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No ‘Cozy Triopoly’

Mobile customers have experienced lower rates and higher service quality

since the 2020 T-Mobile/Sprint merger.

¢ BY THOMAS W. HAZLETT AND ROBERT W. CRANDALL

n the US wireless communications market, antitrust

regulators blocked so-called four-to-three mergers—

mergers of two of the four largest competitors—in 2011

and 2014. But authorities did allow then-No. 3 carrier

T-Mobile to acquire then-No. 4 Sprint in February 2020,
after T-Mobile agreed to several conditions. The merger was,
and remains, the subject of intense debate over its effects on
consumers.

That debate can now be informed with empirical evidence
on post-merger consumer prices and market competition.
Those data tell an impressive story: Retail mobile subscription
prices, network investment, service quality, market shares, and
industry profits in the US mobile communications industry
strongly support the thesis that the merger produced sub-
stantial consumer gains. This is despite the failure of the
government “remedy” of nurturing the emergence of a new
fourth major network that was supposed to mitigate market
power in the sector.

THE T-MOBILE/SPRINT MERGER

In April 2018, T-Mobile announced that it would buy Sprint
for $26.5 billion. The proposed acquisition was challenged by
the Antitrust Division of the US Justice Department because
it would reduce the number of national mobile operators
from four (including Verizon and AT&T) to three, further
concentrating the market and causing potential harm to
consumers.

InJuly 2019, however, the Justice Department approved the
merger with conditions. In the settlement, T-Mobile agreed
to sell Sprint’s prepaid wireless business, Boost Mobile, and
a significant number of cellular spectrum licenses to DISH, a
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satellite TV carrier that had previously acquired a substantial
number of wireless licenses. The transactions were mandated
to allow DISH to create and operate a new fourth national
wireless network. In November 2019, the Federal Communi-
cations Commission, approved the requisite license transfers
needed for the T-Mobile/Sprint merger. The following Febru-
ary, the merging parties won a favorable verdict in an antitrust
suit brought by 10 states to block the deal, and T-Mobile and
Sprint closed their transaction on April 1, 2020.

The merger was controversial from the outset. Critics
believed the deal would turn T-Mobile from a “maverick” firm
with a history of disrupting the mobile market into a sleepy
incumbent cooperating with Verizon and AT&T, its remaining
rivals, to restrict output and raise quality-adjusted prices. Even
after the transaction was consummated, academics Melody
Wang and Fiona Scott Morton condemned the transaction,
writing: “THE TMOBILE/SPRINT DEAL WILL GO DOWN AS ONE
OF THE WORST MERGER-ENFORCEMENT DECISIONS IN DECADES”
(emphasis in original).

Those favorable to the combination, on the other hand, saw
the merger as instrumental in allowing T-Mobile to achieve
important efficiencies through the acquisition of Sprint’s
substantial spectrum assets. With these additional inputs,
T-Mobile could more rapidly deploy advanced fifth generation
(5G) cellular network technology and upgrade its network
coverage and performance.

CONSOLIDATION OF THE WIRELESS INDUSTRY

The T-Mobile/Sprint merger was the culmination of a con-
solidation of the US wireless industry that had begun more
than two decades before. Historically, the US market was
highly deconcentrated on a national scale because wireless
licenses were issued across hundreds of local coverage areas.
This policy was in contrast with virtually all other countries,
which issue (large) regional or national licenses.
Consolidation was inevitable if network operators were
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to exploit the available economies of scale and geographical
scope. By 2001, through a process of license aggregations in
auctions and secondary market mergers, the mobile mar-
ket evolved into six major national networks. That total was
reduced to four by 2005: Cingular (after acquiring AT&T Wire-
less in 2004 and adopting its corporate name), Verizon, Sprint
(after acquiring Nextel in 2005), and T-Mobile, listed by size.
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Those mergers increased the US mobile sector’s Herfindahl-
Hirschman Index (HHI) measuring market concentration; the
nationwide HHI (population-weighted across local markets)
rose from 2,450 in 2000 to 2,706 in 200S.

