2018, https://www.acma.gov.au/theACMA/communications-report. 

27 “RCS Market”, Global System for Mobile Communications Association (GSMA), accessed 12 September, 2018, 

https://www.gsma.com/futurenetworks/rcs/rcs-market/. 

28“RCS Universal Profile Service Definition Document. Version 2.2. 16 May 2018”, Global System for Mobile 

Communications Association (GSMA) , pp.2-3, accessed 09 September, 2018, https://www.gsma.com/futurenetworks/wp-

content/uploads/2018/05/RCC.71_v2.2.pdf. 

29 These features are referred as “green button promises” in the technical documents from the GSMA.  Ibid., pp. 113-126. 

30 Winkelman, Steven, “What is RCS Messaging? Here’s All You Need to Know About the Successor to SMS”, Digital 

Trends, 07 March, 2018, accessed 09 September, 2018, https://www.digitaltrends.com/mobile/what-is-rcs-messaging/. 

31 Newman, Jared, “Google Wants an Alternative to iMessage. Will Apple Support it?”, Fast Company, 20 April, 2018, 

accessed 07 September, 2018, https://www.fastcompany.com/40562088/google-wants-an-alternative-to-imessage-will-

apple-support-it. 

https://www.acma.gov.au/theACMA/communications-report
https://www.gsma.com/futurenetworks/wp-content/uploads/2018/05/RCC.71_v2.2.pdf
https://www.gsma.com/futurenetworks/wp-content/uploads/2018/05/RCC.71_v2.2.pdf
https://www.digitaltrends.com/mobile/what-is-rcs-messaging/
https://www.fastcompany.com/40562088/google-wants-an-alternative-to-imessage-will-apple-support-it
https://www.fastcompany.com/40562088/google-wants-an-alternative-to-imessage-will-apple-support-it
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25. The RCS “Universal Profile” was launched in November 2016 and is currently supported by a large 

ecosystem that includes 55 operators, 11 equipment manufactures, and two operating system (OS) 

providers. 32  The “Universal Profile” was developed by the Global System for Mobile 

Communications Association (GSMA) and intends to function as “a single, industry-agreed set of 

features and technical enablers developed to simplify the product development and global operator 

deployment of RCS.”33 Currently, RCS has been launched by 57 operators in 41 countries, and the 

GSMA expects to have more than 40 new operators in the next 12 months.34  

26. Telstra launched RCS in Australia in 201735 with the “Telstra Messaging” service.36 As noted by 

the FAQ, users are charged for data use instead of per message charges and the service uses Wi-Fi 

when users are connected to a Wi-Fi network.37 

4. Indirect constraints for wholesale 
telecommunication services 

27. When considering whether or not to impose/extend/continue the regulation of wholesale 

telecommunications services, the competition analysis should start at the retail/downstream level 

and work backwards.  This is because it is possible that alternative technologies can be used to 

supply the retail service, meaning there is downstream competition even when there is only one 

provider of a given upstream technology. 

28. The analysis of “indirect constraints” is well described by Ofcom:38 

The analysis of retail constraints is logically prior to the definition of the wholesale local 

access market because the demand for the upstream wholesale service is a derived demand 

– i.e. the level of the demand for the upstream input depends on the demand for the retail 

service. However, as we are concerned with a wholesale product, in principle there are two 

sets of constraints to consider. First, there may be direct constraints which would arise 

from the presence of suppliers of alternative wholesale products (if any). Second, there may 

be indirect constraints which would arise from substitution by retail customers to 

alternative products at the retail level. These retail products could be provided using other 

networks, such as a cable, FWA or mobile infrastructure. 

Indirect constraints arise when an increase in price at the wholesale level is passed on in the 

retail price and induces switching to alternatives as a result. Indirect constraints can be 

                                                           
32 “Universal Profile”, Global System for Mobile Communications Association (GSMA), accessed 09 September, 2018,  

https://www.gsma.com/futurenetworks/rcs/universal-profile/. 

33 Ibid. 

34 “RCS Global Launches”, Global System for Mobile Communications Association (GSMA), accessed 09 September, 2018, 

https://www.gsma.com/futurenetworks/rcs/global-launches/. 

35  “Telstra Lanches Australia’s First RCS Service”, Global System for Mobile Communications Association (GSMA), 10 

November, 2017, accessed 12 September, 2018, https://www.gsma.com/futurenetworks/digest/telstra-launches-australias-

first-rcs-service/. 

