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FOREWORD

Regulatory reform has emerged as an important policy areain OECD and non-OECD countries.
For regulatory reforms to be beneficial, the regulatory regimes need to be transparent, coherent, and
comprehensive, spanning from establishing the appropriate institutional framework to liberalising network
industries, advocating and enforcing competition policy and law and opening external and internal markets
to trade and investment.

This report on Regulatory Reform in the Telecommunications Industry analyses the institutional
set-up and use of policy instruments in Japan. It aso includes the country-specific policy
recommendations developed by the OECD during the review process.

The report was prepared for The OECD Review of Regulatory Reform in Japan published in
1999. The Review is one of a series of country reports carried out under the OECD’ s Regulatory Reform
Programme, in response to the 1997 mandate by OECD Ministers.

Since then, the OECD has assessed regulatory policies in 16 member countries as part of its
Regulatory Reform programme. The Programme aims at assisting governments to improve regulatory
quality — that is, to reform regulations to foster competition, innovation, economic growth and important
social objectives. It assesses country’s progresses relative to the principles endorsed by member countries
in the 1997 OECD Report on Regulatory Reform.

The country reviews follow a multi-disciplinary approach and focus on the government's
capacity to manage regulatory reform, on competition policy and enforcement, on market openness,
specific sectors such as electricity and telecommunications, and on the domestic macroeconomic context.

This chapter was principally prepared by Wonki Min, with the participation of Dimitri Y psilanti,
of the Directorate on Science, Technology, and Industry of the OECD. It benefited from extensive
comments provided by colleagues throughout the OECD Secretariat, as well as close consultations with a
wide range of government officials, parliamentarians, business and trade union representatives, consumer
groups, and academic experts in Japan. The report was peer-reviewed by the 30 member countries of the
OECD. It is published under the authority of the OECD Secretary-General.
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Executive Summary
Background Report on Regulatory Reform in the Telecommunications | ndustry

The telecommunications industry has undergone significant regulatory reform over the last decade. By 1998,
23 OECD countries had liberalised their telecommunication markets, including voice telephony, infrastructure
investment and investment by foreign enterprises. The success of this liberalisation process will depend on the
presence of a transparent and effective regulatory regime that enables the development of full competition, while
efficiently protecting the public interest. This report addresses whether Japan’s regulatory regime makes possible a
successful liberalisation process by assessing tel ecommunications regulations in Japan, recent regulatory reforms and
their impacts on market performance.

Japan is one of the few countries to have introduced competition in the 1980s, along with the United States and the
United Kingdom. Since market liberalisation began in 1985, Japan has introduced many liberalisation measures to
encourage fair competition. In particular, following the February 1997 WTO agreement on basic telecommunications
services, Japan made significant changes to its regulatory regime such as elimination of the article on the prevention
of excessive facilities (so-called “supply-demand” standard for market entry) and foreign ownership restrictions on
Type 1 carriers, except NTT. There are no longer any line-of-business restrictions in Japan and many major global
companies are beginning to compete in the Japanese telecommunications market. As a result, there is strong
competition in the national long distance market and the international market. In addition, the rapid growth of cellular
mobile services and telephony services based on cable television (CATV) networks is raising the prospect that these
can be an alternative to local fixed voice telephony service, which is currently dominated by NTT. The emergence of
utility-based Type 1 carriers could a so facilitate competition in the local voice telephony market.

However, in spite of the large number of market players, consumers have not yet benefited fully from liberalisation
due to the tariff approval system which lasted until November 1998. Furthermore, many important regulatory
safeguards, such as a LRIC (Long Run Incremental Cost) accounting system for interconnection, a universal service
funding mechanism, number portability, carrier pre-selection and a method to select mobile licensees when the
number of applicantsis greater than what can be sustained by spectrum resources, are not in place yet.

