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Technology, Market size and Regulation in the
Telecommunications Industry A Hypothesis
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ABSTRACT Into the telecommunications industry , which had been monopolistic, a few advanced countries intr
oduced competition through 70°s and 80's. And this trend 18 going on worldwide,

The introduction of competition into the industry is made mainly in the long distance, international and enhanced
market, This liberalisation results frorn the fundamental change of the cost function, Suggesting that the cost comp
rises of that of the facility sector and that of the operation sector. there exists the economies of scale in the facility
sector ‘n general,

The major ground for the monopolistic industrial structure m the past was the natural monopoly depending on the
economies of scale, But the rapid advance of the technology has reduced the cost of facility sector steeply, and the
portion of the facility sector in total cost has decreased by a large margin. This decrease has resulted n the change
of the cost function, That is, while there exists the economies of scale m the smaller production scale, the average
cost Increases bevond a certain scale, This means that the natural monopoly collapsed, and that the competitive stru-
cture is more efficient than the monopolistic structure,

But, because there exists economies of scale 1n the smaller scale, the desirable number of players, which could result
in efficient industry structure, depends on the market size.

Such correlation hetween technological level, market size and the degree of regulation 1s found in the case of USA,
Japan and UK. where deregulation policy of the telecommunications market has laready been carmied out. In USA,
which has the largest market and the highest technological level, the degree of regulation 1s lowest, Also in the order
of Japan and UK. the regulation is severer. japan and UK. are hkely to liberalize still more, as the technology adv
ances and the market grows.

This article 18 just the beginning of the research, and this hypothesis requies more detailed research.
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