36 Howe, Jeremy, “Telstra Messaging: the next generation of messaging has arrived”, Telstra, accessed 17 September, 2018, 

https://exchange.telstra.com.au/telstra-messaging-the-next-generation-of-messaging/. 

37 Telstra Messaging FAQ’s, Telstra, accessed 17 September, 2018, https://crowdsupport.telstra.com.au/t5/News-

Feed/Telstra-Messaging-FAQs/ba-p/713814. 

38 U.K. Office of Communications (Ofcom), Wholesale Local Access Market Review: Statement – Volume 1, 28 March, 

2018, ¶¶ 3.40-3.41. 

https://www.gsma.com/futurenetworks/rcs/universal-profile/
https://www.gsma.com/futurenetworks/rcs/global-launches/
https://www.gsma.com/futurenetworks/digest/telstra-launches-australias-first-rcs-service/
https://www.gsma.com/futurenetworks/digest/telstra-launches-australias-first-rcs-service/
https://exchange.telstra.com.au/telstra-messaging-the-next-generation-of-messaging/
https://crowdsupport.telstra.com.au/t5/News-Feed/Telstra-Messaging-FAQs/ba-p/713814
https://crowdsupport.telstra.com.au/t5/News-Feed/Telstra-Messaging-FAQs/ba-p/713814
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effective because a rise in the price of a wholesale service which is passed through in the 

price of one retail service will cause retail customers to switch to substitute retail products, 

reducing demand for the wholesale input. In principle, the larger the proportion of the retail 

price accounted for by the price of the wholesale product, the stronger the indirect constraint 

is likely to be. 

29. As Ofcom states, the demand faced at wholesale is a “derived” demand, in that it depends on the 

demand for the downstream/retail service.  So if demand for the downstream service relying on a 

particular input becomes more elastic, due to the introduction of substitute products using 

different inputs, then the demand for the wholesale input also becomes more elastic. 

30. In a simpler setting, indirect constraints can also be applied to the situation where a local 

manufacturer of an input into a product (e.g., the foam that goes into bed mattresses) faces no 

local competition, but the final good is also imported (e.g., beds). This means the local 

manufacturer faces indirect competition from overseas manufactures of the input by nature of the 

final product being imported.  

31. Turning to SMS MTAS, the point of this discussion is to illustrate that whether it is in the LTIE 

to regulate SMS MTAS depends on the degree of competition facing downstream products that 

use MTAS.  If the downstream SMS product is subject to competition from other products that 

do not depend on MTAS, then there are likely to be few benefits in regulating SMS MTAS, and 

indeed it might be quite costly. 

5. P2P SMS MTAS is likely indirectly constrained 
by broader “instant messaging” products 

32. In the 2014 declaration inquiry, the ACCC defined markets for wholesale SMS termination on 

each network and considered that the relevant downstream market was the “mobile retail 

services market”. 39  The ACCC considered that OTT messaging was not a substitute for SMS on 

the grounds that:40 

a) OTT requires a smart phone and a data service, yet 30% of mobile subscribers do not have a 

smartphone; 

b) Both the sender and receiver of OTT messages must use the same app, which may mean not 

all users can contact each other; and 

c) Only 35% of Australians used OTT instant messaging applications versus 84% used texting 

from a phone. 

33. While these are relevant factors in considering substitution/competition, we note that the relevant 

economic question is not whether every consumer can economically switch from SMS to OTT, 

but whether a sufficient number of consumers would switch in response to a SMS price increase 

                                                           
39 Domestic Mobile Terminating Access Service Declaration Inquiry: Final Decision, op. cit., p. 42. 

40 Ibid., p. 37. 
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to make that price increase unprofitable (for the hypothetical monopolist of SMS).  Particularly 

if there is little ability to price discriminate, that proportion might be relatively small.41 

34. We have already noted in section 3 above that there are now more smart phones than people in 

Australia and over 80% of Australians over 18 own a smart phone. Relatedly, in the 2017 

Connected Consumer survey by Analysis Mason, 91% of Australian respondents stated they 

used OTT communications apps.42 OTT communication app usage is also very high in Australia, 

as noted in paragraph 20 above.  

