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Forfas Submission to the Department of Communications, Marine and
Natural Resources’ Consultation on Broadband Demand

March 2006

Forfas welcomes the opportunity to provide inputs to the Department of
Communications, Marine and Natural Resources’ consultation on broadband demand.

Broadband is of strategic importance in accelerating economic growth in all sectors,
improving productivity performance, facilitating innovation and enhancing social and
cultural development. Widespread and affordable access can contribute to productivity
and growth through applications that promote efficiency, network effects and positive
externalities, with benefits for business, the public sector, and consumers'.

The potential benefits of widespread broadband deployment have been well
documented. For example, a US Department of Commerce report in 2003 highlighted
its role in enabling applications and sorvices that will “transform our economy,
education, health-care, R&D, entertainment, government and the quality of life for

citizens around the world."”

According to the European Commission’s 12010 strategy, “widely deployed ICT has the
potential to transform the way in which we work, live and interact. Digital
convergence of media and information services, networks and devices provide unique
opportunities: for firms, to modernize their business processes and deliver a wide
range of services; for consumers, to experience a range of new media and content
services, and for governments, to offer efficient, modern, interactive public services

on line.”

While Ireland has a very strong ICT producing sector, our performance is less
impressive when it comes to the adoption of ICT by enterprises in the non-ICT related
sectors of the economy”. Ireland spends significantly less on ICT than virtually all other
EU countries’. In addition, in order to fully exploit the benefits of ICT, a country needs
a workforce with the appropriate technological skills to enable the widespread
integration of ICT into business processes. Better use of ICT has been identified as one
of the key factors required to improve Ireland’s productivity perfnrmam:e*.

In light of broadband’s strategic importance, Forfas is of the view that continued poor
broadband performance will have serious implications for Ireland’s future economic
success and competitiveness.

Specific responses to the three main questions raised in the Department’s Broadband
Demand consultation paper are provided below.

1 Broadband Driving Growth: Policy Responses, OQECD, October 2003.
o Business Monitor, Forfas, November 2003.

} The European Innavation Scoreboard, European Commission, 2005.
4 Forfas Productivity Conference, October 2005.
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1. s there a fundamental problem with the level of demand for broadband?

DCMNR: The current take-up rate for broadband in Ireland is lower than many
other countries. This mainly reflects the frish market being at an earlier stage
of development than others. It is normal that customer numbers increase
gradually over time, rather than all at once. However, if thereisa
fundamental issue that deters households and enterprises from purchasing
broadband even where it is available, thereby reducing consumer and SME
demand, it would be an appropriate public policy response to address it. The
same question could be posed in relation to a specific group of potential users,
e.g. users in a particular region or a particutar type of SME, rather than the
market in general.

Forfés acknowledges that [reland was a late starter in the broadband market and that
this has contributed to our current position in the broadband take-up league table. As
highlighted by the recent benchmarking analysis, there are a number of other reasons
why competitor countries continue to outperform Ireland inctuding:

= Mare widespread availability of broadband services;

= Greater competition in the marketplace;

- Higher PC penetration and ICT literacy

- Better integrated |CT/education policies;

- Incentives to create awareness and stimulate demand.

Interviews with industry and government stakeholders in the course of the broadband
benchmarking study had identified a lack of awareness among hoth residential users
and SMEs of the benefits of broadband as the single biggest barrier to broadband take-

up in Ireland.

Business Users

As part of its recent consultation, Forfas held a number of focus groups with SMES in
Cork and Sligo to get a better understanding of the barriers to take-up and the actions
required to address them. The key finding from these sessions was that for SMEs with
more than 10 employees a lack of availability, as opposed to a lack of awareness, was
the main reason why they are not currently subscribing to broadband services. ‘

However, micro-enterprises (<10 employees) do not appear to be aware of the benefits
that broadband or ICT use generally can bring to their businesses. The focus group
discussions sugeested that this was largely due to a fear of technology more often than
not because of a lack of knowledge or exposure to ICT. In order to ensure a
competitive and sustainable enterprise base, it is essential that companies can exploit
ICT to develop more efficient business processes, expand their client base and reduce

their cost base.

It is widely believed in Ireland and internationally that the most effective
awareness/training programmes for small businesses involve business/ICT advisors
working on a one-to one basis with companies to develop integrated ICT solutions to
meet their particular business needs. This type of programme {s very resource intensive
but a number of countries are investing in such initiatives in order to promote wider



and more effective ICT use among SMEs®. Wales, for example, is to invest stgf37
miltion in a six year period to assist SMEs in disadvantaged areas.

Residential Users

The Forfas benchmarking analysis also highlichted lreland’s relatively low PC
penetration and Internel USE. Figure 1 suggests a positive relationship between
broadband take-up and PC penetration though the direction of the causality is not
clear. As well as high PC penetration being a driver for broadband take-up, strong
broadband penetration can aiso drive PC ownership.

