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Preface

This publication is the second volume of our report highlighting commu-
nications policy challenges facing U.S. policymakers. In the first volume,
entitled U.S. Communications Policy: Issues for the 1990s, Results of a
GAO Roundtable (GAO/IMTEC-91-52A), we summarized the panel discussions
of nationally acknowledged experts who attended our conference, ‘“U.S.
Communications Policy: Issues for the 1990s,” held on February 11,
1991, in Washington, D.C. This publication presents the panel discus-
sions in their entirety, as well as the luncheon speech delivered by Con-
gressman Edward J. Markey, Chairman, Telecommunications and
Finance Subcommittee, House Committee on Energy and Commerce.
Appendix I contains a brief biographical sketch of Congressman
Markey.

To elicit a wide range of perspectives, we invited government officials,
academicians, and industry executives to explore and debate critical
policy issues in a series of roundtable discussions. The conference
included four panel discussions, each addressing a separate policy issue.
The issues addressed are (1) how the communications infrastructure
should develop to promote innovation and maximize the benefits of com-
petition, (2) the role of communications policy in promoting economic
growth and development at home and competitiveness abroad, (3) how
the United States should allocate the spectrum to effectively support the
growth of communications services as a major element of the nation’s
communications infrastructure, and (4) whether the U.S. communica-
tions regulatory structure is effective at promoting opportunities for
technological growth and innovation, as well as providing benefits to
users. The conference was moderated by Patricia Diaz Dennis and Harry
M. “Chip” Shooshan III. Biographies of the moderators and panelists can
be found in appendixes II and III, respectively.

Should you require additional information on this publication, please
call me at (202) 275-4892.

?%M%M

Ralph V. Carlone

Assistant Comptroller General

Information Management and
Technology Division
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Panel 1:

Communications Infrastructure

Ms. Dennis: Welcome to all of you.

To set the stage a little bit, I think that we need to decide and discuss the
importance of telecommunications. Indeed, does it form part of the
infrastructure of the nation?

Irwin, I'm going to ask you to help us at this stage here. We've taken
telecommunications for granted in this country for quite awhile, per-
haps because we've had such a good system, and now it’s become chic to
discuss the need to improve and enhance the quality of communications
as part of an infrastructure. Is it appropriate to think of telecommunica-
tions as an infrastructure, and why?

Mr. Dorros: First, let me point out that I'm not going to follow the
ground rules, because the ground rules say that you want us to fight
with each other.

Ms. Dennis: Not exactly. I think we said, ‘“Take issue.”

Mr. Dorros: Chip said to pick a theme that we wanted to get across and
fight. That’s what he said in the advance material he sent us.

One of my themes is that what we're lacking is industry cooperation. It’s
hard to portray industry cooperation in an atmosphere that Washington
thrives on: a good fight. My major theme is that industries have not
cooperated with each other in deciding on what we want this country to
have for its infrastructure for the next 20 or 30 years.

Your question is very broad, probably too broad to have a concise
answer, and I don’t have enough time to develop a question such as, Is
telecommunications an infrastructure?

Ms. Dennis: How important is it?

Irwin Dorros

Mr. Dorros: We still have the best voice network in the world, but the
only reason we still have it is because of the momentum prior to divesti-
ture, and the companies have been following virtually the same services
that we've had for voice since before divestiture. They’'ve developed
them through the motivation of competition, we've become more effi-
cient, and we still have a good network that still works.
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But since equal access, we haven't introduced a single national new ser-
vice that came and was developed and conceived since divestiture. Even
services like caller 1.D., as controversial as it is, are still limited because
they are only local, and the local exchange carriers have not gotten
together to offer national caller I1.D. That's just one example.

So voice is still good, but the current structure doesn’t have the appro-
priate cooperation to even develop voice better. What we don’t have,
though, which I think keeps being talked about as the infrastructure for
the information age, is a data or information-networking infrastructure.
We don’t have that. The voice network is, at best, a substitute for car-
rying data on dataphone datasets. There are more in use today than
there ever were, but they provide a very limited capability compared
with what we need. We need a high-speed broadband ubiquitous net-
work for interconnecting the workstations of the future, which will be
the partners of the intellectual knowledge workers over the next 10 or
20 years.

