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Note of meeting between Executive Vice President Vestager and ETNO, 6 June 2023

Participants

ETno: ETNO), |

Deutsche Telekom),

Vodafone

Group), Telefonica), Telia Company),-
Altice Portugal), . TIM); Sherpas.

Commission: EVP Vestager, Liliane Karlinger, Werner Stenqg, Ida-Maria Fallesen (Cabinet Vestager),
I I (s601)

The meeting was convened at the request of ETNO to discuss barriers to EU telecom single
market/European scale/market structure; the future of the telecom sector/Fair share; and Industry
collaboration on cloud/innovation.

The Director General of ETNO stressed the need for the European telecom industry to stand
together in the face of the challenges ahead and that an effort had been made to unite the industry,
as evidenced by the presence of the CEOs today.

Interventions by CEOs covered the following issues:

e The industry was undergoing a historical transformation, with the opportunity to create
new, decentralised networks harnessing artificial intelligence and supercomputing
capabilities. It was an opportunity to regain momentum and take back the ground lost by the
industry over the last 10 years, which had seen companies halve in value. However, this new
world needed a new regulatory landscape if it was to succeed.

e Fragmented spectrum policies and increased national regulation (such as in the area of
national security) were making it hard to achieve the synergies and scale needed for true
pan-European connectivity infrastructure. Inflation also made it difficult for telcos to invest
where costs arise, while the big tech companies could cherry pick where their investment
took place. There was a need to use the exploratory consultation to address the barriers to
the single market and enable European infrastructure companies to compete with big tech.

e With data traffic continuously increasing and 60-70% of it being generated by big tech, the
aim was to find a way to balance traffic consumption and to create incentives to allocate
resources and investment efficiently where they were needed. CAPEX by telcos was
increasing with investment in roll-out of fibre and 5G, cloud and edge computing, and
security. A ‘fair contribution” tool could help investment in better quality of service for
consumers and businesses in Europe, and reduce carbon footprints. Timing was critical if the
challenges were to be addressed effectively. There was no intention to question the
principle of net neutrality.

e There was an urgent need for action as value was being destroyed as time passed, with
returns coming in below the cost of capital. The industry had two options: to constrain
investment in infrastructure or to donate scale to operators who can benefit from regulatory
arbitrage, thereby destroying pan-European scale built up in the past.

e The debate addressed by the exploratory consultation was not just about the ‘fair share’ but
also about how to restructure the market so that incentives existed for big tech to use
technology to reduce wasteful traffic generation and take account of the interests of telcos,
which were currently being ignored.

e With the 5G standalone, software-based networks of the future, security concerns should be
reduced. There was an opportunity for Europe to take back sovereignty from the Cloud by



developing new, decentralised terrestrial networks with their own supercomputing capacity.
The GSMA’s Open Gateway initiative was designed to help this process through the
development of Open APIs and universal federation.

e Developments in services spurred by technological advances, such as remote surgery, super
high-definition video etc. made it difficult to plan network developments in advance,
particularly when return on investment was below the cost of finance. Regulatory barriers
should not impede the quest for solutions.

e While there were constraints on the development of pan-European synergies and scale, the
bigger limit was imposed by the nature of local infrastructures. In a 5G environment it was
impossible to achieve returns over cost of capital if 4 networks were competing to provide
services to the same buildings. With low market shares it was impossible to drive returns
above the cost of capital. This was the fundamental problem hindering investment and
innovation.

e Given the political constraints in Europe on increasing consumer prices, it was extremely
difficult for European network operators to invest in the high-tech solutions needed for the
networks of the future, at the same time as investing in fibre and 5G roll-out, and so
compete with the US in this area. There was no growth in free cash flow in the telco industry
in Europe, whereas operators were growing their free cash flow in other parts of the world.
There was therefore a risk that the new technologies would be developed in the US and
exported to Europe. The only solution was to charge those using the infrastructure to deliver
their content and services. 20-30% of traffic is spam, and the content providers currently
had no incentive to reduce these levels.

e If European telcos cannot find a way to generate greater returns on their infrastructure
investments, it would be US, not European companies, that will benefit. European telcos
were one of the most indebted sectors in the world and need to generate returns to service
their debts. A significant proportion of telco investments was going to ensure delivery of
wasteful or valueless traffic (spam, cybercrime, unsolicited video on mobile devices etc.). An
incentive was needed to induce content providers to use networks in a responsible and
efficient way. A more efficient use of networks would generate investment capacity for
telcos where it was really needed.

EVP Vestager made clear that no decisions had yet been taken on the follow-up to the exploratory
consultation. A third party was analysing the responses and the Commission would provide a resume
before the summer. The Commission would carefully consider all evidence obtained before taking
any further steps. The consultation included seeking to identify the barriers to the development of
pan-European telecom companies and how to gain the scale needed for the networks of the future.
It was also important to understand the link between the level of profitability of telcos and their
investment in infrastructure. As regards security challenges, the mix of equipment in networks was a
European concern: not all Member States were yet meeting the goals of delivering safe networks. A
report on the progress achieved in the use of the 5G toolbox would be issued soon.





