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Spectrum: where social value and economic
value converge and collide

In May the UK Chapter of the IIC organised a well-
attended meeting in London about the future manage-

ment of spectrum in the UK, hosted by the leading London
law firm Olswang. The UK is among the pioneers in new
approaches to spectrum allocation. But there is much con-
troversy about this 'new frontier' in communications. These
were the main debates at the IIC meeting.

Essentially, discussion revolved around two inter-related
questions. One was whether there was a social value as
well as an economic value to spectrum, and if so, how
to define that social value, and who should define it. The
other was whether an organisation that had the rights to
a particular segment of spectrum, should then be free to
use and re-use that spectrum for any purpose it wanted, as
opposed to being confined to the application specified in its
initial spectrum allocation or award.

Social value v. auctions
On the matter of social value, what became ObviOUSwas
that there was a strong contrast between, on the one hand,
the many diverse organisations claiming that they had
social value that needed to be recognised, and (on the
other hand) a real difficulty in defining what social value
actually is, even admitting that it cannot be quantified like a
set of financial numbers.

But with Ofcom , the UK merged communications regulator,
clearly taking the path of auctioning of spectrum as being
the best way, in its view, of ensuring most efficient use of
spectrum, there is clearly a big if diverse lobby building
up in opposition to auctioning of spectrum, or at least in
opposition to auctioning without having first taken account
of social needs.

Behind the worries of many groups in this 'social' camp
there clearly lies the fear that powerful and rich multination-
als, such as the big mobile communications companies,
will simply stage a massive 'land grab' when they are
able to do so in future auctions, using their large financial
resources, to shut out other users or applications, and per-
haps even to 'comer the market' in any future secondary
trading. Why should, say, the police force - a classic social
application if ever there was one - have to compete finan·
cially with, say, Vodafone for spectrum space? Or hospitals
and other emergency services?

Some sectors are too fragmented to compete with giant
monoliths such as the big mobile communications compa-
nies - for example, the so-called PMSE (Programme Mak-
ing and Special Events) sector which is made up of hun-
dreds of relatively small users in the television programme
making and entertainment industries i.e. the makers of the
very content that the big communications companies are
so eager to get their hands on to feed into their networks.

Spectrum as investment
There is a further fear, that third parties with access to
large funds but not in the communications industries at all
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- private equity companies spring to mind - might bid for
a buy up chunks of spectrum as an investment, or to act
as a reseller, or just to sit on it like an empty office block in
anticipation of future value increase. It must be said thai
some investment bankers see this as a perfectly normal
business opportunity, at least potentially. Others argue that
there will in time be so much spectrum available that there
will be no point in either big communications companies or
third party speculators trying to play the market in this way.

The radical industry position
Among the big mobile companies, the most radical re-think
of spectrum use that they would like to see, consists of the
following:

multiple sourcing in the supply of spectrum
(much like multiple sourcing in any other input to
a business)
freedom to use spectrum, once gained, in any
way that the company wants
the ability to get spectrum when they need it, not
before
the ability to sell on (or sell off) spectrum if they
have got too much of it i.e. a secondary market.

These 'freedoms', they argue, are quite normal in almost
any business in almost any industry. They are only special,
they say, if spectrum itself is special. But it is not. While
there are bound to be some rules e.g. about safeguards
against radio interference from neighbours on the spec-
trum, it should fundamentally be left to commercial compa-
nies to create economic value out of spectrum, not for the
regulator to create or extract that value.

What should the regulator (not) decide?
This raises the question of where exactly allowance should
be made for applications that are agreed to be ·social'. Is
it at the level of spectrum allocation by the regulator? Or
is it at the level of special public funding to allow 'social'
applications to compete fairly with commercial applications
in future spectrum auctions?

One contributor asked 'has the BBC been given special
funding to enable it to compete in a spectrum free market?'
- but unfortunately there was no clear answer to that one.
But what did become clear in the discussion was that
Ofcom , as the regulator, was very reluctant to become the
one who had to define what a 'social application' or 'social
value' actually is. It is this which will surely arouse more
and more controversy.

On the one hand, the official Of com position seems to be
that it is not within its remit to make such (subjective?)
judgements, which are anyway too difficult. The regulator
takes the view that a 'converged' regulator like Of com is
not the place at which to decide between competing social
uses of spectrum. So all users must just get used to the
lactthat the world is changing, and adapt accordingly.