These will not necessarily be only in offices. These will be also in homes
because people will be working at home. So we need a network that can
interconnect those networks together. We don’t have it, we don’t have a
plan for it, and we don’t have an industry structure that’s going to cause
it to happen. Yet we need it. I think that this is really the subject of the
conference. The advance material has covered that, and there have been
numerous articles written on it.

The best article that I've seen is an article by Mike Dertouzos of MIT
(Massachusetts Institute of Technology), head of the computer lab there.
It's an excellent article on what we have and what we need and what we
don’t have. He also says that we don’t have the mechanism for getting it.
Let me just stop there.

Ms. Dennis: Carl, do you have any views? I know that you believe that
there is convergence between computers and communications. What
kind of infrastructure development do you see is necessary, and why?
Mr. Cargill: I'm going to hedge just a little bit on that question.

Ms. Dennis: I'm used to that.

[Laughter.]
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Mr. Cargill: I think that what you are seeing is a basic convergence of
absolutely divergent opinions, and the IT (information technology)
industry, which I seem to be the sole representative of, has always used
technology as a lethal competitive weapon. If we had an advanced tech-
nology, we would spring it on the market as quickly as we could put it
out. It gave us a significant competitive advantage.

The telecommunications industry, on the other hand, has learned to
share very well. In other words, it shared the technology and competed
on a slightly different bias. You couldn’t use a unique technology,
because if you're unique in a system, it buys you nothing, whereas the 17T
industry could use a unique technology because it gave us a competitive
advantage.

Ms. Dennis: So technology was used as a strategic tool?

Mr. Cargill: Yes, and the thing that we’re learning with standards is
that we can’t product-standardize anymore because we need to stand-
ardize 5 to 7 years out. That has caused a certain amount of concern in
the industry. We're doing what we call anticipatory standards. We
standardize something before we develop it, and we develop it before we
productize it. So we're standardizing for the future. As we start to
“future standardize,” we get economic interests involved. The minute
we get billions of dollars involved in the standards committee, with long-
term economic benefits, we create a certain amount of chaos. It’s not a
clean, easy discipline anymore.

The difference between telecommunications and the 1T industry, while it
theoretically is growing closer—(we are in fact merging)—the old atti-
tudes have maintained themselves and what you’re having is a merge of
technology, but a complete lack of merge of the cultures, methodologies
of competition, and even concepts of development. So while the technol-
ogies are the same, the things that drive those technologies are abso-
lutely different.

Ms. Dennis: Well, we're certainly getting different perspectives here.
Jan, what about fiber? Where does fiber fit in for the infrastructure?
Mr. Suwinski: Well, I'd like to come back to what Irwin said. I think that
fiber is a mechanism or a vehicle to deliver some benefits. I think the

public policy issue is, What sort of an infrastructure, what sort of com-
munications capability are we going to need to compete as a nation?
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I agree with Irwin that we need a high-speed broadband capability for
data, images, and video. Fiber is one way to get that. So I think that if
you agree that this is the kind of network we need, then fiber plays a
key role.

Ms. Dennis: Go ahead, John. Anybody interrupt at any time. That’s
what we want.

Mr. Sie: Every time I come to one of these sessions, I get a little bit
perturbed about the definition of the phrase, “information age”, and
‘“telecommunications.” I think that the government ought to look at a
much broader definition. I mean that when you talk about information,
most people think about computers and data. Yet from a distributive
information point of view, when the Persian Gulf War broke out, what
did you watch? cnN (Cable News Network), cable, visual, you also read
newspapers. So I think that in terms of defining the information age,
you have to include distributive information, broadband information, as
well as data information.

I think that to narrow information to computers and data is dangerous.
Second, to limit communications to telecommunications is also dan-
gerous because the—

Ms. Dennis: [ wondered when somebody would jump in.

Mr. Sie: The world is getting a little blurred between the broadest pros-
pect of communications, and the traditional “buttonholes” that we've
been used to because we have various departments and various busi-
nesses. I think that if we want to have an enlightened government, we
ought to look at the broadest overall fabric of the U.S. infrastructure in
the broader sense of communications. I would just like to set that tone.

Ms. Dennis: Clearly that includes cable, direct broadcast, over-the-air—
Mr. Sie: Also newspapers and magazines—1I mean that really you can
look at some infrastructure as a highway system, but that highway
should cover a lot of possible technology and distribution media.