35. Regarding the requirement that both the sender and the receiver have the same app installed, the 

fact that SMS volumes have been falling suggests this is not a barrier. Some possible 

explanations for this are: 

a) Facebook Messenger (and to a lesser extent WhatsApp) appears to have relatively 

widespread adoption amongst OTT users in Australia;43 

b) The transaction costs of installing an additional OTT app are low; 

c) Australian OTT users appear to be willing to multi-home44, although the necessity of doing 

this is lower if most OTT users use Facebook or WhatsApp; and 

d) If instant messaging is predominantly conducted between fixed groups (e.g., family and 

friends), then the requirement to know who is on what app and maintain multiple apps is 

lessened – these groups will co-ordinate, which perhaps explains the widespread adoption of 

Facebook and WhatsApp.  

36. More importantly, the ACCC acknowledges in both the 2018 Communications Sector Market 

Study and the 2018 MTAS inquiry discussion paper45 that competition from OTT has put 

downward pressure on SMS pricing. The fact that most plans now include unlimited SMS as part 

of the bundle means the effective marginal cost for sending a message is zero. Particularly when 

combined with the falling SMS volumes, this suggests that OTT products are constraining SMS. 

37. Another factor the ACCC should consider is whether OTT services are truly “OTT” or are in 

fact beginning to directly bypass the traditional upstream termination bottleneck. For example, in 

respect of Apple iMessage, the phone’s operating system effectively subsumes the SMS 

functionality of the phone. This service automatically switches to Wi-Fi or cellular-data 

networks when available and sends messages to other iOS devices that have the feature enabled 

using the phone’s data connection. If no data network is available, the message is sent using the 

                                                           
41 In concept, the technique of critical loss analysis could be used to determine this proportion. 

42 Op.cit, p. 4. 

43 According to the research survey “Connected Consumer Survey 2017: Australia”, “75% of Australian respondents use 

either Facebook Messenger or WhatsApp. Platform services such as LINE and WeChat are also present in the market with 

higher penetration rates among foreign nationals.” Connected Consumer Survey 2017: Australia, op. cit., p. 4. 

44 According to the Analysis Mason survey, out of the 68% of respondents that use Facebook messenger, only 25% are 

“single app users”, meaning the remining 43% are users of, at least, another OTT communication app. For the 32% of 

respondents that indicated they used FaceTime, only 3% identified themselves as single app users, and for the 28% of 

WhatsApp users, only 5% indicated being a single app user. This shows that the proportion of single app users is generally 

low, and multi homing is a generalized practice among OTT communication apps users. Ibid., p. 16. 

45 Communications Sector Market Study: Final Report, op. cit., p. 32. 



   A2P SMS MTAS may be indirectly constrained 
by other business communications products 

  
 

© NERA Economic Consulting  11 
 
 

standard SMS protocol.46 On top of the added functionality of sending messages over a data 

network, the messages sent using iMessage are end-to-end encrypted, meaning no intermediary 

is able to read them. iMessage is therefore not, in the strict sense of the term, an OTT service but 

an improvement of the messaging native capabilities of the Apple devices. 

38. In a similar vein, the RCS protocol mentioned above is in some sense a response to both 

iMessage and traditional OTT services like WhatsApp. Google’s implementation of RCS will 

achieve similar functionality to iMessage and OTT services. Importantly, in the context of a 

discussion of MTAS, it will use the data connection of a phone. Furthermore, Google is offering 

MNOs the use of the Jibe platform, which would involve cloud based-RCS infrastructure and the 

use of the Jibe Hub.47 In effect, Google would host the messaging services for MNOs in the 

cloud, and interconnection to other MNOs would occur through the Jibe Hub. That is, MNOs 

would not need their own messaging infrastructure and would interconnect with Google instead 

of each other. 

39. As we noted above in paragraph 25, the Telstra RCS service (Telstra Messaging) operates using 

a data connection, and consumers are charged for data usage (which is not separately billed). 

Perhaps most importantly, the cell network is bypassed when phones are connected to Wi-Fi. 

40. While RCS is not yet widespread, it is gaining traction among MNOs and has the support of the 

GSMA.  Therefore it should be considered by the ACCC in any forward looking view of 

whether declaring SMS MTAS is in the LTIE. 

41. In conclusion, we think there is sufficient evidence of competition for downstream P2P SMS 

services to mean it would be difficult for an MNO to exercise market power at the wholesale 

MTAS level.  This in turn suggests it would not be in the LTIE to continue regulating P2P SMS 

MTAS. 

