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7 May 2010
Dear,

RE: FSB response to the consultation on Universal Service Principles in E-Communications
The Federation of Small Businesses (FSB) welcomes the opportunity to respond to the above named consultation.

The FSB is the UK’s leading business organisation. It exists to protect and promote the interests of the self-employed and all those who run their own business. The FSB is non-party political, and with 213,000 members, it is also the largest organisation representing small and medium sized businesses in the UK.
Small businesses make up 99.3 per cent of all businesses in the UK, and make a huge contribution to the UK economy.  They contribute 51 per cent of the GDP and employ 58 per cent of the private sector workforce. 

With regard to the main subject of this consultation - whether and how broadband could become a Universal Service Obligation (USO), the FSB would like to draw your attention to the following points:

· The FSB is in favour of an EU wide Universal Service Obligation to ensure every area of a country can be connected to the internet;
· Broadband development should be market-led and should be stimulated by governments;

· Different sources of public funding should be used to solve the problem of lack of broadband in areas where the market fails to deliver;

· The development of broadband should primarily be delivered through fibre, and where this is not possible high capacity micro-wave links;

· Internet Service Providers must be obliged to deliver a minimum speed of 8Mbps.
We trust that you will find our comments helpful and that they will be taken into consideration. 
Yours sincerely,
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Tina Sommer
Chairman EU and International Affairs
Federation of Small Businesses
	FSB response to the consultation on 

Universal Service Principles in E-Communications


	May 2010
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Introduction

The FSB welcomes the opportunity to respond to this consultation and to answer the question whether and how broadband could become a Universal Service Obligation (USO). This document builds on the FSB’s recommendation on broadband for an incoming UK government.

The role of fast and reliable broadband 

Broadband should ensure that all small businesses are able to compete in the global market place. Small businesses are important for the economy. They make up 99.3 per cent of all businesses in the UK, contribute 51 per cent of GDP, and employ 58% of the private sector workforce.

FSB research shows that small businesses rely on internet for the operation of their businesses. While the vast majority of FSB members use the internet when running their business, half of small businesses rely on the internet for up to 50% of their annual turn-over.
 The research also found that businesses with greater reliance on e-commerce recorded more stable profits than businesses that do not rely on e-commerce. Thus, the overall picture is that small businesses are highly dependent on the internet. 

At the same time, 60 per cent of FSB members said a lack of broadband speed seriously impacted upon their use of new technologies such as video conferencing, web casts and post casts. Small businesses are dominant in rural economies, but broadband speed in these areas is often less than 2 Megabits per second (Mbps). 

Also, if the quality of broadband is bad or is not available at all in some areas, consumers suffer just as much. This means that potential customers of our members, cannot access goods and services online. Thus, lack of broadband prevents access to customers.

Broadband is not a luxury, but an essential service, similar to utilities such as gas and electricity. Guaranteed, reliable and fast enough for the purpose broadband to the small business customer will offer new opportunities and will allow small businesses to widen their customer base. Small businesses will also save time and cut red tape as interaction with public services is increasingly taking place online. Also, better broadband reduces the need to travel which is good for the environment. More reliable electronic communication can often be an alternative for meeting people in person. 
Small businesses will drive this digital age and are playing a key role in the UK’s economic recovery. It is therefore imperative that any broadband strategy is future proof.
Broadband infrastructure: leaving it up to the market? - Questions 1-2

Question 1: In today's competitive environment, can the market be relied on to meet demand for basic e-communications services from all sections of society, thereby ensuring social inclusiveness?

Although the market is delivering some form of broadband or basic internet to most areas of the UK, the market cannot be relied on to meet demand for basic e-communication services from all sections of society. In rural areas, where small businesses dominate the economy, there are still pockets with inadequate and unreliable service. This is because there is no viable business case for significant investment in those areas. Provision is patchy and unreliable; users are regularly ‘timed out’ of internet sessions and small businesses see themselves obliged to move to areas with more reliable broadband connections. Scotland has some of the most rural and remote communities in the EU, and sparse population means that the market will never solve the problem. 

Question 2: If not, what is the best policy to allow disabled consumers, those on low incomes and those living in geographically remote or isolated areas to access and use basic ecommunications services?

