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1. Introduction

The i2010 Communication sets out a vision for
the implementation of digital convergence in a
European knowledge economy. Convergence
has the potential both to create and to destroy
value. Deloitte predicts that worldwide, it

will lead to $1 trillion shift in valuations and
revenues in the converging sectors by 2010.
As such, it represents both a disruptive threat
and a huge opportunity’.

There is therefore no doubt about the
importance of i2010.

We welcome the publication of this important
document, the acceptance of the need for
policy convergence and a willingness to

adopt regulatory frameworks consistent with
the emerging digital economy. The European
objective must be to achieve a vibrant market
for digital content, media and applications,
supported by a robust and flexible
communications infrastructure. We must accept
that we need to compete in a global market —
not only a European one where European rules
and ethos apply. The wider aspects of the
Lisbon agenda must also be addressed.

Intellect’s support for i2010 is tempered by a
concern that only lip service is paid to the need
for policy convergence. For example the
Television without Frontiers Directive and the
Electronic Communications Regulatory
Framework should be reviewed together so that
we have one single convergent framework.

This would be true policy convergence.

John Woodget

Managing Director

Intel Corporation (UK) Ltd
Intellect President

The concept that we can regulate in advance of
the market for ‘non-linear’ content is flawed,
particularly when there are more players, more
channels and more consumers for these services
than ever before — a cause for concern when
introducing regulation.

We believe the market will have a vital role to
play both in the management of digital rights,
where all stakeholders in the supply chain must
be rewarded, and in spectrum policy — in the use
and exploitation of a finite resource.

The goal of investing 3% of GDP by 2010 in
R&D is both bold and challenging, particularly in
view of UK’s more modest goal of 2.5% by
2014. There is a need for a complementary
public sector program to pull through products
and services developed in the R&D programme.

We urge the Member States not to
underestimate the challenges in adopting
technology. We need to define a clear practical
programme for technology deployment. The
UK's recently announced Digital Strategy is a
good example.

We look forward to the announcement of
specific plans for the full implementation of
i2010 by UK and all other Member States.

v
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John Higgins CBE
Director General
Intellect

' Capitalising on Convergence - Intellect Report July 2005. $1 trillion as quoted in Deloitte presentation to

Intellect Consumer Electronics Conference — July 2005
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2. Following the Lisbon Strategy

“A new start for the Lisbon strategy...”
2010

Intellect welcomes the i2010 communication but emphasises that the failure to
deliver on the Lisbon agenda has created a major challenge for the EU both
economically and socially.

Our global competitors have made rapid progress since the announcement of the
Lisbon agenda, with China and India in particular moving forward quickly. Chinais
now the world’s largest broadband market and has the largest number of “fibre to
the home’ connections.

It is critical that the vision of i2010 is energetically implemented — we need to get the
detail right. It is also vital that the wider objectives of the Lisbon agenda, such as
improving labour market flexibility are also addressed.

“[2010 must not become a distraction from learning the lessons of why the
Lisbon Agenda has not made the progress it should have. 2010 needs to
be seen as a reemphasis on Lisbon in the particular context of the

contribution to be made by ICT as an enabler. ”
Intellect member comment
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3. Policy Convergence

“Digital convergence requires policy
convergence and a willingness to adapt
regulatory frameworks where needed so
they are consistent with the emerging

digital economy.”
2010

i2010 acknowledges that digital convergence is
becoming an everyday reality and must prompt
policy convergence, this is undeniable.
Advances in technology are changing the way
consumers access services and content, which
in turn impacts the policy and regulatory
framework. Despite this commitment to policy
convergence, there is much industry concern
about the thrust of the reforms already
underway, such as the review of Television
Without Frontiers directive, which have the
potential to undermine the aspirations to create
a competitive digital economy.

Intellect believes that the communication does
not go far enough to address the changes
convergence necessitates. It is critical to have a
clear view of the outcomes that the European
Commission is seeking to achieve in reviewing
these directives.