6. A2P SMS MTAS may be indirectly constrained 
by other business communications products 

 

42. In the 2014 MTAS inquiry final report, the ACCC refers to downstream A2P SMS services 

markets.48 That is, the ACCC analysed a narrow market for communicating with customers via 

SMS, without consideration of whether there were effective substitutes to SMS. For example, the 

2018 MTAS inquiry discussion paper describes downstream A2P services as follows:49 

A2P service providers deliver automated or semi-automated SMS messages from a software 

application to mobile subscribers, using an internet connection and access to a mobile 

network. A2P services are commonly used by businesses to contact customers, for example, to 

confirm appointments or provide password verification. The end-user receiving an A2P SMS 

may be on the same network as the MNO providing the A2P service or on another network. 

                                                           
46 “About iMessage and SMS/MMS”, Apple, 21 September, 2017, accessed 13 September, 2018, 

https://support.apple.com/en-au/HT207006. 

47 “How Jibe Can Help”, Google, accessed 13 September, 2018, https://jibe.google.com/jibe-platform/. 

48 Domestic Mobile Terminating Access Service Declaration Inquiry: Final Decision, op. cit., p. 45. 

49 Australian Competition and Consumer Commission (ACCC), Public Inquiry Into the Declaration of the Domestic Mobile 

Terminating Access Service - Discussion Paper, August 2018, p. 11.  

https://support.apple.com/en-au/HT207006
https://jibe.google.com/jibe-platform/
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The MNO providing the A2P SMS service will need to acquire SMS termination from other 

MNOs. 

43. As described in the previous sections of this report, the first question that should be asked is 

whether A2P SMS is just one way of providing A2P messaging services (broadly, “business 

communications to mobile phone users”), or does A2P SMS possesses such distinct 

characteristics that it is in a separate market from the perspective of end consumers. In the A2P 

context, “consumers” are businesses who wish to communicate with their customers.50 

44. Therefore, the starting point is to consider what service A2P SMS is providing and whether there 

are any effective (economic) substitutes to that service. We can broadly think of A2P as providing 

a service by which businesses can communicate with their customers. MessageMedia, a 

downstream A2P provider, sets out some of the uses of mobile messaging on its website: 

Figure 6.1: Uses of A2P messaging set out by MessageMedia 

 
Source: https://www.messagemedia.com.au/ 

45. At a technical level we note there are several ways in which businesses can communicate with 

their customers on mobile devices (in addition to SMS), with varying levels of impact and cost, 

for example: 

a) Manual phone calls; 

b) Robo-calls; 

c) Emails; 

d) Social media; and 

e) OTT messaging apps. 

46. Whether these different means of communication are economic substitutes, where economic 

substitutability asks the question of whether customers would switch in response to a price rise 

(SSNIP) by a hypothetical monopolist, likely depends on the specific application in question. For 

example, manual phone calls might not be an economic substitute for SMS in respect of 

appointment reminders for a hair salon, but might be for a medical practice where the opportunity 

cost to the business of missed appointments is much higher. 

47. For the same reasons that OTT is now a stronger a constraint on P2P SMS than it was in 2014, 

email may now be a stronger substitute for the types of business communications that SMS is 

                                                           
50 As the ACCC notes at page 38 of the 2014  Domestic MTAS Declaration Inquiry: Final Decision,  

 

“The ACCC considers that the end-users of A2P SMS services include the businesses who acquire services from A2P SMS 

providers as well as their customers to whom the SMS are sent. An end-user does not have to be a household or individual 

and can be a business which uses the service in the supply of its goods or services”. 
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traditionally used for. Because more end consumers have internet connected smart phones, 

businesses can better reach consumers via email than they could previously. On appointment 

reminders specifically, cloud-based booking services generally offer email reminder services or 

integration with smart phone calendar apps (Outlook, Google Calendar and iCalendar), giving 

customers another (free) way of receiving a time sensitive notification. 

48. On two factor authentication (2FA) specifically, which involves receiving codes to reset 

passwords or to add an extra layer of security to logon processes for services like online banking, 

codes can be sent via email and there are now also mobile apps, such as Google Authenticator that 

serve the same purpose.51 More generally companies such as Okta provide multifactor 

authentication services (MFA) services,52 which can authenticate users on a multitude of factors, 

with different levels of assurance. These different options are set out in the below graphic from 

Okta. 