That is all very well, say Olcom s critics, but if it is not the
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regulator's job to make just such judgements, then whose
job is it? The government's? But it is precisely the objec-
tive of having Independent regulators like Ofcom to keep
government at arm's length from the regulation of industrial
sectors. Therefore, they say, Ofcom is just ducking away
from the hard bits, and what is more, is favouring auction-
ing of spectrum, not because it is the most efficient way of
using spectrum, as claimed, but because it is the easiest
to implement and the most quantifiable, that is, in terms of
money.

population pressure, land is also closely regulated by zon-
ing for particular purposes as well as through planning
regulations. Only in a limited sense is land a free market.
Supply of land for any particular use is restricted by law or
regulation, and for any piece of land, there is a recognised
approved type of use that requires lengthy procedures to
change (if at all). It WOuld be interesting to pursue the land
analogy to wherever it takes the discussion of spectrum
management.

According to PolicyTracker, the spectrum newsletter, in the
UK some 3 million HD TV sets had been sold by the end of
2006, with a forecast of 37 million by the time of the digital

switch-over in 2012, and there is
growing public awareness of HDTV.

HDTV
All this is aside from the question of whether Olcom should
set aside particular bits of spectrum for certain technologi-
cal innovations in communications, most notably High Defi-
nition TV and (perhaps) interesting developments like DRM
- Digital Radio Mondiale [for DRM, SEE BOX]. The BBC
wants High Definition for its Digital Terrestrial Television
services, and argues that if it had to bid for the necessary
spectrum against e.g. the big mobile phone companies, it
could not afford that spectrum, and the opportunity to pro-
mote a key technology of the future would be lost.

It is relevant that the cost of reo
equipping the BBC - or any other
broadcasting organisation - with
HD equipment end-to-end would
anyway dwarf the cost of spectrum,
and would have to enter the gov-
ernment's calculation of how to fund
the public service broadcaster suffi-
ciently to enable it to switch to HD.

So many people see HD as the next
wave in TV, and think that promotion
of UK expertise in this area would
be a legitimate use of Ofcom's
powers. The position of the BBC
seems to be that as long as it gets
the spectrum in needs for HDTV
- which it says is the equivalent of
only a third of the Digital Dividend
that will be gained from the switch
from analogue to digital TV - then it
is quite happy for the rest to be auc-
tioned: thus an in-between position.

The level of 'social' decisions
At the back of these arguments lies
that fundamental question - is it
at the level of spectrum that social

choices should be made, or is it further downstream at
(say) the applications level, where it is the responsibility of
governments (or other non-commercial entities) to make
available the special funding needed to permit social appli-
cations to compete for the spectrum they need or want?
This ties in with a parallel question, whether the economic
value of spectrum equates with its commercial value - an
assumption often made but not necessarily valid.

In March, the Washington Post
reported that a coalition of big technol-
ogy companies are seeking to provide
high speed Internet access to users
in a new way - over the TV airwaves,
using a new device that they have
submitted to the FCC laboratories
for approval. The companies include
Microsoft, Google, Dell, Intel, Philips
and Hewlett-Packard. The device uses
the 'white space' within and around the
TV signal, the unused bits of spectrum.
The FCC needs to establish that the
device will not interfere with the exist-
ing TV channel(s), or 'bleed' outside
of its designated slot. The companies
say that if approved, the device could
enter the retail market in early 2009.
Proponents liken the use of the device
toWiFi.

What is the correct anal-
ogy?
Ofcom appeals, as an
analogy to its approach to
the buying and selling of
spectrum. to the way the market in land operates. Land is
a natural resource, like spectrum. but is bought and sold
and re-sold in an open market, without an appointed regu-
lator, for many different uses and re-uses. This analogy is
accepted by many, rather than competing analogies such
as that with the railway network, where companies are
franchised (at a price) by a regulator to operate named rail
services for specific lengths of time.

Ofcom clearly does not see
it that way, and says that
such auctions create the
opportunity for new value
to be created, with new
entrants and new tech·
nologies. It points, as an
example, to the new device
proposed to the FCC in the
USA for a device that ena-
bles consumers to use the
'white space' within the TV
signal [SEE BOX].

All this is in addition to
competing and developing
technologies, so that the
winner of an auction may
suffer from 'winner's curse'
or become the 'Concorde
of the wireless world' (to
quote one speaker). But if
Ofcom does not feel able
to 'pick winners', is the
alternative a free-far-all?

The auction process (or penalty)
On the other hand, auctions are hardly new territory. The
UK has already held 5 spectrum auctions, with another in
progress now and more major ones in the offing. At least
3 involve potential use for mobile TV e.g. in the L band.
so there are decision for potential bidders about which is
best for their particular ambition. This is therefore risky ter-
ritory, and there are variables also. For example, how far
can companies share Information in preparing bids without
infringing the law? What is the quality of the spectrum on
offer? - not all spectrum is the same. indeed, some argue
that the higher up the spectrum you go, the worse the
quality.

However, the analogy with land appears perverse to some,
since in a country like the UK with not a lot of land and
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