To allow small businesses in geographically remote or isolated areas to access basic e-communication services, the UK government has adopted the following policy:

The ‘Digital Economy Act’ makes a commitment for universal access to broadband at 2Mbps.  This is implemented though the existing broadband infrastructure. For areas where there is no dsl or fibre broadband connection, like some rural areas, the Government will seek to deliver broadband via wireless and satellite technologies. 

Whilst technologies such as wifi, wimax and satellite links have potential, the solution must be delivered primarily through fibre, or where it is impractical, through secure high-capacity microwave links. Satellite and wireless technologies have marked disadvantages. They can be expensive, especially in terms of initial investment, are not always reliable and they could conflict with planning, especially in areas of outstanding natural beauty. On top of this, companies providing such technologies could easily go out of business, or the infrastructure they provide and maintain could become permanently damaged, leaving the customer with no internet connection. The UK Government has defined universal access to broadband as a commitment and not as an obligation, leaving in the lurch small businesses in areas where the market may not deliver. 

As we look towards the future, the focus should be on the roll out of point to point fibre optic cables to all areas of the UK, and where this is impractical, secure high-capacity microwave links, to ensure a future proof broadband strategy. 

This should be delivered primarily through the market. However, public funding must be considered in areas where the market may not deliver. Where there are difficulties in proving an economic case but where there is a business benefit, Government must assist in getting businesses in that area online. Solutions to ensuring universal access are should be developed in tandem with market-led activities. Incentives for companies need to be carefully developed to avoid a rush to the ‘easy’ bits. Also, a USO should prevent that provision of broadband becomes patchy when the private sector is developing it. Therefore, we cannot stress enough that broadband development should happen through fibre optic cable or secure high-capacity microwave links and must be upgradeable. The Telecoms Regulator must ensure there is one standard and technical specification for the method of transmission on fibre for all network providers. This would ensure consistency and reliability in broadband delivery.

Broadband: A European Universal Service? - Questions 3-6
Question 3: Broadband for all is a widely-stated policy objective at national and European level. What role, if any, should universal service play in meeting this objective?

Only a Universal Service Obligation (USO) could meet the objective of broadband for all. In this way small businesses in areas where there is no, or very unreliable broadband, can ensure government provides reliable, upgradable and fast enough for the purpose broadband  to the small business customer thus eliminating the ‘not spots’ and ensuring consistent provision. 

Given that there is an EU USO for postal services, electricity and telephony, and given that broadband can be considered a similar essential service, the FSB is of the view that broadband easily falls into the USO category. 

There is also a macro-economic case for making broadband a universal service. The National Endowment for Science, Technology and the Arts (NESTA) indicate that the provision of universal super-fast broadband could directly create 600,000 jobs and add £18 billion to GDP, not to mention the indirect effects, which could be even larger.

Question 4: What impacts could an extension of the role of universal service to advance broadband development have in relation to other EU and national policies and measures to achieve full broadband coverage in the EU? What other impacts would be likely to arise regarding competition, the single market, competitiveness, investment, innovation, employment and the environment?

As indicated above, the difference that extending the universal service provision to broadband could make, would be to have guaranteed UK-wide upgradeable, fast enough for the purpose and reliable broadband provision for all. Furthermore, an amended Universal Services Directive, that will cover the USO for broadband, could define the term ‘super-fast’ or ‘high-speed’ broadband. This would help to roll out broadband that is fast enough for the purpose. The FSB recommends a minimum speed of 8 Mbps download speed, with guaranteed and consistent upload speed end to end.
Public services and governments are increasing their online focus. Transactions with a public service carried out online can save businesses time and money. PriceWaterhouseCoopers estimate that using the internet, as opposed to filling in paper forms or writing letters, can typically save £12 each time.
 

FSB members in the South West of the UK have noted that current broadband provision means that many small businesses in rural areas are ‘timed out’ before they can complete their online filing. As a consequence, they have to fill out forms at night or they have to pay their accountants to file accounts online. This illustrates that it is impossible to expect businesses to do everything online without ensuring they have a reliable and fast enough for the purpose broadband connection.