Figure 6.2: Multi-factor Authentication: the assurance and usability spectrum as set 
out by Okta 

 
Source: https://www.okta.com/products/adaptive-multi-factor-authentication/ 

49. As with P2P, we also note that for A2P SMS to be operating in a broader downstream market 

does not necessarily require that a close substitute is identified for each end use for A2P SMS. If 

providers cannot price discriminate based on end use, then all that is required is that there are 

economic substitutes for a sufficient proportion of the uses.  These are factual questions that we 

suggest the ACCC includes in its investigations. 

50. In addition, the business models and infrastructure used to provide OTT messaging services are 

becoming increasingly sophisticated, and OTT providers are now turning their attention to the 

business messaging segment. For example, the WhatsApp Business App allows business to 

“interact with customers easily by using tools to automate, sort, and quickly respond to 

                                                           
51 “Google Authenticator”, Google LLC, accessed 13 September, 2018, 

https://play.google.com/store/apps/details?id=com.google.android.apps.authenticator2&hl=en_AU and “Google 

Authenticator”, Google Inc., accessed 13 September, 2018, https://itunes.apple.com/au/app/google-

authenticator/id388497605?mt=8. 

52 “Adaptive Multi-Factor Authentication”, Okta, accessed 13 September, 2018, https://www.okta.com/products/adaptive-

multi-factor-authentication/. 

https://play.google.com/store/apps/details?id=com.google.android.apps.authenticator2&hl=en_AU
https://itunes.apple.com/au/app/google-authenticator/id388497605?mt=8
https://itunes.apple.com/au/app/google-authenticator/id388497605?mt=8
https://www.okta.com/products/adaptive-multi-factor-authentication/
https://www.okta.com/products/adaptive-multi-factor-authentication/


   A2P SMS MTAS may be indirectly constrained 
by other business communications products 

  
 

© NERA Economic Consulting  14 
 
 

messages.”53 It provides several features, such as labels for organizing customers, automated 

messages and quick replies, as well as messaging statistics, that are normally provided by A2P 

SMS software clients. 

51. Apple is also developing its own OTT application aimed at businesses currently using A2P SMS. 

The “Business Chat” app allows businesses to answer customers questions, resolve issues and 

complete transactions on iPhone, iPad, Mac computers and Apple watches.54 Apple claims that it 

is already working with a “variety of innovative companies who want to connect to their 

customers through business chat”55 and the first iteration of the service was launched in March 

with iOS 11.3.56 

52. In a similar vein, Google is pushing the benefits of RCS for business messaging57 and A2P service 

providers are evolving their offering to include both RCS services and standard OTT services. For 

example, both MessageMedia58 and CLX59 are in the process of implementing RCS.  

53. In summary, OTT providers are evolving their offerings to replicate and improve on some of the 

features offered by A2P SMS. 

54. Traditional A2P businesses are also evolving their offering to include OTT services and 

communication via social media. MessageMedia, for example, is currently integrated with 

Facebook Messenger and notes on its website that RCS, Apple Business Chat and WhatsApp are 

“coming soon”.  In noting its offer of these services, MessageMedia states, “we make it simple to 

chat with your customer in the messaging apps they already use.”60 Clickatell and Twilio61 are 

both major global A2P SMS providers that have recently integrated WhatsApp business into their 

offering. Twilio has also integrated Facebook Messenger as part of its “Notify” service62 and is in 

the process of integrating RCS.63 

55. In conclusion, there is a lot of innovation occurring in the business communication space, and it 

may well be that there are economic substitutes for A2P SMS, or at least there will be in the near 

future.  If that is the case, then the ability of an MNO to exercise market power at the wholesale 

MTAS level would be constrained, and accordingly there would be no basis for regulating A2P 

SMS MTAS. 

56. Furthermore, given the innovation occurring in this space, there may be material dynamic 

efficiency costs in regulating A2P SMS MTAS.  Because of the innovation occurring, MNOs will 

be under competitive pressure to invest themselves.  There is the possibility of regulation 

                                                           
53 “WhatsApp Business App”, WhatsApp, accessed 11 September, 2018, https://www.whatsapp.com/business/. 

54 “Business Chat”, Apple Developer, accessed 11 September, 2018, https://developer.apple.com/business-chat/. 

55 “Business Chat”, Apple, accessed 11 September 2018, https://www.apple.com/ios/business-chat/. 

56 Cipriani, Jason, “Apple Business Chat on iMessage: Everything You Need to Know”, Cnet, 20 July, 2018, accessed 11 

September, 2018,  https://www.cnet.com/how-to/apple-business-chat-on-imessage-everything-you-need-to-know/. 

