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�� In at least 10 EEA States, new entrants reportIn at least 10 EEA States, new entrants report
that the margin between incumbent�s retailthat the margin between incumbent�s retail
ADSL priceADSL pricess and the prices charge and the prices chargedd for full or for full or
shared LLU access do not allow new entrantsshared LLU access do not allow new entrants
to offer  service ato offer  service att a profit a profit

�� In at least 5 EEA States, new entrants identifyIn at least 5 EEA States, new entrants identify
a margin squeeze between retail anda margin squeeze between retail and
wholesale prices wholesale prices forfor the incumbent�s ADSL the incumbent�s ADSL
productproduct
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��Economic definition: AverageEconomic definition: Average
incremental cost (�AIC�)incremental cost (�AIC�) �� the�� the
difference in the firm�s total cost withdifference in the firm�s total cost with
and without service X supplied,and without service X supplied,
divided by the output of X. (divided by the output of X. (DPAGDPAG
Decision of 20 March 01)Decision of 20 March 01)

��The cost per unit of X that is added toThe cost per unit of X that is added to
the firm�s total expenses as a result ofthe firm�s total expenses as a result of
its supply of the current output of X.its supply of the current output of X.
((BaumolBaumol//SidakSidak, Toward Competition in Local, Toward Competition in Local
Telephony (MIT Press 1994), page 57Telephony (MIT Press 1994), page 57).).
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�� need to establish what is a reasonableneed to establish what is a reasonable
profit margin (contribution to commonprofit margin (contribution to common
costs)costs)

�� need allocating the incremental fixedneed allocating the incremental fixed
costs : therefore need to establishcosts : therefore need to establish
time horizontime horizon

�� some inputs can be used for varioussome inputs can be used for various
retail services - therefore : need toretail services - therefore : need to
examine on case- by- case basisexamine on case- by- case basis
which unbundling charge(s) towhich unbundling charge(s) to
compare with which retail price(s)compare with which retail price(s)
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��Assumption : competitor must be in a Assumption : competitor must be in a 
position to compete on the same grounds asposition to compete on the same grounds as
the incumbentthe incumbent

��i.e. to have exactly the same basket ofi.e. to have exactly the same basket of
services and customers as the latterservices and customers as the latter

�� therefore : retail price =  weighted average of therefore : retail price =  weighted average of
the prices of the various retail servicesthe prices of the various retail services
supplied by the dominant operatorsupplied by the dominant operator
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- Elbert Hubbard
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