Ms. Dennis: Stan, you wanted to say something?

Mr. Hubbard: I'd like to get right down to the bottom line and start the
argument.
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[Laughter.]
Ms. Dennis: And you're seated next to Irwin.
[Laughter.]

Mr. Hubbard: I want to make this statement. I'm not a scientist, but I'm
prepared to debate this with anybody at any time. There is absolutely
no reason whatsoever why we have to run fiber optics to every home in
America. That’s nonsense. It’s a Trojan horse, the only purpose for
which is to get the telephone companies into the cable television busi-
ness. Anything that needs to be done on a computer can be done with a
copper wire. We do not need fiber optics to.bring video into the home.
There are other ways to bring video into the home, and I'm saying that
we ought not to spend the money to do it.

I can give you a lot of reasons why fiber optics is not a desirable system.

Ms. Dennis: George?

George Vradenburg III

Mr. Vradenburg: | agree. Let me add an exclamation point to John and
Stanley’s remarks.

One of the reasons that we haven'’t had to think very much about the
infrastructure of this country is that we’ve had such a great system in
the past. When you think about the video communications system in this
country, it is the most competitive and the most diverse in the world.
Today, in the broadcast system alone, viewers get 8 or 9 channels in the
average home, and cable viewers can probably get an average of 30
channels in the home across all of American households. The broadcast
system is the only system in the country that is universal. It is universal
because it’s advertiser supported.

Let me talk a little bit about what people don’t tend to talk about at
these conferences—broadcast television. We have a broadcast television
system in this country that serves very, very important social, eco-
nomic, and I would submit political goals. The news and information
that broadcast television delivers around the world and every evening
into American homes serves to inform the American citizenry on details
of what'’s going on in its Government and what’s going on in govern-
ments around the world.
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With all the credit that’s due to ¢NN and its coverage of the Persian Gulf,
on the opening night of the Persian Gulf War, more people watched cBs
(Columbia Broadcasting System) as the third-ranked news network that
evening, than watched cNN. So when you talk about simply delivering to
viewers the information that they need about this country’s government
and about what’s happening in the world, you're talking about a broad-
cast system.

When you talk about social issues, some of the few things that this
country shares in its language, its trends, and its values, are delivered
every night through broadcast television—for example, family values
ranging from those of the Cosbys to those of the Simpsons—but in fact
millions of people every night get reinforced in their basic values, their
basic language, and their basic understanding of social trends by what'’s
coming out of their broadcast system.

Finally, economics. The broadcast system provides to an American
advertiser access to virtually every American, every evening and every
morning. That ability to reach all your potential consumers, as an adver-
tiser, drives consumer purchases in this country, drives the economies
of scale in both manufacturing and service industries that have made
this country such an economic engine for the world.

So I would submit that as we talk about the infrastructure of the future
and as we talk about fiber, we should remember the broadcast system,
now complemented by cable, which, in fact, serves very important polit-
ical, social, and economic goals of this nation. Before you venture hun-
dreds of billions of dollars of effort somehow to tinker with
improvements, think about what damage you may be doing to the infra-
structure that you have.

Ms. Dennis: But, George, you're looking backwards. You're representing
an incumbent mature industry. The same thing is true of cable. We have
a lot of technologies now that-—and many have argued that indeed we
are seeing a flip-flop, that what have traditionally been received over
the wire, are now increasingly being received and transmitted over the
air. The same is true of video: what'’s been traditionally transmitted
over the air can now increasingly be received through a wire, fiber for
example. And there is increasing demand for mobile telephony. There is
increasing demand to have over-the-air communications so that people
can call people and not places any longer.
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Now that 90 percent of the American public has access to cable and 65
percent subscribes, why should policymakers continue to protect broad-
casters at all cost when indeed your message can be as clearly delivered
over a wire?

Mr. Vradenburg: In the last 10 years, the government has done abso-
lutely nothing to protect broadcasters.

Ms. Dennis: What about HDTV (high-definition television) and protecting
that spectrum?

Mr. Vradenburg: Let me talk about what’s happened over the last 10
years.