The need for such an approach is demonstrated
by the current review of the Television Without
Frontiers Directive, which has categorically failed
to undertake such a process. Rather than
deciding how to create a vibrant content and
applications market in the EU and then setting
the appropriate regulatory framework to
facilitate such a goal, the European Commission
has instead begun to extend existing analogue
regulations, effectively inhibiting the
development of an emerging marketplace.
Regulators must consider how markets are
going to change and attempt wherever possible
not to regulate emerging markets, favouring
instead a policy of reducing regulatory burden
whilst protecting basic standards.

“The commission will thoroughly examine
its principles and mode of implementation,
especially where bottlenecks are delaying
the provision of faster, more innovative and

competitive broadband services. ”
2010
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In terms of the proposed review of the Electronic
Communications Regulations, it is important to
recognise that the Telecoms Framework has
been successfully implemented in the UK.
Industry and Ofcom have been working together
effectively to address the key regulatory issues.
The European Commission needs to continue to
ensure that the same is the case across all
member states. The main question remains
whether the telecoms framework enables the
private sector to make large-scale, non-cyclical
investments in new infrastructure (both core and
access networks). These investments will be
necessary to meet the objective set out in i2010
for Next Generation broadband services.

Intellect’s central concern is that i2010 commits
to review Television without Frontiers and the
Electronic Communications Regulations
separately. The very logic of convergence
suggests that these two areas of regulation
should no longer be reviewed separately but
should be reviewed concurrently. This would be
true policy convergence. It is no longer possible
or appropriate to consider the realms of
broadcasting and communications distinctly,
convergence is blurring all market definitions.
By taking an horizontal rather than vertical
approach to industry it becomes possible to
assess the needs of the entire value chain

from content producers, service providers,
platform operators to consumer electronics
manufacturers. Such an approach would
contribute to a more coherent impact
assessment of proposed measures, which is
currently missing from reviews such as Television
without Frontiers. It is critical for all parts of the
industry to contribute to proposals before
directives are drafted. Due to its original focus
on traditional broadcasters, the review of
Television without Frontiers has had limited
involvement from the new media sector in
consultation stages, resulting in a draft
proposal which critically underestimates and
limits the scope of the emerging content, media
and applications marketplace.

“Burdensome regulations and barriers will
limit new entrants, delay the introduction
of new products and services to consumers,

and stunt overall growth. ”
Intellect member comment



4. Let the Market Decide

“The creation of a Single European
Information Space need's to address at the
outset four main challenges posed by
digital convergence ... speed...rich content

... Interoperability ...security... ”
2010

i2010 rightly acknowledges that convergence
presents new challenges such as securing legal
and economic certainty around content and the
need for interoperability between devices and
platforms. However it is important to recognise
that there is a commercial imperative to resolve
these kind of issues — regulatory action is not
always the appropriate remedy.

Discussions in the European Commission’s High
Level Group on Digital Rights Management and
the UK’s Creative Industries IPR Forum have
shown that business models involving the
creation and circulation of content will only be
successful if all stakeholders in the chain can be
suitably rewarded. The development of business
models supported by Digital Rights Management
Systems providing a mechanism for content
protection and distribution, as well as for
payment collection and the delivery of the
reward to the rights holder, are fundamental for
the expansion of digital content distribution.
Although Intellect does not see a requirement
for regulatory action, Government can make a
significant contribution in facilitating discussion
between stakeholders and Intellect asks that
governments continue to foster mechanisms for
such debate.

Interoperability will only be ensured through the
creation of robust, internationally recognised
standards and through market led innovation.
Pervasive, robust standards will allow content to
flow across platforms to the desired destination
and clearly enhance the consumer experience of
converged technology. Solutions must be
developed at a global rather than European
level.

“The policy aims to facilitate spectrum
access across the EU through market

mechanisms. ”
i2010

Effective use of Radio Spectrum is an essential
element if the i2010 vision is to be realised.

A major challenge lies in its execution. It is
clear that not all EU National Regulatory
Authorities (NRAs) espouse the market
mechanisms approach. For instance, one
national regulator has been quoted as saying
that “frequency usage cannot therefore be left
to the free play of market forces'.

