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An Empirical Analysis of the Indirect Network Effects in Japan’s Broadband Market
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In this paper we estimate the indirect network effects of broadband access services and
broadband contents services (including the music distribution, movie sharing and online
game) by using a set of panel data. From the estimation results, we find that the
consumers’ switch from ADSL to FTTH is explained by the indirect network effects from
service diversification, instead of the attribution of access (price and speed). Moreover, we
find that (1) there is an upward bias in estimates of the price elasticity of demand when
neglecting the indirect network effects; (2) the behavior of the company who provides the
access 1s in consistency with the facts that the indirect network effects is not
internalized; (3) there is no technological difference in the contribution to diversification of
broadband service accompanied by an increasing customer. Therefore, as the result we suggest that it
is important to maintain the network neutrality when broadening the broadband market in the future.
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