The government, I would say, up through about the mid-1970s, pro-
tected broadcasters from the potential competition of cable. But starting
in the mid-1970s, perhaps through a variety of ad hoc decisions, but
certainly as a national policy starting in the mid-1970s to early 1980s,
the government has been energetically, affirmatively encouraging the
growth of cable television as a competitor to broadcast television. It has
been trying, as a national policy, for 10 years to encourage direct broad-
cast satellites as a competitor first to broadcast and now to cable.

So, as national policy, the government set out about 10 to 15 years ago
to encourage competition to broadcast television while continuing to reg-
ulate it with regulations that date back, in some instances, 50 years. So I
would submit that the government is hardly protecting broadcasting
today. Indeed, the government has gone out of its way to make sure our
product is available to our competitors through compulsory licenses, but
at the same time, we’re not permitted to charge cable or anybody else
for the use of it.

You mentioned HDTV. It seems to me that the government’s HDTV policy,
with respect to broadcasting, is simply now to allow broadcasters to see
whether they can take a revolutionary technology development to main-
tain technical parity with the rest of the media. In fact, the UHF (ultra-
high frequency) spectrum right now is not being used by anyone else.
We're proposing to use it to upgrade our technical infrastructure to try
to maintain, as much as possible, a technological parity with what cable,
with what DBS (direct broadcast satellite), and with what the telephone
industry say they might be able to deliver in the future.
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But whether or not HDTV is, in fact, as revolutionary as we now think it
is depends on the year; it’s either a fad that’s in or a fad that’s out, but
we still don’t know. It could be 3, 4, or 5 years before we really know
whether or not HDTV is as much as we tend today to think it is.

Mr. Hubbard: As a broadcaster, I don’t think that the purpose of the FcC
(Federal Communications Commission)—and I'm privileged to be a
member of the Commission’s committee looking at HDTV—is to protect
broadcasters in putting frequencies aside for HDTV, I think they intend to
protect the public so that the public may indeed one day have the oppor-
tunity to have HDTV free over the air from the local broadcast stations. I
don’t think it’s an attempt to protect broadcasters.

Mr. Phillips: I think that before we get bogged down in such controver-
sies as HDTV and other popular discussions, I'd like to share with you a
few thoughts about the underpinnings and assumptions concerning the
nature of information, because that’s what is our base here,

I think that both Irwin and John alluded to this, and I would like to
suggest to you that the fundamental nature of information has changed.
I usually always start with a riddle. What do a greengrocer and a tele-
phone company have in common with one another?

The answer is that they are both dealing with something that has a very
short shelf life. In other words, today—1I don’t care if you're talking
about CNN or financial services—the shelf life of information as concate-
nated. As information accelerates toward the speed of light, the value of
that information shortens over time. In other words, that's an abstruse
argument in favor of broadband. The value of chromium on the Zaire
commodity market 10 minutes ago is of no value. Five years ago, you
could sell that information for thousands of dollars.

This is the real-time war that we're watching. If you see it 6 hours later,
it’s of no value. You're not going to get a market share, and you're not
going to be able to sell beans or spaghetti to your advertisers.

What does that mean? It means that the metaphor of the circulatory
system to describe the relationship of telecommunications infrastructure
in the United States is tempting but archaic. We're talking about a great
deal more than about bridges and tunnels.

What we've found—and we’ve addressed this both with Congress and in
a number of other fora—is that to the extent that we’re encumbered by
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an anachronistic regulatory structure, the users are going to build their
own infrastructure. We’ve had discussions of bypass; we've had discus-
sions of universal service; we’ve had discussions of HDTV. This could go

on ad nauseam. The fact remains that we're in a market dominated by a
series of ten dynamics.

Some of the members of the ccTU (Committee of Corporate Telecommu-
nications Users) operate networks. I don’t like to call them private net-
works because I think, as the outline for today’s discussion alludes to—
and there’s a piece of Solomon’s wisdom in this—such networks should
be viewed as shareable infrastructure. I was very excited about the
prospect of coming here today because this is the first conference where
I've seen an advisory to the panel that starts out by saying that these
are interdisciplinary questions. No longer is communications to be con-
sidered the plumbing for electrons. These things are inextricably linked
to the entertainment industry, to industrial competitiveness, and to tax
policy.

Some of our users operate networks that if they were independent tele-
phone companies, would be the fourth, the fifth, and the sixth largest in
the country. They do this not out of any disaffection for telephone com-
panies or common carriers but because they need what Irwin was
alluding to. They need an integrated digital environment running at
SONET (synchronous optical network) rates.