A '‘Command & Control’ NRA will ultimately
make frequency band decisions based solely on
the perception of what is ‘best’ for the state that
the NRA serves. On the other hand, a Market
Mechanisms NRA will pass the ultimate decision
to the marketplace via a series of actions such
as:

e  spectrum auctions

e subsequent spectrum trading

e  permitting change of use (subject to no
undue interference)

e encouraging technology-neutral
decisions in the use of any given
spectrum

e allowing the market to decide on the
use of spectrum in other than
harmonised bands

There is some concern in Europe about whether
market mechanisms can successfully deliver
broaderband wireless access services. This is due
to the serious legacy problem of spectrum
fragmentation. This poses a question about
which spectrum management model is most
likely to succeed in proposing viable uses for
fragmented but available spectrum.

New services that will clearly benefit the
consumer and European industry need to be
identified early and the path towards their
realisation facilitated. But there is a need to
continuously quantify the success or failure by
NRAs to reach essential spectrum management
targets of i2010. This means that benchmark
tests must be developed that will be acceptable
to NRAs, Government, Industry and Consumers
and mostly importantly a common solution
adopted within Europe to achieve the benefits
of market scale.
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5. Innovation and Investment in Research

“Furope needs higher ICT research investment to reach the Barcelona target

of 3% of GDP on R&D.”
2010

i2010 sets a target for R&D to reach 3% of GDP by 2010. Such a commitment is
welcome but needs to be considered in context. Time and concerted action will be
required to make up the historic under-investment in R&D in the EU. With this in
mind, the 3% target presents a massive challenge. It is important to maintain an
environment that encourages investment in R&D by providing both reward and
protection for Europe’s innovators and innovation. It is notable that the UK goal is
to increase R&D as a percentage of GDP from 1.9% to 2.5% by 2014 and this in
itself makes the EU target of 3% by 2010 even more challenging.

The increased investment in Community ICT Research Support, if delivered, is
welcome but only if there is a corresponding co-ordinated public policy that will
increase demand and pull through products and services developed as a result of
that R&D. A clear framework of public procurement and other regulatory driven
market opportunities is required.

It is important to maintain an environment that encourages investment in R&D by
providing both reward and protection for Europe’s innovators and innovation.
Care must me taken to ensure that the Intellectual Property Rights Regime remains
balance and enforced.

“Intellect's observation is that any increased investment in Community ICT
research support must be accompanied by public policies that will ‘pull’
through products and services is bang on target. Without such a
coordinated ‘pull’, any extra public investment in engineering research, such
as that into ICT, is in danger of being no more effective than pushing

harder on rope. ”
Intellect member comment

?(see HM Treasury DTl and HM Revenue and Customs document published July 2005 — Supporting
growth in innovation: enhancing the R&D tax credit).
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6. ICT Adoption

“As the use of ICT grows, so does its
impact on society. i2010 recognises this in
three ways: making sure that ICT benefit all
citizens; making public services better,

more cost effective and more accessible;

and improving quality of life. ”
2010

The full exploitation of broadband-enabled
technology, content, applications and services
can help the EU to become a truly competitive
knowledge-based economy and can be
leveraged to help the EU’s citizens become
healthier, better educated and more engaged in
their communities and society.

Intellect is delighted that the deployment and
adoption of technology has been recognised as
an important and key element within i2010, but
urges the EU and member states not to
underestimate the challenges and complexities
facing Government, Industry and citizens in
successfully achieving the organisational and
social changes required. Although this may
seem obvious, the transformation envisaged
within i2010 goes far beyond just technical or
organisational change. Too often large-scale
changes in technology have failed to bring
about the improvements envisaged because of
an over-simplification of the required changes,
unrealistic expectations about the pace and
speed of delivery and failures in overall project
management.

Intellect’s research “Innovation Nation?"?
examined ways of improving the innovative
exploitation and adaption of technology, in the
context of business, Government and the culture
in which the UK operates, and identified 15
recommendations. The scope of required action
is broad and highlights the many ‘soft’ issues
that need addressing. Although the research is
UK focused, many of the issues identified
transfer across the European environment.