This consolidation did not suppress wireless market
growth nor, concomitantly, raise retail prices. To the con-
trary, technology adoption followed major combinations,
particularly in the upgrade
from 2G to 3G technology in
the mid-2000s, which appeared
causally related to the Cingu-
lar/AT&T Wireless and Sprint/
Nextel mergers. The Bureau
of Labor Statistics’ Consumer
Price Index (CPI-U) component
for wireless services declined by
nearly 60 percent in nominal
terms between the first quarter
0f 1999 and the first quarter of
2018, the eve of the T-Mobile/
Sprint merger, while quality of
service rose markedly.

After 2005, however, it
appeared to regulators that the
industry had settled into a sta-
ble oligopoly, with the two larg-
est firms, Verizon and AT&T,
leading the market. Sprint (at
that time, the third largest) and
T-Mobile (fourth) were seen as
relatively weak. As a result, the
FCC denied AT&T’s 2011 bid to
buy T-Mobile, concluding that
a merger of the second- and
fourth-largest mobile networks
would have created, in the words
of a 2011 FCC staff report, the
“nation’s largest wireless pro-
vider..., giving it two-and-a-half
times the size of the third larg-
est.” That would have resulted in
“an increase in both subscriber
and spectrum concentration
that is unprecedented in its
scale” and, speaking of T-Mo-
bile, meant the “elimination of a
nationwide rival that has played
the role of a disruptive compet-
itive force.”

Subsequently, T-Mobile con-
tinued to be that disruptive force,
branding itself the “Un-carrier”
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Table1

US National Mobile Carrier Revenue Market Shares, 2013-2022

Not even two years later,
[Assistant Attorney
General for Antitrust

2013 2014 2015 2016 2017 2018 2019 2020 2021 2022 Makan] Delrahim’s plan
AT&T 34.1% | 322% | 33.1% | 33.4% | 32.5% | 31.4% | 31.2% | 32.4% | 31.2% | 30.8% isalready falling apart
T-Mobile 114% | 12.2% | 13.7% | 15.6% | 17.2% | 18.5% | 19.2% | 29.4% | 31.6% | 31.3% - 2nd pricecconscious
consumers are bearlng
Verizon 38.3% | 39.5% | 38.9% | 37.4% | 35.9% | 36.4% | 36.7% | 38.2% | 37.1% | 37.9%
the brunt of harm from
Sprint 162% | 15.2% | 143% | 13.6% | 144% | 13.8% | 12.9% | 0.0% | 0.0% | 00%  the merger's fallout...

Sources: Years 2013—-2016 from Federal Communications Commission, Annual Report and Analysis of Competitive Market Conditions with Respect to Mobile Wire-

These frustrations

less, Including Commercial Mobile Services, 20th Report, WT Docket No. 17-69, Sept. 27, 2017; years 2017-2022 from company annual reports.

while introducing an array of product and marketing changes.
This was bolstered by T-Mobile’s 2013 acquisition of the coun-
try’s fifth largest carrier, MetroPCS. The merged enterprise did
not slow its disruption nor restrict output; the post-merger
T-Mobile gained more subscribers than any of its rivals, leap-
frogging Sprint to become the industry’s third largest carrier.
(See Table 1.) Sprint, on the other hand, went into decline, but
it had a wealth of bandwidth, which enticed T-Mobile to bid
to acquire it in 2018. Meanwhile, Verizon and AT&T enjoyed
stable industry positions as the top two firms in market share.

ENSUING CONTROVERSY

The T-Mobile/Sprint merger presaged a marked increase in
industry concentration. Based on the 2018 market shares
for subscriber data, the nationwide HHI was calculated at
about 2,631 prior to the merger; the HHI immediately post-
merger jumped to 3,045 according to an estimate by the
wealth management firm Bernstein & Co. Such increases are
suspicious to antitrust authorities. Combinations resulting in
HHI above 2,500 and increasing the index by more than 200
were “presumed to be likely to enhance market power” under
the Antitrust Division/FTC merger guidelines.