The future of these services is very important, yet—I'm very mindful of
what George said about understanding the past, because if you do, you
will see that the term “‘common carrier” has nothing to do with telecom-
munications but rather came about as a result of a riot in Chicago over
standards having to do with the width of trolley car lines as new immi-
grants moved to the city and weren’t being served.

We have achieved universal service. We're now in the realm of having to
address how to support the information needs of an ever-expanding and
ever more-educated public, which is more willing to pay for these infor-
mation services as they become more economical.

As we provide staple services, such as entertainment, the incremental
marginal costs of providing 56 and 64 kilobits, the voice telephone call,
the synchronous connection between your home computer and data
bases all over the world drop. Indeed, we did a study simulating these
types of things up at miT. If you're providing an entertainment signal at
100 megabits, then the incremental marginal cost of providing some of
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these very basic services drops significantly to about 3 percent of the
cost of the backbone loop, if you assume you have 8,000 subscribers in
the central office and the loop is three miles or less, which represents a
majority of the urban markets.

So just to draw this together, I just wanted to share with you a few of
these dynamics of information before we get bogged down in what are
seemingly highly politicized debates over HDTV. I would argue that it has
nothing to do with television and everything to do with communications.
Whatever standard we ultimately end up with, we have to bear in mind
how compatible that standard is with other areas of communications, as
John was alluding to.

Stanley S. Hubbard

Mr. Hubbard: I am just saying this to you: Nonsense. We do not, in this
country, need a digital communications two-way at sonic speed to and
from American homes. It's a con job and don’t let all this wonderful
rhetoric put you off the—

Ms. Dennis: Why is it a con job, Stan?

Mr. Hubbard: Because it won't bring any benefit to the American
people; it will bring a benefit only to the telephone companies. There is
no question that 1BM (International Business Machines) and General
Motors have to have high-speed digital sonic speed. But the guy that
lives in my neighborhood doesn’t need that. The guy that lives in your
neighborhood does not need that.

Mr. Mosco: Stan, I think that you raised a good point here. People don’t
need the technology.

Ken, with all due respect to your point about the short shelf life of infor-
mation, in preparation for this session, I read a speech of Pericles.

Ms. Dennis: That’s discouraging, actually.

[Laughter.]

Mr. Mosco: It’s about 2,500 years old. In it he says that people who say
that politics is none of their business have no business being in society.
He goes on to talk about the value of democracy. That reminds me of an

important point in our discussions of infrastructure. The problem with
discussions of infrastructure is that we simply talk about technologies
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as if they were separate units in society that have impacts. We fail to
talk about our goals and what we want to achieve with whatever tech-
nologies are out there.

I submit that one of the reasons why we don’t like to talk about goals is
that the specter of government and other sorts of intrusion raise their
heads. So we set goals aside and we argue about whether we need HDTV,
et cetera, without any sense of our goals. Are we trying to achieve
market dominance? Are we trying to achieve democracy? Are we trying
to better educate our citizens? What is the point of the technology?

My argument here, then, is that we need to discuss the social infrastruc-
ture in any discussion of technology. What are our goals?

Mr. Sie: I'm not an academician, but I would certainly like to frame the
questions. I don’t think that Stanley was saying that we are against
technology or advanced technology. I think that there is a balance in
terms of understanding the modality of communications. There is dis-
tributive communications, mass distributive communications—the same
information is distributed to everyone—versus personalized—1I get the
information that I want at the time I want.

They are vastly different modalities. To confuse the two would be dan-
gerous, first. Second, we have to understand an optimization of capacity.
We all understand that in transportation that there are interstate high-
ways, there are state roads, and there are county roads. They all serve a
purpose. The reason why we don’t have an interstate highway to every
home is that economically it could never be justified and there is no con-
sumer demand; nor would it serve any national strategic rationale.

I think that for us to say broadly that we need everything for everybody
all of the time is the ridiculous part of what Stanley’s trying to say. We
have to optimize economic reality, consumer demand, and national
interest, not just to become dogmatic and say that fiber is this and fiber
is that. Cable has been a very strong proponent of fiber, and we’ll prob-
ably get fiber closer to the home faster than the telephone companies.
And yet, we already have in place a very viable, 1,000-megahertz of
bandwidth in the last mile to the homes (the coaxial drop).