In November 1998, the Ministry of Post and Telecommunications (MPT) introduced a tariff notification system,
which allows companies to determine their own prices without obtaining approval from MPT except for NTT's local
basic services. This decision is a milestone for the liberalisation of the telecommunications market since it finally
makes effective price competition possible. However, the remaining regulatory issues should be addressed properly
and promptly in order to ensure a fair and transparent competitive environment for all market players. In addition,
there is a possibility that the proposed NTT break-up may not be effective to promote infrastructure competition
because of the holding company structure. MPT should take necessary steps to establish a more effective regulatory
framework in order to promote effective competition, increase consumer benefits and allow market-oriented business
activities to develop.

1 Japan’s telecommunications sector

11 The national context for telecommunications policies

As of 31 December 1997, with telecommunication revenues of $110.0 billion, Japan has the
second largest telecommunications market in the world.! Its market size is less than half that of the United
States ($256.8 billion) but twice that of Germany ($43.6 billion). The incumbent operator, NTT, is the
world’ s largest telecommunications operator with $78.1 billion revenues.?

As of 31 December 1997, there were 47.9 telecommunication access lines (i.e. the total of fixed

access lines and cellular mobile subscribers) per 100 inhabitants in Japan. This is just below the OECD
average of 48.9.3
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In Japan, the telecommunications industry is a core industry and has a significant impact on the
entire Japanese economy (Tables 1 and 2). The telecommunications market is expanding rapidly and the
level of investment by telecommunications Typel carriers’ is the second largest across al industry
sectors.

Tablel. Market sizeby Type 1 telecommunications business (FY 1996 annual sales)
(Trillion yen)
Electrical Auto- Electric Telecom Iron & Ship Gas
M achinery M obile power (Type 1) steel building
Market size 27.1 20.8 15.1 12.1 6.6 5.4 1.9
Growth rate” (%) 8.7 9.6 -0.1 21.0 15 5.6 5.3
1 Growth rate from previous fiscal year.
Source: “Outline of the Telecommunications Businessin Japan”, March 1998, MPT.
Table2. Facilitiesinvestment by Type 1 telecommunications business (FY 1997 plans)
Electric Telecom Electrical Services Chemicals Real Auto-
Power (Type 1) machinery estate M obile
Investment 5.1 4.2 3.5 2.9 1.9 1.6 14
Growth rate” (%) 5.7 1.9 3.5 -12.0 3.3 2.2 7.2
1 Growth rate from previous fiscal year.
Source: “Outline of the Telecommunications Business in Japan”, March 1998, MPT.
1.2 General features of the regulatory regime, telecommunications market and market

participants

121 Brief history
Until 1952, Japan’s telecommunication facilities and services were operated through a direct
government monopoly by the Ministry of Telecommunications. In 1952, the Ministry of

Telecommunications was transformed into a wholly state-owned corporation, Nippon Telegraph and
Telephone Public Corporation (NTT), with a monopoly over domestic telecommunications. At the same
time, Kokusai Denshin Denwa (KDD), a government-regulated corporation, became the monopoly
provider of international telecommunications services. In line with the transformation of the Ministry of
Telecommunications into NTT in 1952, the Ministry of Posts was reshaped as the Ministry of Posts and
Telecommunications with supervisory responsibilities for NTT and KDD as well as direct responsibilities
for postal services, postal savings and postal life insurance.

In the early 1980s, growing business pressure for reform and more flexibility in
telecommunications policy resulted in 1982 in a recommendation by the Ad hoc Committee on
Administrative Reform for full-scale divestiture and privatisation of NTT. Less drastic reforms were
supported by business (Keidanren) and by NTT itself. Pressure from the Ministry of International Trade
and Industry (with responsibility for the computer and computer services industry) to open value-added
network service markets, as well as MPT’s recognition that Japan’s communication sector needed to
respond to new demands for diversified communication needs, also fuelled the pressure for change.
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In 1985, by enacting the Telecommunications Business Law (TBL), Japan introduced
competition into its telecommunications market. Along with the enactment of the NTT Law, which aimed
to give more autonomy to NTT, MPT implemented the so-caled “First Reform of the
Telecommunications System”. Unlike many other countries, which liberalised their telecommunications
equipment and services markets separately, under the TBL Japan simultaneoudy liberalised terminal
equipment and introduced competition in telecommunications network infrastructure and services. The
Law also made a clear distinction between market participants who own infrastructure and those whose
activities are based on leased infrastructure. This distinction remains the basis of Japan’s regulatory
framework for the telecommunications sector.