The key argument for the T-Mobile/Sprint combination
was that T-Mobile’s maverick competitiveness would be
enhanced by the acquisition of Sprint’s bountiful spectrum
assets that Sprint had been using ineffectively. This acquired
spectrum would enable the new T-Mobile to supply enhanced
mobile coverage and higher network access speeds, intensifying
its rivalry with Verizon and AT&T.

Opponents argued that the merger would sharply increase
market concentration, leading to restriction of output, higher
prices for consumers, and diminished innovation incentives.
Several noted economists voiced concern about the efficiency
outcome of the consolidation, predicting a reduction in com-
petition in both prepaid and postpaid services.

This criticism continued post-merger. As noted above,
Wang and Scott Morton characterized the transaction as a
“debacle” in the University of Chicago online publication
ProMarket, asserting that it had resulted in rising cellular retail
prices that were harming consumers:

have fueled heated
criticism of the merger. Such critiques are well-placed, as the
merger has already produced harm and threatens to wreak
more damage.... T-Mobile has also signaled to investors that
it has become more like its rivals Verizon and AT&T. On

an investor call in February, CEO Mike Sievert said, “We’ve
competed mostly on price in the past, if we’re honest. Now,
we have a premium product.”

Translation: The era of aggressive price competition in
wireless is over. Looking forward, we can expect T-Mobile,
AT&T, and Verizon to nestle into a cozy triopoly that
returns immense profits to their shareholders.

Now, four years after the T-Mobile/Sprint merger, it is an
opportune time to examine the empirical evidence. Has the
merger worsened consumer outcomes? Or has the aggressive
“Un-carrier” been enabled in its aggressive pursuit of customers?

EMPIRICAL EVIDENCE ON CONSUMER WELFARE

To assess the effects of the merger, we consider three

hypotheses:

m The merger would result in higher industry-wide prices.

m Industry profits would increase, post-merger, for the three
national carriers.

m DISH would not develop into a meaningful competitor.

Consumer prices | We first examine price trends for the US
mobile market using series calculated by the US Bureau of
Labor Statistics: One is part of the Consumer Price Index
(CPI-U), and the other is part of the Producer Price Index
(PPI). The former series reflects prices paid by consumers, while
the latter reflects prices charged by carriers. According to the
BLS’s website, the two “significant differences between the
wireless telecommunications index of the PPI and the Con-
sumer Price Index (CPI)” are:

m “The indexes published by the CPI are inclusive of retail
taxes. The PPI does not include these taxes.”

m “The CPI publishes indexes using urban data only, whereas
the PPI includes data from rural as well as urban areas.”

Hence, the PPI is more inclusive and offers a cleaner picture
of prices charged by the mobile carriers by excluding retail
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Real PPI for Wireless Carriers
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$58.9 billion in the two-year
period 2018-2019. T-Mo-

taxes. This is a considerable advantage in investigating the
issue of market power because taxes are not imposed by the
carriers but by governments, and such charges are both large
and (year-to-year) variable. We thus focus on the PPI series
(PPI—Wireless Carriers, Not Seasonally Adjusted) and deflate
it by the overall PPI index to produce the trend in real prices.
(The other available PPI series and the CPI display trends very
similar to the pattern presented here.)

We find that strong real price reductions followed the
T-Mobile/Sprint merger, exceeding the real price declines
pre-merger. Those price reductions can be summarized in the
real wireless price changes for three-year intervals preceding
the merger (March 2017 to March 2020) and following the
merger (March 2020 to March 2023). Figure 1 displays the
real trend in prices, with the PPI wireless series deflated by the
overall PPI index. Figure 2 summarizes these data trends. The
price level declines 9.8 percent in the pre-merger period and
15.3 percent in the post-merger period. This reveals over a 50
percent increase in the decline following the consummation
of T-Mobile/Sprint.

TP e e e e e e e e e et e e et e e e e e e e e e e e e e e e
Jan.2014 Jan.2015 Jan.2016 Jan.2017 Jan.2018 Jan.2019 Jan.2020 Jan.2021 Jan.2022 Jan.2023

bile, alone, increased its
capital spending from $5.9
billion in 2019 to $12.1 bil-
lion in 2021 (following the merger). The wireless industry’s
share of total U.S. corporate capital expenditure (adjusting
for inflation as well as other macroeconomic trends) did
not decline, but rather rose slightly, from 0.66 percent in
2018-2019 to 0.68 percent in 2020-2021, according to UBS
Investment Research.

