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Introduction



On 21 March 2000, the Telecommunications Authority (TA) issued an industry consultation paper on the licensing framework for third-generation (3G) mobile services.  The consultation paper invited the industry and any interested parties to give views on the following issues - 

· Choice of technical standards

· Allocation of radio spectrum

· Whether new entrants should be admitted to the market

· Number of operators

· Licensee selection procedure

· Other regulatory issues

2.

The consultation ended on 22 May 2000.  Responses to this consultation exercise were very enthusiastic.  The TA has received 47 submissions, including 23 from the industry players or equipment manufacturers, 16 from individuals and academics, five from organisations representing different interests, and three from political parties/legislative councillors. 

3.

The submissions received are available for viewing at OFTA’s website at http://www.ofta.gov.hk.  This paper gives a brief report of the views received.

Choice of Technical Standards

4.
The consultation paper stated the TA’s intention to promote the adoption of technical standards that are compatible with each other from the users’ point of view in order to facilitate competition between networks and to maximize users convenience in accessing roaming services.  The TA also intended to allow the prospective operators to use any standards adopted by the International Telecommunication Union (ITU) within their assigned 3G frequency bands for 3G mobile services, subject to the TA being satisfied that the various technical standards are compatible with each other from the users’ point of view.  Those parties who have commented on this issue in general support the TA’s proposal.

Radio Spectrum Allocation

5.
The TA advised in the consultation paper that the spectrum allocated by the ITU for 3G services would be available for use in Hong Kong and Hong Kong would follow the band plan recommended by the ITU.  This proposal has received the general support of the parties who have commented on this issue.  

New for New Entrants

6.

In the consultation paper, the TA considered that there were grounds for considering new entrants into the market to compete with the incumbent operators.  This intention of the TA was generally supported, but the views in the submissions were divided on whether spectrum should be reserved for new entrants.  Some considered that the incumbents and new entrants should be treated on the same basis in the bidding process, while some considered that a number of licences should be reserved for new entrants.

Licensing Options

7.
The TA put forward in the consultation paper four licensing options: 

· Option 1: The existing mobile operators and new entrants will be given an equal opportunity to compete for the four new 3G licences.  All successful applicants will be allocated the same width of spectrum
.  Four licences can be accommodated in this option. 

· Option 2: While the new entrants and the existing operators will, as in Option 1, compete on the basis of the same set of selection criteria, instead of giving the same width of spectrum to each of the new and incumbent operators, different width of spectrum would be allocated to an existing operator or a new entrant successful in bidding for the licence
.  This option allows more licences to be issued.  The number of 3G licences to be issued will vary from four to six, depending on the mix of new entrants and incumbents who are successful.  
· Option 3 : The TA will reserve part of the 3G spectrum to new entrants only and the remaining part to the incumbents.  Similar to Option 1, each operator (incumbent or new entrant) will be allocated the same amount of spectrum.  This option allows a ‘mix’ of four new and existing licensees to operate the 3G services.
· Option 4 : Like Option 3, the TA will reserve part of the 3G spectrum to new entrants only.  However, instead of giving the same width of spectrum to each of the new and existing operators, like Option 2, different width of spectrum would be allocated to an existing operator or a new entrant successful in bidding for the licence. The number of 3G licences that can be issued will be increased to five, whether the mix is two new entrants plus three incumbents, or one new entrant plus four incumbents.
8.
The submissions provided technical information on the adequacy of the proposed width of spectrum for incumbents and new entrants.  Many supported  that the number of operators on the market should be maximized within the spectrum constraints.  Views from commenting parties were divided on which options should be adopted in Hong Kong.  Views to some extent reflect the respondents’  respective positions in the telecommunications market.

Operator Selection Arrangement

9.
In the consultation paper, the TA proposed to adopt the well-established method for the allocation of limited spectrum to 3G operators by way of evaluation of the merits of applications.  This issue has received the most enthusiastic response in the submissions.

10.
Apart from two operators, the operators and manufacturers generally supported the approach of selection by merits.  A few of other respondents also supported this approach.  They all considered that the spectrum auctioning method would increase consumer prices of 3G services.

11.
 On the other hand, the spectrum auctioning approach was supported by one operator and the majority of the other parties who are not operators or manufacturers.  Their view was that the spectrum price would not affect consumer prices and even if it did, it would not be unfair to consumers to pay for the resources used to provide services to them.  

12.
The Consumer Council and one operator suggested a “hybrid” method  to capture the benefits, while avoiding the disbenefits, of both the selection by merits and spectrum auctioning methods.  The Hong Kong Telecommunications Users Group, while supporting the approach of selection by  merits, suggested that the operators should pay spectrum utilization fees.  An academic proposed that the monopoly rent earned by the 3G operators should be taxed.

Regulatory Issues

13.
In the consultation paper, the TA put forward a number of issues on the regulation of the 3G services including -

(a) whether the existing regulatory framework for the 2G services should be applied to the 3G services and whether a distinction should be maintained between the 2G services and the 3G services in the licensing conditions; 

(b) whether there should be separation  of service provision from network operation which would enable more service providers to participate in the 3G market without being limited by the availability of radio spectrum;  and 

(c) whether, in order to promote effective competition of the 3G market, 2G operators successful in obtaining 3G licences should allow mandatory roaming into their networks by customers of the new entrants in the 3G market.  

14.

Views on these issues were divided.  Some supported the measures that would promote competition in the market, such as separating services from network operation and mandating 3G customers of new entrants roaming to the 2G networks.  Some considered that the arrangements should be left to be determined by market forces.

Way Forward
15.

The licensing and regulatory issues for 3G services are complicated. We will consider carefully the submissions received before taking a view on the various issues discussed in the consultation paper.  There may be a need for a second round of consultation on certain licensing and regulatory issues.  If so, we will issue another paper  for further consultation in the third quarter of this year.  3G services are expected to be brought into commercial operation in 2001.
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� 	15 MHz x 2 each for an existing or new operator.


� 	10 MHz x 2 for an existing operator and 15 MHz x 2 for a new operator.