With the enactment of the NTT Law in 1985, the process of privatising NTT began® and NTT
was granted more autonomy in its management. Meanwhile, based on the NTT Law, MPT has the
authority to supervise NTT when it carries out activities not stipulated in the NTT Law.

Box 1. Changes made by the enactment of the TBL (1985)
e Introduction of competition in the telecommunications market
o Liberaisation of value-added network service
o Liberalisation of sales of telephone sets

While “the first reform of the telecommunications system” in 1985 resulted in the introduction
of competition in the Japanese telecommunications market, competition was far from effective. Since
market entry and tariffs were subject to individual licensing or approval from the Minister, carriers were
not able to make important business decisions without first obtaining permission from the Minister.
Moreover, there was no competition in the local telecommunications market, and competition between
NTT (or KDD) and the new entrants in long distance and international telecommunications markets was
managed by MPT through the tariff approval system.

Although there are still some regulatory issues outstanding, MPT has also made significant
efforts at further liberalisation of the telecommunications market since the first reform in 1985. In 1993,
MPT decided to allow multi-station operators (MSOs) in the CATV market and, more importantly, to
alow CATV companies to offer telecommunications services using CATV networks. In 1996, MPT
announced “the second reform of the info-communications system in Japan”® which included many
important policy changes, notably the break-up of NTT, the establishment of interconnection rules and the
promotion of further deregulation such as the introduction of a tariff notification system for mobile
companies.

As a result of commitments by Japan under the WTO agreement on basic telecommunications
services and the second reform plan in 1996, a number of important changes have been made over the last
several years. First, the TBL, NTT Law and KDD Law were amended in June 1997. In terms of the TBL,
there were three important developments in favour of ensuring fair competition and enhancing the
transparency of the regulatory regime. First, the so-called “supply and demand” provisions’ used as basis
for granting a license were abolished. These provisions, which allowed MPT to determine, on the basis of
ensuring a balance between supply and demand, whether a Type 1 license should be provided, were
regarded as a symbol of high entry barrier in Japan’s licensing regime. Nevertheless, the remaining
genera public interest provisions in the TBL still give grounds for MPT to block new entry by companies
if they cannot meet the examination standards (see Section 2.2.1). Second, a new interconnection scheme,
including accounting separation and non-discriminatory interconnection for “designated facilities’, was
introduced to ensure transparent and fair interconnection conditions between the incumbent and new
entrants (see Section 2.2.2). Third, new provisions for a numbering plan were added in the TBL in order to
ensure equal access to numbers (see Section 2.2.5).
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In May 1998, the TBL was amended to abolish the approval system for Type 1 carriers’ retail
prices and to replace it with a notification system from 1 November 1998. The amendment also made it
possible to introduce price-cap regulation on NTT’ s local fixed basic service charges where competition is
not fully developed (see Section 2.2.3). Together with the relaxation of restrictions on NTT' sinternational
telecommunications service, the amendment of the KDD Law allowed KDD to enter the domestic
telecommunications market using its own domestic communications transmission lines and
communications satellite. Furthermore, the KDD Law was abolished in July 1998.2 The abolition of this
law changes KDD from a special company to a private company and enables it to make autonomous
business decisions. In addition, the 20 % foreign ownership restriction on KDD has been lifted, in effect
cancelling the reservation Japan had made at the WTO.

In the mobile market, NTT enjoyed a monopoly position until 1988. In December 1988, two
companies entered the cellular market with analogue technology and in April 1994 MPT introduced
competition by allowing four digital cellular mobile carriers to enter each of ten separate regional
markets’. In April 1994, MPT aso liberalised the mobile telephone equipment market by introducing
COMA (Customer Owned and Maintained System) which allowed customers to buy their terminal
equipment not only from mobile service companies but also from equipment retail shops. This led to
significant price declines in terminal equipment and stimulated the growth of mobile services. In
July 1995, further mobile market entry occurred when three PHS (Personal Handy-phone System) carriers
were allowed to enter each regional market.