Reported capital investment flows exclude purchases
of radio spectrum assets in the form of FCC licenses. The
purchase of such licenses, however, creates long-lived input
streams complementary to network infrastructure. Through
its acquisition of Sprint, T-Mobile increased its spectrum
portfolio from 109.7 MHz to 298 MHz, far surpassing Ver-
izon and AT&T’s spectrum holdings of 148.3 MHz and
114.9 MHz, respectively. In response, AT&T and Verizon
bid aggressively in the FCC’s 2020-2022 spectrum auctions.
(See Table 2). This expensive strategy was necessitated, as
reported extensively by industry analysts and in the trade
press, by T-Mobile’s accelerated rollout of 5G. The pattern of
rivalry to implement network upgrades is the reverse of what

would be observed in the presence

Figure 2
Service quality/ What about quality?
Might carriers have reduced net-
work investment, thereby providing

Real PPI Wireless Index Changes

Three years before and after merger

of “coordinated effects” to reduce
competition post-merger.
Download speeds and 5G coverage
/ In the years prior to the merger,
T-Mobile struggled to take mar-
ket share from Verizon and AT&T
because of perceived advantages in
network coverage and service quality
for the two larger systems. In the
aftermath of the merger with Sprint,
the new T-Mobile quickly achieved

consumers with poorer service after 0%
the 2020 consolidation? 20
Wireless network investment | The 4%
post-merger decline in prices could
have been due to a decline in ser- 6%
vice quality. Wireless firms may o
have slowed investment in costly -10%
inputs, increasing profits by effec- 12%

more than parity in those product

tively raising quality-adjusted prices 14%

characteristics. This achievement

to subscribers even as (inflation-ad- 16%
9 .

was linked to the rollout of 5G. By

justed) subscription fees were flat or
declining. This hypothesis, however,

mid-2023, T-Mobile could reach
half of its customers via SG while
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fewer than 10 percent of Verizon subscribers and

Table 2
only 20 percent of AT&T’s customers accessed 5G. Mid-Band FCC License Expend_itures by Mobile
See Figure 3. Carriers

The capacity afforded by Sprint’s large cache of
mid-band spectrum had given T-Mobile an instant
advantage in deploying the new network. In July 2023,

2020-2022 (Billions)

Auction105 Auction107 Auction 110

Open Signal reported that 5G mean download speeds

July 23,2020 -
August 25,2020

December 8,2020 —
February 17,2021

October 5,2021 -
January 4,2022

on T-Mobile’s US network had rapidly improved and  verizon $1.90 $52.70 0
were more than twice as fast as Verizon’s and AT&Ts.
. . .. . AT&T 0 $27.20 $9.10
Carrier profitability / A monopolistic transaction
restricts output and raises prices, categorically reward- ~ T-Mobile 0 $10.80 $2.90
ing firms in the industry. Alternatively, a pro-compet-  prsg $0.90 0 $7.30

itive merger may result in higher profits for the firm
(or firms) driving new efficiencies, while those gains

Note: Auction 107 payments include 16% surcharge (from FCC) to fund “relocation and incentive payments” for
incumbent satellite carriers.
Sources: FCC; MoffettNathanson (2.25.21), 5; Fierce Wireless (9.2.20); Fierce Wireless (1.14.22).

pose challenges for rivals. In the latter case, profits
rise for the firm achieving competitive superiority, while less
innovative industry incumbents lose value. This outcome
implies an improvement in consumer welfare as competition
drives down quality-adjusted prices.

In the years preceding the merger, T-Mobile aimed to
overcome its position as a small carrier with a weak network.
It implemented its “Un-carrier” strategy and grew so rapidly
in subscribership that the network became bandwidth-con-
strained. Additional spectrum inputs were key to its contin-
ued growth. Sprint’s considerable spectrum portfolio was
the driver of T-Mobile’s demand to acquire the network;
Sprint’s 54.5 million mobile customers may have been an
aftercthought.