With more and more people online, the need to modernise consumer law and the updating of the e-Commerce Directive would increase. Online shopping doubles every three years, but sales remain primarily at national level due to low consumer trust in cross-border purchases over the internet.
Broadband and innovation are strongly interlinked. Broadband allows businesses to find new markets, use new technologies, work in a more environmentally friendly fashion or even change their business model. If there is guaranteed, fast enough for the purpose and reliable internet in all areas of the EU, and bandwidths constraints are removed, every small business can participate in the wave of innovation. 

The emergence of Points of Single Contact in every member state following the entering into force of the Services Directive, is a huge step forward. However, the implementation will not be fully successful in every member state if businesses in areas with no, or unreliable broadband, cannot fill out forms online. Therefore, the Services Directive should be combined with a USO for broadband. 

In terms of better functioning of the Services Directive, the increased interest in e-commerce, and the rise of innovation, we can only conclude that the single market will hugely benefit from a USO for broadband.

Question 5: If universal service obligations should prove necessary to achieve the policy objective of broadband for all, at what level (EU or national) should such obligations be defined, taking into account the different levels of market development across the current Union of 27 Member States?

The different levels of market development across the current Union of 27 Member States justify EU action on access to broadband. This would create a level playing field for every small business in the EU. At the same time, there needs to be room for national flexibility, precisely because of the different make-up of the broadband markets in the member states. For example, member states would need room for manoeuvre with regard to how to finance broadband, and the mix of market activity and public intervention, if necessary. 

Question 6: If a common harmonised universal service needs to be defined at EU level, should a mechanism be put in place to balance the need for national flexibility and a coherent and coordinated approach in the EU?
As said, member states need flexibility and we would like to see such a mechanism only if this is proven to be necessary. For example, to further the single market, to eliminate distortions in the market, or to give member states the flexibility they need to implement a USO. The mechanism, together with the USO should be governed by the principles of proportionality and subsidiarity.

How broadband infrastructure can be financed (Questions 7-8)

Question 7: Irrespective of the scope of universal service, are mechanisms whereby funding is provided by the sector appropriate in the context of a regulatory environment that seeks to eliminate distortions of competition and promote market entry?

As mentioned above, the development of broadband infrastructure should be market-led and should thus be financed by the market, with the exception of cases where the market is not likely to deliver, as described above. 

In order to stimulate the market to deliver broadband, the Government should motivate the private sector by creating a highly competitive environment. This could be done by financial incentives (e.g. reduction or temporary removal of business rates on lines), or by non-financial incentives. The latter could consist of motivating service providers and operators to share fibre carrying ducts and to offer duct owners an incentive scheme.

Public funding should be used to provide fast enough for the purpose, reliable and upgradeable broadband in areas where the market cannot deliver. A designated ‘broadband authority’ should judge on a case-by case basis if an economic case is indeed difficult to prove, and whether there is a clear business benefit. If this is the case, the Government must assist in getting businesses in that area online. 

Question 8: In the context of the roll-out of broadband in Europe, is it still appropriate to limit the financial arrangements of universal service to market players in the e-communications sector, while this provision would have wide-ranging benefits outside the sector, for instance, the delivery of information society services and digital content? Are other means of financing more appropriate?

Digital services, applications and content are increasingly produced by the broadcasting industry. Therefore, the provision of broadband is a natural fit with the BBC’s charter agreement. The cost savings the BBC is currently making, should go to investment in broadband infrastructure. Furthermore, the roll-out of digital television is complete and surpluses that remain could be used as funding for broadband infrastructure. 

Fast and reliable broadband will benefit the whole society. Therefore, a percentage of cost savings in public expenditure could go into a broadband fund. Also, dormant accounts that revert to the state could be used as funding for broadband infrastructure. Another source of funding would be to use funds for online courses, in cases where the funding is not being used. 

These are just examples. The FSB is urging the Government to be creative in finding un(der)used sources for funding. Other member states could be equally creative. 



______________________________________________________
For further information

Sietske de Groot or Marie-Claude Hemming
sietske.degroot@fsb.org.uk; marie-claude.hemming@fsb.org.uk
Federation of Small Businesses 

2 Catherine Place, London SW1E 6HF
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