Box 2.  Brief history of the Japanese telecommunications mar ket
1952 Establishment of MPT
Establishment of NTT and KDD
1979: NTT starts mobile services
1985: Introduction of competition in the telecommunications market

- Granting Type 1 licenses to new common carriers (NCCs) (three national long distance carriers and
two international carriers)

- Liberalisation of value-added network services
- Liberalisation of sales of telephone sets
1986: Privatisation of NTT
1988: NCCs enter the mobile market
1992 Separation of mobile business unit from NTT
1993: Division of the mobile business carrier separated from NTT into nine companies
1994: Introduction of competition by three or four carriersin each mobile market block
- Permission for three PHS carriersin each market block
- Liberalisation of the mobile telecommunications equipment market

1996: Announcement of NTT’s break-up into one long distance company and two regional companies within a
holding company structure

Introduction of tariff notification system for mobile operators
1997: Liberalisation of international ssmple resale (1SR) services including Internet telephony service
1998: Lifting of restrictions on foreign capital investment, except for NTT

Introduction of tariff notification system for all Type 1 Telecommunications services except NTT’s local
services

Abolition of KDD Law (Lifting foreign ownership restriction on KDD)

© OECD (1999). All rights reserved. 8




122 Break-up of NTT

Efforts to restructure NTT have been at the heart of Japanese telecommunications reform for a
long time. The NTT divestiture debate began as early as 1981 when an MPT interna study group
proposed the divestiture of NTT together with privatisation. Ever since, this issue has been under debate.
However, it was not until 1990 that serious policy consideration was first given to the possibility of
breaking up NTT. According to the NTT Law, the status of NTT was to be reviewed within five years
after the enactment of the NTT Law in 1985. In 1990, at the time of review, the Telecommunications
Council (the Council) recommended the break-up of NTT into one long distance company and a local
company. While MPT supported the Council’s recommendation as a means of promoting competition, it
faced strong opposition from many other interested parties such as MITI, NTT, telecommunications
equipment companies, Keidanren and the Ministry of Finance (MOF). Many argued that it was too early
to decide and the MOF was afraid that a divestiture would adversely affect NTT's share price. By the end
of March 1990 a compromise was reached: the NTT mobile business would be hived off into a separate
company, and further efforts would be given to improving the efficiency of NTT’s operation. In addition,
it was agreed that NTT’ s status would be reviewed five years later.

In 1995, the debate was reopened and a range of proposals was made by government bodies. For
instance, a sub-committee of the Prime Minister’s Office filed a report which suggested that NTT should
be split into one long distance company and four regional companies. The Fair Trade Commission (FTC)
also submitted a report emphasising further deregulation rather than the break-up of NTT.X NTT's
argument against any break-up stressed the importance of an integrated company in order to ensure NTT's
R&D function, which was highly regarded as a national asset in Japan. The final report of Council was
submitted in February 1996 with a proposal to break up NTT into one long distance company and two
regional companies. However the government’s final decision was delayed for one year because of
political pressure.™ Finally, the government announced its final decision in March 1997: it maintained the
idea of dividing NTT into one long distance company and two regional companies, but also proposed a
holding company to ensure unified R& D and manage the shares of the two regional companies.

Box 3. Changesin the NTT Law

e NTT will be restructured into one long distance company and two regional companies under a holding company
which is not allowed to enter into any communications business.

e The holding company (Nippon Telegraph and Telephone Corp.) will be a special corporation that manages all
shares of the two regional companies.

e Theholding company is responsible for fundamental research.

e The regional companies (NTT East and NTT West) will be special corporations providing only regional
communications services and obliged to provide universal service in their business aress.

e Thelong-distance company will be a private company that can enter the international telecommunications market.

e The holding company and the two regional companies will be regulated as special companies like the present
NTT.

e NTT is alowed to enter the international telecommunications market through its affiliates even before the
establishment of the long distance company.

e The changes should be implemented within two and a half years from the date of promulgation (that is, before the
end of 1999).
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There is a concern that the break-up would not be much effective in promoting local loop
competition because of the holding company structure. It is unlikely that NTT East and West will be
involved in infrastructure competition, given that it is not in the shareholders’ interests for the holding
company to allow NTT East and NTT West to enter each other’s market. In addition, under the NTT Law,
NTT East or NTT West cannot enter long distance markets.