Financial markets revealed the startling results of the

restructuring of the US mobile market. Over the April 1,
2018-May 31, 2023, period—during which the merger was
announced, approved by regulators and a federal court ver-
dict, and then consummated—T-Mobile shares gained 124.9
percent, unadjusted, which amounted to 42.1 percent mar-
ket-adjusted (i.e., above concurrent S&P 500 Index returns,
which were themselves strong, with 58.3 percent growth).
Over the same period, absolute returns for Verizon and
AT&T were both negative; adjusted for S&P 500 returns, Ver-
izon was -39.6 percent and AT&T was -43.7 percent (using
dividend and split-adjusted stock prices from Yahoo!Finance).
See Figure 4.

Ironically, much of T-Mobile’s success derives from US anti-
trust policy. As Sprint looked for a buyer, three national car-
riers could have bid for it:

Flgure 3

5G Data Speeds and Coverage by Carrier
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Source: Open Signal, USA 5G Experience Report, July 2023. Data were collected March 16—June 13, 2023.

Sprint and its generous
cache of radio spectrum at
a bargain price.

T-Mobile acquired 174.3
MH?z of nationwide mobile
spectrum (population-ad-
justed by market, MHz-pop)

through the merger, paying
$40.8 billion for Sprint and
its spectrum holdings. Even

if the rest of Sprint’s vast
I network assets were worth-
less, this implies a price for
“bandwidth” equal to 65¢
per MHz-pop, far below the

PERCENT TIME ON NETWORK

I 20.7%

5G Availability
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Flgure 4

Equity Performance for T-Mobile, Verizon, AT&T, and the S&P 500

Indexed to April 2,2018
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$1.10 that AT&T, Verizon, and other firms paid for C-Band
satellite licenses in FCC auctions ending in early 2021.

However the post-merger industry triopoly is character-
ized, it surely has not been “cozy.” T-Mobile’s post-merger
supranormal returns contrast vividly with the below-market
returns realized by Verizon and AT&T. By November 2022,
T-Mobile’s market capitalization had surpassed both AT&T’s
and Verizon’s, as it increased market share and developed its
5G network to accommodate new traffic and applications.
This pattern is consistent with the theory that the merger
delivered efficiencies to the acquiring company, T-Mobile, and
inconsistent with the theory thatitled to reduced output and
higher industry prices.

DISH / The opponents of the merger were correct in one
respect: the merger settlement with the DOJ has not been
successful in establishing DISH as a fourth national wireless
competitor. The divestiture of T-Mobile’s prepaid wireless
subsidiary to DISH and the requirement that T-Mobile sell
some of its wireless licenses to DISH were intended to nurture
aviable fourth facilities-based competitor to replace the exiting
Sprint. However, DISH’s platform has been losing wireless
market share rapidly in the post-merger period. Meanwhile,
its satellite pay-TV business has also declined. Despite being
favored with preferential access terms for its wireless resale
operations and enjoying favorable prices when it acquired
T-Mobile/Sprint spectrum assets in the divestiture, DISH
equity shares have plummeted, from $36.86 on April 25,2018,
to $6.71 on May 30, 2023, a decline of 82 percent.

It is implausible that DISH supplies significant competi-
tive constraint in the wireless industry. Nevertheless, market

rivalry has increased, revealing the irrelevance of the Justice
Department’s attempted remedy.

CONCLUSION

The evidence that has accumulated since the consummation
of the T-Mobile/Sprint merger is clear: T-Mobile’s acquisition
of Sprint’s spectrum has led to substantial improvement in
consumer welfare. Post-merger, T-Mobile has led the way in
deploying 5G, thus increasing service quality while driving
down real consumer prices. This has caused T-Mobile’s share
price to soar while other mobile carriers’ equity values sharply
declined. Those rivals have responded by spending aggres-
sively to improve their networks.

The “cozy triopoly” that merger critics feared has not
emerged. Consumers have benefited from an increase in wire-
less competition, even though the T-Mobile/Sprint merger
has increased concentration by reducing national US mobile
networks from four to three. B
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