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Foreword

In 2002, WIK-Consult presented a study on the status of the Swiss telecommunications
market in an international comparison. One particular part of this study was a
comparison of Switzerland with the EU and its member states. With regard to the EU
countries, this was based on the 7th Implementation Report. Since then the 8th

Implementation Report has been published.

The focus of the present report is to compare Switzerland with the EU and its member
states on the basis of the 8th Implementation Report. An attempt is made to provide an
empirical snapshot of the Swiss telecommunications market which is as comprehensive
as possible. At the same time it must be pointed out that due to the occasionally limited
availability of data, not all of the indicators in the 8th Implementation Report can be
calculated for Switzerland for the relevant key dates. Thus the present report constitutes
a selection of the content of the 8th Implementation Report, which has been enhanced
by specific information for Switzerland.

In this report we have directly reproduced the data from the 8th Implementation Report
for the EU member countries and, where indicated, for Japan and the USA as well. We
can therefore provide no guarantee for the accuracy and consistency of these data, but
we would like to point out that at a few points we have ascertained certain
implausibilities in the case of individual countries (such as Germany, for example).

The EU Commission made a series of changes to its 8th Implementation Report
compared with the 7th Implementation Report. These relate on the one hand to the
structure of the study. In principle, it is apparent that the 8th Report is more
comprehensive and categorised in more detail with regard to the included features of
the empirical comparison. In addition, the sequence of topical areas dealt with has
changed. The current cut-off point for the data from the 8th Implementation Report
generally lies in the third quarter of 2002.

On the other hand, the EU made one particularly serious change in the 8th

Implementation Report compared with the preceding report regarding data calculation in
order to make prices comparable across different countries. In the 7th Implementation
Report prices were converted using purchasing power parities whereas in the 8th

Implementation Report the EU Commission relies purely on nominal exchange rates.
This has serious consequences regarding the results for Switzerland, since the two
approaches exhibit significant differences.

In its structure, the present data report follows the 8th Implementation Report. However,
for reasons of improved comparability with our study from the year 2002, we show
prices based both on purchasing power parities and on exchange rates.

For 2001, in the case of the euro zone countries, the EU Commission used the parities
already laid down for the then existent national currencies in relation to the euro. In the
case of those European countries which do not participate in the monetary union
(Denmark, Sweden and the UK), the EU Commission assumes that the exchange rates
for the currencies of these three countries are identical in 2001 and 2002. This also
applies to the exchange rates of the currencies of Japan and the USA in relation to the
euro. For Switzerland, in the case of conversion based on currency rates we have used
the annual average exchange rate of the Swiss franc to the euro for 2001 and 2002
respectively.1

                                                
1 Cf. www.oanda.com.



The essential difference between conversion on the basis of purchasing power parities
(PPP) and exchange rates is that in the first case the general level of prices is taken
into account in order to adjust the exchange rate, whilst in the latter case it is not. In
quantitative terms, the differences in the results produced by the two different
approaches (exchange rates or PPP) will be more significant, the greater the
differences in the corresponding price levels. Ceteris paribus, country A will do better in
an international price comparison with country B, the higher the price level in country A
compared to the one in country B.

In its 8th Implementation Report the EU Commission itself gives no reasons for the
preference given to nominal exchange rates. We are assuming that it has changed its
methodology of comparing prices and is now focusing exclusively on exchange rates
because the differences in price levels in the European Union (at least for the euro zone
countries) are tending to become less significant.

In February 2003, WIK-Consult produced a preliminary report relating to the present
report for OFCOM. In this preliminary report, the first comparisons of the Swiss
telecommunications market with the EU countries had been made on the basis of the
data, which were already available at that time. The present report contains the
information already compiled in the preliminary report, though its content goes far
beyond the preliminary report. Compared with the preliminary report, we have made
one methodological change. This relates to the fact that we have used the year 2001 as
the base year for the currency conversions for 2002 and 2001, in order to be fully
consistent with the 8th Implementation Report. As a result the data shown in the
preliminary report are not always identical to the data compiled here.