123 Major drivers of Japanese regulatory development in the telecommunications sector

Five major elements have led Japanese regulatory developments in the telecommunications
sector. Although at times one or another of these elements has overshadowed the others, al five have
played an important role in moulding the current Japanese regulatory structure.

Catch-up

While Japan is one of the three countries that initiated liberalisation of the telecommunications
market in the 1980s, it has never taken a leading role but has followed developments or positions
elsewhere on many important regulatory issues. A long history of bilateral telecommunication meetings
with the United States and the European Union has helped MPT officias to enlarge their knowledge of the
US and the EU regulatory systems. In certain cases, Japan has tried to follow the US model, for example
in the original proposals for divestiture of the incumbent. In other cases, such as market entry regulation, it
has followed the UK model. Discussions on the divestiture of NTT began in 1981, just after the United
States made public discussions on AT& T’ s divestiture. Although it took more than 14 years after AT&T's
divestiture, Japan finally implemented a partial divestiture of NTT despite criticism about the
effectiveness of the structure of the divestiture. The catch-up policy tended to result in an incremental
approach to the liberalisation of telecommunications market through individual deregulation measures
rather than a single comprehensive deregulation package underpinned by a clear goal of creating effective
competition.

MPT vs. NTT

For a long time after 1985, one of the MPT’s main policy goals has been the weakening of
NTT's power by means of divestiture in order to promote competition in the telecommunications market.
However, MPT has experienced difficulty in obtaining sufficient political and inter-ministerial support.
Because of NTT's political strength, due to its more than 220 000 employees, and its economic power,
based on its position as number one in purchasing power among all Japanese companies, NTT was able to
resist MPT’s attempt to break it up for 12 years. In the face of difficulties it faced for regulating NTT by
divestiture, MPT started in the last several years to use regulatory safeguards as an aternative, and
perhaps more effective, tool.

Unigue market structure

Japan had a unique telecommunications market structure which was based on the line-of-
business restrictionson NTT and KDD. From the outset, NTT could not enter the international market and
KDD was limited to providing international telecommunication services. Therefore, unlike many other
OECD countries, there have been two incumbents in the Japanese telecommunications market, one for
domestic and one for international. Furthermore, for a long time there was no cross-competition between
domestic long distance carriers and international carriers. In fact, there has been no company operating
both domestic and international services until 1997. In addition, competition was developed differently in
the long distance and the international markets. In the long distance market, new common carriers
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(NCCs)* have used least-cost routing chips (LCR) to entice customers from NTT, but in the long distance
market, NCCs have made large investments to advertise their carrier identification codes to compete with
KDD. As aresult, consumers do not need to use carrier identification code for long distance services but
need it for international services (see Section 2.2.5).

Consumer protection vs. industry promotion

MPT has authority both as a regulator and a policy maker in the telecommunications sector. Asa
result, unlike many other regulatory bodies in the OECD Member countries that solely aim to protect
consumer benefits, MPT is responsible for consumer protection as well as industry promotion in the
telecommunications sector. For instance, the “second info-communications reform” in 1995 had two
goals: promotion of users’ benefits and revitalisation of industry™. Considering the fact that the regulatory
body’ s independence can be effectively ensured only when it distances itself from interested parties, there
is concern that MPT’ s industry promotion function may have negative impacts on its regulatory function.
In fact, it seems that previously MPT put more emphasis on the role of industry promotion by protecting
carriers’ interest through the recently abolished “ supply-demand” provision and “tariff approval system”.