Mr. Shooshan: Why do we need DBS, then, Stan?

My. Sie: Because DBS is—
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Mr. Shooshan: I know that you're in that business, too, John, but let’s
go to one of the pioneers.

Mr. Hubbard: Why do we need DBS?
Mr. Shooshan: Yes.

Mr. Hubbard: Because the American people will be able to have more
information at lower cost and with greater ease than any other system
can possibly provide. For example, there is no way that cable television
or that over-the-air broadcast television could economically distribute
this panel discussion nationwide. If 0.5 percent of the people are inter-
ested in what goes on in this room today, DBs could deliver—

Mr. Shooshan: It’s pretty good by C-SPAN (Cable Satellite Public Affairs
Network) standards, though.

Mr. Hubbard: Well, I don’t think that C-Span is going to carry this, but
maybe it will. But if you had an audience that constituted only 0.5 per-
cent of all the American people, you'd be looking at 500,000 homes. The
only way you can economically achieve this kind of small segmented
audiences is through DBS. DBS, I think, is going to offer more opportunity
for more information distribution than anything ever devised.

Mr. Dorros: Can I jump in here?
Ms. Dennis: Jurp in any time, Irwin.

Mr. Dorros: | also represent a mature industry. The only thing is that
our industry has invested throughout its maturity in research and devel-
opment. The one thing that we have gained from that research and
development is vision as to what is possible and how technology can be
used in the future. As the future has unfolded, a lot of those visions
have become reality.

The only thing is that in the last 20 years or so I've been involved in that
research and development, out of Washington—I guess other places as
well, but mostly out of Washington—has come all of the “can’t do’s.”
I've spent the last 20 years fighting the “can’t do’s” from Washington,
along with participating in generating the technology that would have
exciting potential.
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Just as an example, one of the “can’t do’s”’ coming out of Washington
was cellular radio. For 10 years we worked on the “can’t do” cellular
radio. Finally, we put it in. But during that period, I remember,
Motorola, which was an established supplier in the dispatch radio, said
that the nation didn’t need cellular radio. It fought hard, and it peti-
tioned the FcC as to why the public should not devote the frequencies,
and, that we didn’t need cellular radio. As a matter of fact, let me make
a small confession. Even in AT&T (American Telephone and Telegraph
Company), we did some market research after we filed for the frequen-
cies, and the market research that AT&T paid for said that there was no
market for cellular radio.

So there was an activity within AT&T about how to gracefully get out of
the petition that we had given to the Fcc for those frequencies. Thank
God they couldn’t figure out how to do it and that the cellular industry
is now growing by leaps and bounds. So I think that people who say that
we don’t need something are really, really sticking their necks out.

The road to stagnancy is paved with people who said that we don’t need
this or that. I don't know what we need or don’t need, but there are all
kinds of visionaries that say how broadband access to everyone every-
where is going to make their lives that much stronger when they have
access to information wherever it's stored, at anytime, anyplace, any-
where, and in any quantity. And we know how to do it.

In fact, we're in the early stages of building a demonstration of a
national network that will show how broadband digital capability can
be used, first in academia and other research facilities, and then you’ll
see, just as lower speeds have found their way through the rest of
society, broadband will find its way through the rest of society.

I don’t know if what I'm saying is going to materialize or not because
other things that have purported to be visions have not materialized,
but I think it's absolutely silly for us to say that we don’t need it and
therefore not do it. If there are investors that want to do it, I don’t
understand why we have to have another round of “‘can’t do’s” out of
Washington.

Mr. Hubbard: I agree.

Mr. Shooshan: That’s a key point.,
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Mr. Hubbard: I agree, but I'm saying, “Don’t shove it down the throats
of the American people by putting it on the rate base of the telephone
company.” If people want to buy it, wonderful. I have no problem with
that, Irwin, but don’t force it down me as a telephone user that I have to
pay for it if I don’t want it.

Mr. Shooshan: Let me try to focus this, if I can, away from the inside-
the-Beltway inter-industry disputes to a broader focus on policy. Let me
ask a basic question. Do you think that a fundamental role of govern-
ment, in dealing with an industry where technology is changing as rap-
idly as it is in all the industries represented here today, is to be making
decisions about what people need as a precursor to setting government
policy? Or should government be standing back letting these technolo-
gies develop, letting the marketplace decide, and letting people in that
marketplace decide?