Figure 1 PC and Internet Penetration and Broadband Take-up
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$ource: ComReg, Eurostat

Data released by the CSO recently shows an increase in PC penetration to 55 percent in
2005 (from 46 percent in 2004)°, However, this still leaves Ireland some considerable

distance behind the top countries in Figure 1.

More importantly, if current PC and Internet penetration patterns continue, it will
reinforce the digital divide between urban and rural communities and between higher

income and lower income households:

_  Rural DSL availability stands at just 38 percent of the population {compared o
national DSL availability of 72 percent) making it the second lowest of the EU-
15 countries. This is of particular concern considering Ireland has one of the
highest rural populations in Europe: 40 percent of the total population lives in
rural areas’.

_ A recent survey from ComReg indicated significantly higher internet
penetration among the ABC1 income group than among C2DE and F groups. Two

5 A small number of Irish SMEs have benefited from similar initiatives through a pilot programme run
by Enterprise Ireland and a series of EU funded programmes undertaken by Udaras na Gaeltachta.
& Information Society and Telecommunications 2005, CSQ, February 2006.
7 Digital Divide Forum Report: Broadband Access and Public Support in Under-Served Areas, EC, July 2005.




in every three respondents in the ABC1 group had an Infernet connection
compared to 27 percent of C2DE users and 22 percent of the F (farming) groupB.
The low Internet penetration rate among the farming group reinforces the
urban-rural divide finding above. ,

2.  How should the Department prioritise broadband demand-side issues, relative
to supply-side issues?

in light of both demand and supply side issues being important, on which issues
should public policy focus? This is largely determined by where you believe the
more serious issues lie in the broadband market. Supply-side or industry issues
include service coverage, infrastructure roll-out, effective competition,
pricing, while demand-side or user issues include consumer awareness of
broadband, understanding of different broadband providers, technicat
capability to use broadband.

The broadband benchmarking report indicated significant supply-side developments:

_  The cost of entry-level DSL in ireland has decreased significantly since the launch
of services in 2002 and Ireland was ranked 7th cheapest of 32 countries
benchmarked for 1Mbit/s DSL.

_  Continued progress on the rollout of the Metropolitan Area Networks (MANs) and
the County and Group Broadband Schemes.

But a number of challenges remain on the supply side:

Availability remains a major issue outside of the main urban centres. DSL coverage
in Ireland based, on population, stood at 72 percent in 2005, making it the second
lowest of the EU-15 cauntries’. The Forfas SME focus groups also highlighted lack of
availability of broadband services as the main reason why they were not subscribing
to broadband.

_ A broadband innovation index, used to measure quality of service {bandwidth
capacity/choice of advanced products) performance, ranked Ireland 21st out of 30
countries. In Europe, the most innovative broadband countries are Sweden, with its
high speed symmetric services of up to Z5Mbit/s and France with high-speed
services and a comprehensive range of advanced service offerings with varying
download/upload/symmetric  options available. The limited availability of
symmetric services was a key concern for the SMEs who participated in the Forfas
focus groups.

In light of the major supply-side challenges highlighted above and the significant
demand-side issues discussed in response to the previous question, Forfas believes that
the two issues must be addressed in tandem if reland is to fully exploit the many
benefits of ICT use.

8 Rasidential Communications Survey, ComReg, February 2006.
? Digital Divide Forum Report: Broadband Access and Public Support in Under-Served Areas, EC, Juty 2005.




3.  What sectors should the Department prioritise as part of a broadband demand
initiative?

Public policy could address demand at a general level, such as awareness
raising. An alternative approach could be focus on specific segments of the
market such as a specific user group. An additional matter to be considered is
whether the Department should prioritise a cross-departmental approach or
focus on immediate actions for which it has direct responsibility.

Addressing the many challenges facing the broadband market in Ireland requires a
combined effort from a number of government departments if the information and
knowledge society is to become a reality. Prioritisation of specific market segments or
user groups will only be effective if it is done in the context of an integrated national

strategy.

It is Forfas's considered view that a cross-departmental approach is required if Ireland
is to reap the full benefits from broadband enabled services and make the knowledge

economy a reality.

Three key mutually reinforcing pillars - government, business' and consumers - are
required to develop and deliver a knowledge society and economy. Therefore, in
addition to the Department of Communications, Marine and Natural Resources, other
departments also have a key role to play in stimulating demand for broadband and

facilitating wider ICT use, including:

Department of the Taoiseach - e-Government; information/knowledge society
Department of Enterprise, Trade and Employment - eBusiness

Department of Education and Science - integrated ICT and education
Department of Health - eHealth

The availability of compelling content and services is regarded as a key contributory
factor in incentivising users - both business and residential - to subscribe to broadband

services.

An example of the three pillars working together to develop greater awareness of
broadband is provided in the case study below.