NTT's R&D activities are one good example of the importance of industry promotion in Japan’s
telecommunications regime. The NTT Law stipulates that NTT should conduct research related to
telecommunication technologies. Since its establishment in 1952, NTT's R&D has been regarded as a
national asset and has played a vital role in the promotion of the competitiveness of the so-called NTT
family companies, namely NEC, Hitachi, Oki and Fujitsu. However, NTT's role tends to be decreasing
due to the rapid expansion of R&D activities on Internet and multimedia technologies in the
telecommuni cations sector.

Foreign pressure

Since the early 1980s, Japan's trading partners, mainly the United States, have made the
telecommunications sector the major target of pressure for open markets.** The annual Japan-US bilateral
exchanges have increased pressure to liberalise Japan's telecommunications market. In 1998, when the
United States submitted two proposals regarding deregulation to the Japanese government,
telecommunications deregulation was the central issue. In recent years, the EU has also pushed for more
open markets, and the deregulation proposal made to Japan in October 1998 also targets the
telecommunications sector as the main area for deregulation. (See Section 2.2.7.)

It should be noted that foreign pressure does not necessarily only represent the interests of
foreign companies, but may also include those of potential or new domestic carriers. Since it is uncommon
in Japan for a single company to file a complaint to the government, many companies, including Japanese
domestic companies, have tried to use the US Chamber of Commerce or the European Business Council,
with Keidanren, to represent their interests to the government.

It is noteworthy that some significant changes in Japan’s telecommunications regulatory regime
resulted from their WTO commitments in the context of the agreement on basic telecommunications
services, which was signed on 15 February 1997 and came into force on 5 February 1998. (See
Section 2.2.7.) It seems that the role of multilateral negotiation as a force to push further reform in the
Japanese telecommunications market will be strengthened as increased globalisation of
tel ecommuni cations services occurs.
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124  Telecommunications market and participants

Until recently, Japan had very distinctive telecommunications market structure based on line-of -
business restrictions on NTT and KDD. After abolishing these restrictions by amending the NTT Law and
abolishing the KDD Law, the market structure has significantly changed. Previously, in the nationa long
distance market, there were NTT and three NCCs -- DDI (Daini DenDen), Japan Telecom and Teleway
Japan. In the international market, the participants were KDD and two NCCs, ITJ (International Telecom
Japan) and IDC (International Digital Communications).

However, abandoning line-of-business restrictions not only allows NTT and KDD to expand
their business coverage, but changes the whole competition environment by eliminating the separation
between national long distance and international markets. In fact, the most significant change in the
Japanese telecommunications market is the possibility for carriers to provide an integrated
telecommunication service or a “one-stop service’ to customers. In addition to NTT's entry into
international markets and KDD’s into national long distance market through its acquisition of Teleway
Japan, other NCCs are improving their ability to provide one-stop service to customers through strategic
aliances and mergers. For instance, Japan Telecom has merged with ITJ, and DDI has decided to provide
international services through atie-up with the Canadian carrier Teleglobe.

In the mobile market, in addition to NTT DoCoMo, there are five or six cellular and PHS
carriers in each market block.™ Magjor players in the mobile market are DDI Cellular, IDO, TUKA, Digital
Phone, Digital TUKA, DDI Pocket and ASTEL. Currently, cellular operators provide both analogue
services based on TACS technology and digital service based on PDC technology. Since the PDC system
was developed by NTT DoCoMo, some carriers are trying to use digital technologies such as CDMA
(code division multiple access). In fact, DDI Cellular and IDO have entered into a strategic alliance to
introduce a nation-wide “cdmaOne’ service and three of their regional companies began services in July
1998. In the PHS market, although subscribers surpassed 7 million as of September 1997, the total number
of subscribers has been declining since October 1997 as customers move from PHS to cellular networks.
In addition, many PHS companies are losing money because of severe price competition. For example,
liabilities of NTT Personal Group exceed its assets. As a result, NTT decided to transfer NTT Personal
Group’'s PHS businessto NTT DoCoMo in order to improve the PHS business operation.