The report in its totality is available in German only. What follows is a brief summary in
English.



Summary

Market volume

In 2002 the Swiss telecommunications market achieved a volume of 8.6 billion euros.
This positions the Swiss market as the seventh largest compared with the EU countries.
In terms of magnitude, it is on a level with countries such as Sweden,
Belgium/Luxemburg and Austria. For the year 2003 EITO2 expects that the Swiss
telecommunications market will grow at an annual rate of approximately 4.5%. The
strongest stimuli for growth are expected to come from the cable TV market and mobile
telephone services, whereas the market for fixed network services is expected to
decline slightly.

Infrastructure and services in the fixed network market

Considering the number of network operators and the number of providers of voice
telephony services, Switzerland ranks in the top third of the European league table.

With regard to the losses of market share by the incumbent in the voice telephony
sector, it is possible to distinguish between two alternative variables (turnover and traffic
in minutes). In Switzerland, on the basis of turnover, competitors have obviously been
able to capture far greater market shares from the incumbent both in the local sector
(nearly 15%) and in the national long-distance sector (41%), as well as in the
international sector (59%), than in almost all the other countries considered. Indeed,
only in Great Britain has competition been more successful in all these market
segments

If we switch our attention to minutes, a slightly different picture emerges. The Swiss
incumbent has had to cede to competitors 17% of the total market in the local sector,
26% in the national sector and 53% in the international sector. However, mention
should be made of one particular feature of the methodology: on the basis of the Swiss
data the national long-distance sector also includes local calls. Therefore, according to
the calculation method using minutes to determine the incumbent’s market share,
Switzerland is ranked in the upper third in Europe for local and international calls, but in
the middle range for national calls.

In the case of international calls, however, it must be borne in mind that on the basis of
the OFCOM data the Swiss incumbent’s loss of market share based on minutes is lower
than that based on turnover. One would expect the trend to be in the opposite direction,
since competitors’ charges are generally far below those of Swisscom. These empirical
findings therefore demand further investigation. A priori, incompleteness of the data
cannot be excluded. Provisionally, we consider  a direct comparison of market share in
respect to quantity and turnover as not being appropriate for Switzerland in the case of
international calls.

Consumer choice

In the voice telephony sector, with regard to local, national and international calls, all
Swiss users enjoy an enormous potential choice of service providers. Particularly in the
local call sector there are some countries in Europe where consumers have distinctly
fewer options available to them.

                                                
2 European Information Technology Observatory (2003): European Information Technology

Observatory 2003, Frankfurt a.M., Germany; cf. www.eito.org



If we turn our attention to the subscriber connection, however, it is apparent that unlike
most European countries, Swiss users have hardly had any alternatives to the
incumbent, Swisscom, as of to date. At present, there is still no alternative available,
particularly to private customers. An improvement in this sector could occur by mid-
2003 at the earliest, when the cable network operator Cablecom starts offering digital
telephone services (via the cable TV network) to its customers.

Interconnection

In respect to the European price levels, Swiss interconnection charges must be
considered as being high (on the basis of exchange rate conversions). This applies to
all the segments of the wholesale market.

Contrary to other European countries, there is no local interconnection in Switzerland,
only single and double transit interconnection.

Despite a drop in the single transit charge in 2002, in this segment Swiss operators
continue to pay the highest interconnection charges in this segment compared to the
other European countries. The charges for single transit termination are 38% above the
EU average.

Despite a drop in the termination charge for double transit, Switzerland is one of the
most expensive countries in Europe in this segment as well. Switzerland is 29% above
the European average. Charges are higher only in Austria and Finland.

Finally, the Swiss termination charges for calls from the fixed network to the mobile
telephone network are among the highest in Europe.



