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Abstract

Since 1985, when NTT was privatized and a competition was first introduced to the
telecommunication market in Japan, the fixed telecommunication markets were dramatically
growing. However, since 1997, the number of fixed telephone subscribers began to decline, some
operators left from the market around the 2005 and the market share of dominant operators was
significantly rising. In spite of such sever trend of the fixed telephone market, the direct access
telephone services which started in 2005 are stably acquiring their subscribers. This study analyzes
several reasons as to why direct access telephone services can increase their subscribers and
implications of competition policy for the future fixed telecommunication markets are considered.

In chapter 2, the history of fixed telephone markets in the United States and Japan are reviewed and
their differences and similarities are considered. Telephone system was invented in the United States
so the United States has the longest history in telecommunications in the world. The history is
characterized by the dynamism of competitions in which the variety of regulatory bodies and
energetic operators rolled out the fierce battles in each other, sometimes in courts. On the other hand,
competition in Japan was introduced under the single strong regulator and the scope of deregulation
was gradually expanded. Whereas there are significant difference of history between the United
States and Japan, regulations took important roles of development of the competition in both
countries and a common tendency of regulatory measures was observed.

The chapter 3 describes theoretical studies about regulations in telecommunication markets in order
to illustrate the common tendency between the U.S. and Japanese telecommunication market. In this
chapter, main focus is on the pricing and interconnection regulations to indicate how the regulations
are applied in the markets according to the level of market competitiveness.

The chapter 4 reviews the definitions of “direct access” and “tandem access” for analyzing the
characteristics of their entry to the market. “Tandem access” triggers excess competition and
significant price declines. However, the excess competition compels most of the operators to leave
and causes a concentration of market. On the contrary, “direct access” enables new entrants to
acquire stable number of subscribers but price competition is moderate.

In chapter 5, an economical model is established for purpose of analyzing direct access entry and its
competition. A linear uniform demand function is applied to the model which Satton (1993) was
established. The results of the model analysis are that the coverage of entry by direct access operator
is decided by investment and marginal cost. The lower these two costs are, the lower the price is. On
the contrary, the higher these are, the smaller the coverage is and the price is not decline.
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The chapter 6 evaluates the implication of competition policy discussed in the previous chapter.
The direct access telephone operators have currently stopped their expansion of service areas
therefore the market seems to reach equilibrium. According the model, further decline of
interconnection charge will promote service area expansion of new entrants and decline of retail
price. Consequently, promotion of direct access entry should be executed.It is said that further
promotion of competition in fixed telephone market is inappropriate because number of subscribers
is currently decreasing. However, the growth of new entrant in the fixed telephone market will
pressure NTT to migrate their telephone network to NGN (Next Generation Network).

In chapter 7, the model established in chapter 5 was applied to the FTTH (Fiber To The Home)
market and the implications of competition policy were considered. In FTTH market, a fierce
competition is observed in the West Area of Japan. However, the new entrants of FTTH in the area
do not intend to expand their service coverage over the territory of their mother Power Utility
companies. Under such conditions, the conclusion of the analysis is that the outcome of competition
in the FTTH market is limited because competition without area expansion moderates price
competition in this model even if new entrants acquirer high market shares. Therefore, further
promotion measures have to be applied; for example, promoting area expansion or mitigating
investment of entry.

In the last chapter, the conclusions were summarized; 1) the decline of local loop interconnection
charge in 2003 enables direct access service operators to enter the market and acquire subscribers, 2)
the reason why the price doesn’t decline in spite of the increase of subscribers is that asymmetric
competition moderates intention of price decline, 3) the more decline of interconnection cause
further decline of price and expansion of service area. Therefore the promotion of competition in the

market by decreasing interconnection prices is appropriate.
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