In the market for local fixed telephony services, as of 31 March 1998, NTT had a 99.5 % market
share, as measured by the percentage of access lines (and 98 % in terms of revenue). Because of NTT's
dominance, other carriers have to use NTT's local loop to complete their services. Recent indications of
potential changes may have implications for NTT's dominance in the local telecommunications market.
For instance, local fixed optical fibre networks are being constructed by new entrants, such as electrical
power companies, which can use their power cables as rights of way for optical fibre cables. Currently, ten
electric utility companies are providing telecommunications services such as leased lines and integrated
services digital network (ISDN). Among them, companies like TTNet in Tokyo and QTNet in Kyusyu
have entered or plan to enter the local voice telephony market. In fact, TTNet is one of the local
telecommunications companies offering cheaper local calls than NTT. Owing to its relatively cheaper
price for local calls (9 yen for three minutes, or 1 yen cheaper than NTT), TTNet obtained 1.4 million
subscribers in just six months after launching its business in January 1998. QTNet plans to offer local
voice telephony services from April 1999.

As aresult of earlier regulatory constraints on CATV, Japan's penetration rate for CATV service
is very low (11.32% of households at the end of 1996) as compared with other OECD countries.
However, the growth rate of CATV penetration (37.5 % between 1995 and 1996) is much higher than the
OECD average (7.8 %).® In addition, while foreign ownership restrictions on CATV prevent foreign
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entities from owning more than 33 % of CATV shares, since February 1998 these restrictions are not
applied to CATV companies with Type1 carrier licenses.'” By October 1998, there were 48 CATV
companies with a Type 1 carrier license. Although the number of CATV companies that hold a Type 1
license is increasing rapidly (Figure 1), only five companies currently have interconnection agreements
with NTT and only two provide voice telephony services using their CATV networks. Titus
Communications Inc. began to provide voice telephony services via cable used for television services in
June 1997 and JJCOM Tokyo Inc. began a similar service in July 1997. JJCOM currently charges 8.5 yen
per three minutes and its charges for calls within its network is 5 yen per 3 minutes. Despite the weak
presence of CATV companies in the telecommunications market, their recent rapid growth rate suggests
that they are likely to be a source of local loop competition against NTT East and West.

Figure1. Number of CATV operatorswith a Type 1 carrier license
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In the long-distance market, as of 31 March 1998, NTT had a 59.4 % market share in terms of
revenue. In the international market, as of 31 March 1998, KDD had a 63.7 % market share in terms of
revenue.

In the mobile market, as of March 31 1998, NTT DoCoMo had a 57 % market share in cellular
phone service and NTT Personal had a 28.3 % market share of PHS in terms of subscriber numbers.
Japan’s mobile market is doubling in size each year, thanks to strong competition, which has led to
significant price cuts. Since the introduction of the COMA system in 1994, the number of mobile
subscribers has increased significantly. In 1993, mobile subscribers numbered 2.13 million; by 1998 there
were 39.21 million. In 1995, Japan ranked eleventh in terms of mobile communication subscribers per
100 inhabitants in the OECD area, but by 1997 it had risen to fourth place. In terms of revenue, mobile
services accounted for 11.46 % of total telecommunications revenue in 1993; its share tripled in 1997 to
39.67 %.

The explosive growth of mobile communication in Japan has had implications for fixed
telecommunication services through substitution effects (Figure 2). The relatively high cost of joining the
fixed network as compared to a mobile subscription seems to be attracting a growing number of users who
only subscribe to mobile services. In Japan, subscribers to the fixed network buy a “right of connection”
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rather than a connection to a specific location. For this service they pay the highest initial connection fee
(72000 yen) in any OECD country. However, they can change location without paying a further
connection fee, leave and rejoin the network, and resell their “right of connection”. As aresult of thishigh
initial connection charge, the very low initial fee to join a mobile communication network, together with
low user packages, is very attractive for users such as university students and new entrants to the labour
market'®. Since 1994, growth of numbers of mobile subscribers has surpassed that of PSTN (public
switched telephone network) subscribers. More importantly, in 1997 the number of PSTN subscribers
started to decrease.

Figure 2. Number of customersfor each service (in million)
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At the same time as the number of PSTN subscribers are decreasing, a large number of existing
PSTN customers are transferring to ISDN, largely due to the lack of initial connection charge, as well as
the rapid growth of Inte