The recommendations include:

e  Develop hybrid professionals -
Government, business and the hi-tech
sector need to develop professionals
who combine technology and
business skills

e  Encourage risk takers; overcome fear
of failure - Cultural aversion to risk
and work environments that create a
fear of failure inhibit innovation. In
addition, consumer attitudes towards
technology where new innovations are
often seen as risky, need to be
addressed

* http://www.intellectuk.org/publications/reports/innovation-nation.pdf

e Improve cross-agency co-operation -
One of the biggest barriers to
innovation in Government is the lack of
co-operation between different
departments and agencies. The
structure of Government creates a
'silo mentality' that inhibits an
interdisciplinary approach

“Member States ... should define
Information Society priorities in line with
the Integrated Guidelines for growth and
Jjobs, which stress the importance of ICT
uptake, ICT infrastructure and ICT for jobs

and education. ”
2010

Intellect urges that, in addition to this call,
member states should also define a clear
practical programme for technology deployment
and adoption, including creating the tools and
environment to give real incentives to adopt
new working practices mediated by information
society investment.

Such an approach has recently been
demonstrated in the UK where industry has
been very encouraged by steps taken by the UK
Government to create the Digital Strategy. This
has allowed industry to work with the UK
Government to develop and implement a
strategy for driving exploitation and use of
broadband-enabled ICT, content, applications
and services. Successful implementation of this
strategy will also provide a stimulus to further
investment in both content and applications and
the next generation of communications
infrastructure.

“The ICT focus of i2010 needs to be kept
as one aspect - and only one - of an over-
arching agenda needed to achieve an EU
Knowledge Economy. ICT plays its part as
an enabler of such an Economy. But, for
example, a key reason for relatively weak
investment in ICT in, for example,
Germany, is that labour law restrictions on
company restructuring actively discourage
restructuring of companies, and hence
reduces the incentive for companies to
invest in ICT to underpin restructuring.
ICT's capacity to enable change cannot be
properly exploited without an overall
context of policy on skills, employment,
etcetera, that allow change. ICT by itself
won 't achieve the EU Knowledge Economy

objectives. ”
Intellect member comment
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7. Conclusion

In order for the vision of i2010 to be realised, the European Commission and
member state Governments must work with industry across the converged value
chains. Success will depend upon moving beyond the silos of the old vertical
markets. Intellect looks forward to working with its partners to realise this goal.

Intellect proposes the following calls to action for the European Commission:

e recognition of the EU’s need to compete in a global market

e ensure the wider aspects of Lisbon are not lost in the translation to i2010 and
lessons from the failed delivery are learned and acted upon

e policy convergence is made reality with policy creators and regulators taking a
horizontal rather than a vertical market approach to industry

e industry is fully engaged and brought into the policy development process,
leading to a coherent impact assessment of proposals before directives are
drafted

e  European Commission and Member states develop clear practical strategies for
technology development including creating the tools and environment to give
real incentives to adapt new working practices mediated by information society
investment

e  create complementary public sector programmes to accompany R&D
programmes to pull through new products and services

e with the aim of ensuring wherever possible not to regulate emerging markets
regulators should:

— favour a policy of reducing regulatory burden whilst protecting
basic standards
—  build into the regulation process forethought, consideration and
cross industry engagement on future market development

Contact: Tom Wills-Sandford Director Public Affairs Intellect
T 020 7331 2044
E tom.wills-sandford@intellectuk.org
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Intellect is the trade association for the UK hi-tech industry.

Our membership comprises organisations both large and small from the UK's
information technology, telecommunications and electronics sectors.
Intellect is the body UK hi-tech companies must be active in to:

- Influence Policy
- Improve Markets
- Enhance Business Performance

Intellect

Intellect Russell Square House 10-12 Russell Square London WC1B 5EE
T: 020 7331 2000 F: 020 7331 2040 E: info@intellectuk.org W: www.intellectuk.org