The mobile telephony market

In terms of the mobile telephone penetration rate, Switzerland is above the EU average.
A penetration rate of 77% was achieved in August 2002. This corresponds to a growth
rate of 10% compared to the previous year.

The competitive conditions in the Swiss mobile telephone market differ in various
aspects from those in other mobile telephony markets in Europe.

First, there is only a single mobile telephony service provider in addition to the three
network operators in the 2G mobile telephony market in Switzerland. In countries such
as Germany, Denmark, Great Britain and Sweden the situation is quite different: in each
of these countries there are more than ten service providers, in addition to the network
operators.

Secondly, in Switzerland the market share of the mobile subsidiary of the fixed network
incumbent, Swisscom Mobile, is the highest compared with the market share of the
mobile telephony subsidiaries of other incumbents across Europe. In terms of
subscriber numbers, Swisscom Mobile has a market share of 62.7% whereas the
average in the EU is 47%.

Thirdly, the use of a mobile telephone is very expensive in Switzerland, compared to the
rest of Europe, for both private and business customers. The charges surpass the
European average significantly.

Local access and broadband internet access

To date, Swisscom has not been obliged to offer services to competitors , which would
provide them with direct access to the end customer. Consequently, there are currently
no connections on offer that take advantage of unbundling alternatives such as full
unbundling, shared access or bitstream access. Switzerland therefore (still) has to be
categorised as a distinct exception in Europe.

200,000 of the approximately 330,000 broadband internet connections in Switzerland
are being provided by the cable TV network operators. The rest are ADSL connections,
which are offered either directly by Swisscom or by its resale partners.

Internet services

The Internet penetration in Switzerland has reached 46% of the private households.
Switzerland is therefore slightly above the EU average. But Internet use is still markedly
higher in the Scandinavian countries.

Regarding the penetration of the population with broadband connections to access the
internet, Switzerland is currently one of the leading countries in Europe. This
penetration rate is higher only in Belgium, Denmark and the Netherlands.

In Switzerland, the market share of the internet subsidiary of the fixed network
incumbent, Bluewin, is 35.6%. In Spain, Finland and France, the share of the
corresponding incumbent subsidiary is substantially higher.

In European terms, prices for internet use in Switzerland are relatively high, in the case
where the exchange rate conversion is being applied. The charges for the setup and the
usage-based tariff components both position Switzerland in the upper third in Europe. If
the conversion method based on purchasing power parities is applied, the position of
Switzerland improves in the international comparison: Switzerland is listed in  the
middle range then.



Fixed network telephone charges

The following conclusions concerning charges in the fixed network telephony market
refer to conversions based on nominal exchange rates only. This basis for comparison
is now preferred by the EU Commission when evaluating prices across European
countries. In all of these cases, applying the conversion based on purchasing power
parities would improve Switzerland’s position in the European league table.

In a comparison of charges with the EU countries, Switzerland is centrally placed. In
this context, however, clear differences exist in individual sectors of the
telecommunications market.

Thus with regard to the monthly connection charge, especially for private customers,
Switzerland is one of the most expensive  countries in Europe. The charges for local
calls are also relatively high in Switzerland. However, this is attributable to the fact that
the distinction between local and national calls is no longer being made in Switzerland.

Accordingly, Switzerland occupies a better position in terms of national calls.

In comparison with the countries of the EU, Switzerland is one of the most favourable
countries in the market segment of international calls. Regardless of the region of the
world to which calls are being made, Switzerland is always one of the cheapest
countries and is even frequently the cheapest.

Competition in prices still seems to be of a certain importance in Switzerland, even five
years after the introduction of liberalisation in telecommunications markets. Comparing
the incumbent to its competitors, it becomes evident that the tariffs charged by the main
competitor, Sunrise, are about 10 to 20 percent below those of the incumbent; there are
other competitors who set their prices significantly lower though.

International leased lines

In the case of international leased lines, it is evident that prices in Switzerland are
always markedly higher than the EU average, regardless of the bandwidth.