57 “Engage Mobile Consumers with Rich Messages”, Google, accessed 12 September, 2018, 

https://jibe.google.com/business-messaging/. 

58 “Rich Messaging”, MessageMedia, accessed 12 September, 2018, https://www.messagemedia.com.au/products/rich-

messaging. 

59 “RCS Business Messaging”, CLX, accessed 12 September, 2018, https://www.clxcommunications.com/products/rcs-

business-messaging/. 

60 “Rich Messaging”, op. cit. 

61 “Twilio API for WhatsApp”, Twilio, accessed 12 September, 2018, https://www.twilio.com/whatsapp. 

62 “Notify”, Twilio, accessed 12 September, 2018, https://www.twilio.com/notify. 

63 “RCS Business Messaging”, Twilio, accessed 12 September 2018, https://www.twilio.com/channels/rcs. 

https://www.whatsapp.com/business/
https://developer.apple.com/business-chat/
https://www.apple.com/ios/business-chat/
https://www.cnet.com/how-to/apple-business-chat-on-imessage-everything-you-need-to-know/
https://jibe.google.com/business-messaging/
https://www.messagemedia.com.au/products/rich-messaging
https://www.messagemedia.com.au/products/rich-messaging
https://www.clxcommunications.com/products/rcs-business-messaging/
https://www.clxcommunications.com/products/rcs-business-messaging/
https://www.twilio.com/whatsapp
https://www.twilio.com/notify
https://www.twilio.com/channels/rcs
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hamstringing the ability of MNOs to respond and develop their own new offerings.  We think 

these are relevant considerations for the ACCC when assessing the LTIE of A2P MTAS 

regulation. 

57. Even if the ACCC concludes there are not economic substitutes on the demand side for A2P 

SMS, it will need to consider whether a finding that OTT constrains P2P SMS means that A2P 

SMS customers are “protected”.  In the 2014 MTAS declaration inquiry, the ACCC effectively 

defined a single market for terminating SMS, regardless of whether it was P2P or A2P, on the 

basis that MNOs do not distinguish between the types of SMS when offering a wholesale SMS 

termination service. 64,65 

                                                           
64 Op. cit., p.36:  

 

The ACCC considers that the wholesale markets for SMS termination services on each MNO’s network are the relevant 

wholesale markets for both the termination of MTM and A2P SMS. This is because, as the ACCC understands, MNOs do 

not distinguish between the types of SMS when offering a wholesale SMS termination service. 

65 Similarly, during the 2015 MTAS Final Access Determination (FAD), the ACCC noted: 

 

The ACCC also considers that given there are no technical differences between the termination of A2P SMS and P2P SMS, 

there is no justification to set different regulated prices for A2P MS and P2P SMS terminations. 

 

ACCC, Mobile Terminating Access Service Final Access Determination: Final Decision, August 2015, p.35. 
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Appendix A. Ofcom global SMS usage trends 

Figure 6.3: Average number of monthly mobile messages per head: 2009-201

 

Source: Ofcom International Communications market review 2015,2016 & 2017 
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Qualifications, assumptions and limiting conditions 

This report is for the exclusive use of the NERA Economic Consulting client named herein. This 

report is not intended for general circulation or publication, nor is it to be reproduced, quoted or 

distributed for any purpose without the prior written permission of NERA Economic Consulting. 

There are no third party beneficiaries with respect to this report, and NERA Economic Consulting 

does not accept any liability to any third party. 

Information furnished by others, upon which all or portions of this report are based, is believed to be 

reliable but has not been independently verified, unless otherwise expressly indicated. Public 

information and industry and statistical data are from sources we deem to be reliable; however, we 

make no representation as to the accuracy or completeness of such information. The findings 

contained in this report may contain predictions based on current data and historical trends. Any such 

predictions are subject to inherent risks and uncertainties. NERA Economic Consulting accepts no 

responsibility for actual results or future events. 

The opinions expressed in this report are valid only for the purpose stated herein and as of the date of 

this report. No obligation is assumed to revise this report to reflect changes, events or conditions, 

which occur subsequent to the date hereof. 

All decisions in connection with the implementation or use of advice or recommendations contained 

in this report are the sole responsibility of the client. This report does not represent investment advice 

nor does it provide an opinion regarding the fairness of any transaction to any and all parties. 
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