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Introduction

Four points:

1. What is a network in decline, and why are some 
networks in decline?  

2. Some examples

3. Is it a policy issue? Should we be concerned?

4. What are the implications for regulation, and what are 
some of ways of addressing the challenges posed by 
declining networks?
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What is a network ‘in decline’?

• A network characterised by sustained, non-
temporary, reductions in demand resulting in 
excess capacity on large parts of a network most 
of the time
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Factors associated with the decline

• No single driver can be observed, some common across all network 
sectors and countries, others are sector or jurisdiction specific.

Among the factors:

• Technological change and accompanying product/service innovation

• Public policy

• Depleting resources

• Demand reductions

• New entry at different stages of the value chain

• Changes in consumer preferences
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Postal services networks

• Drivers: competition, technology and changes in consumer preferences

• Entry by new suppliers at different stages of the production chain, and by 
new digital products and services.

• A global phenomenon
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Fixed line telecoms 

• Underutilization is a feature of large of parts of networks in some 
jurisdctions, particularly for the local-loop component (which is not used 
to transmit mobile services) (See Briglauer and Vogelsang (2011 ))

• Drivers: again, competition, technology and changes in consumer 
preferences.  

• Competition from cable, mobile telephony and more recently OTT services 
(VoIP).  

• Also wider consumer preference shift towards other forms of instant 
communications (SMS etc).
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Gas networks

• Drivers: depleting conventional gas reserves

• EU expectations that gas demand has slowed and some projections 
suggest that it will peak in the next 10 to 20 years

• UK: significant reductions in total gas production over past 10-15 years
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Electricity networks

• Some jurisdictions, notably USA, but also parts of Australia and Canada, 
showing decreasing rate of growth of demand for electricity consumption

• Growing uptake of distributed generation facilities, particularly onsite 
generation facilities (solar PV and small scale wind)

U.S. 

– ‘Massive growth’ in the adoption of solar PV technology at the 
residential level (i.e.: behind the meter) 

– Residential distributed solar market grew by 50% annually in 2012, 
2013 and 2014. (See NC Clean Energy Technology Center (2015)

U.K. 

– Some projections of decreasing total demand over period to 2036

– Also some expectations of significant growth in installed micro-
generation capacity , particularly solar PV over period to 2035
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Electricity networks

• Plus potential impact of 

small-scale, affordable storage

• Germany already has over 

4000 residential storage systems, 

some estimates of PV + storage 

of up to 1000,000 by 2018. 

The Times, 2 May 2015, page 1
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Is it a policy issue? Should we be concerned?

• Many of these changes bring with them considerable consumer benefits in 
terms of new products and services offering greater functionality, speed, 
quality, and sometimes at lower cost.

• Not all bad for network operators as well: some adaptations are occuring 
across industries

• Mail:  parcels substituting for traditional mail deliveries

• Gas: non-conventional (shale) gas substituting for conventional gas

• Telecoms:  VoIP and broadband substituting for fixed-line calls

• Electricity: some companies transforming into ‘integrated energy 
managers’ and forging partnerships with new localised providers
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Is it a policy issue? Should we be concerned?

However, given the regualtory arrangements in many places, declining 
networks can raise some challenging, foundational questions:

• First, does it mean that competition ‘has arrived’ and these network 
operators no longer have (significant) market power? If so, what is the 
continuing rationale for regulation?

• Second, how do you address the different impacts which can arise among 
different types of consumer?

• Third, how do you deal with the impact on the owners/shareholders of 
networks?  Specifically, what do we do with sunk costs?  
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Specific implications for the regulatory framework

1. Scope and funding of the ‘essential services’ provided by these networks

• What is the ‘essential’ part of the service provided by the network 
operator? (lifeline services, guaranteed connection to power, 
commitments in terms of collection/delivery etc.)

2. Revenue and cost recovery

• Should a network operator be able to recover all its costs, particularly 
sunk costs, given declining demand?  What are the implications for 
efficiency?

3. The structure of charges and distributional impacts

• If prices are based on average costs, will fully captive customers end up 
bearing a disproportionate burden of the (largely fixed) costs? Is this 
equitable?
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Specific implications for the regulatory framework

4. The development of an asymmetric regulatory approach

• A decline in one network activity is genrally accompanied by an 
increase in demand for another, often less-regulated, activity. Is this 
further facilitating the decline? Should they be regulated in a similar 
way?

5. The continuing relevance of capacity allocation methods such as auctions 

• If there is excess capacity at all points on network (no capacity 
constraints) there is no scarcity value, and any auction price will be 
zero or reserve price
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