Carl?

Mr. Cargill: I'd like to start from the information technology industry.
In the 1T industry, roughly 10 to 15 years ago, there was a visionary who
decided on something called local area networks (LANS). The visionary
was soundly abused by everybody in the industry by being called not
only a fool but a damned fool. It didn’t bother him especially because
information technology people aren’t especially bothered by things like
that, and he persisted.

Information technology industry now has a multibillion-dollar smaller
industry in local area networks. We changed them as rapidly as possible.
We’'re now looking at fiber in local area networks.

Because this person, martyred as he was, didn’t have enough sense to be
beaten up and accept conventional wisdom, he created a multibillion-
dollar market. There was nothing in the industry that said his idea
would succeed, and there was nothing in industry that would have
allowed it to succeed. The fallout of what he did, however, is that we
now can dump, on any manager’s desk, a megabyte a second.

The truth is that there is not a manager in the world who can manipu-
late that information. We have managers who are up to their eyeballs in
information, and all they really want is knowledge. But they have no
idea how to obtain the knowledge from the vast amounts of information
they’re receiving.

Page 19 GAO/IMTEC-91-52B Communications Policy: Panelists’ Remarks



Panel 1:
Communications Infrastructure

We've also managed, with local area networks in any company, to
destroy the hierarchical organizational structure of management.
There’s not a management school in the United States that has risen to
that challenge, to put something together to replace bureaucratic man-
agement. That's what they teach, that’s what they know.

Two minor spin-offs of a change in technology are that we have
destroyed our ability to manage effectively, and our ability to create
knowledge out of information. These are minor spin-offs that will have a
dramatic effect on the United States’ competitive base.

The standard of technology is immaterial to what we're doing. It’s the
long-term or intermediate-term effect of that technology that is impor-
tant. Whether you have cable to the home or smoke and beads to the
home makes no difference: what’s important is what’s going to happen
in the home with that information. If you look at the traditional man-
ager today who can in fact get an entire data base at his desk, you'll see
that he can’t do a thing with it. Most people can’t manipulate more than
three or four variables at a time, and we’re asking him to manipulate
100 or 200 real-time variables.

The problem is deciding whether to have cable or not have cable to the
home. So what? What are you going to do with it once you have it? I'd
like to see this panel focus on that. What does a person in a home do
with a screen that can do 4,000 windows, complex graphics? They sit
and they says ‘“‘Hmmm.”

[Laughter.]

Mr. Cargill: What do you do with it, for God’s sake?

Mr. Phillips: Well, that’s an opportunity.

{Laughter.]

Mr. Cargill: An insurmountable opportunity, I might suggest.
[Laughter.]

Mr. Phillips: I don’t think so.

One of the things that we discovered when we went around and spoke

with several hundred users about 4 years ago, when the ccTu did a
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study of that issue, was that home banking was a failure. Most banks
lose $10 to $30 a month on every customer who subscribes to it. We
asked homeowners if they wanted energy management or remote
security services. The key question in this: What’s it going to cost me?
At today’s baseline fully distributed costs, nobody wants it.

The reason why we're interested in broadband——or one of the reasons—
is that if these services, which don’t require megabits (they don’t even
require 56 kilobits), are added to the channel, their cost is so low, from
the telecommunications standpoint or distribution standpoint, that these
services can be offered at a fraction of what they’re offered at today. At
that point, there seems to be more of an interest.

Information pollution, or information overload, indeed is a horrendous
problem. It doesn’t matter if you're talking to Mrs. Adams receiving
Compuserve and a zillion other sources of endless information, or the
CEO (chief executive officer) of one of the Fortune 10 who now gets
reports from data centers that are hundreds of pages long full of
minutiae.

I wasn’t being cynical when I said that this situation represents an
opportunity. I don’t like cliches like artificial intelligence, because there
usually isn’t much natural intelligence behind it. But these types of
things are opportunities. We don’t know very much about that. We do
know that humans process information according to four distinctly dif-
ferent cognitive styles. We know that only one of those styles is repre-
sented in software development. Therefore, it's not surprising that Mrs.
Adams in Cedar Rapids, Iowa, can’t use a PC (personal computer)
because she isn’t interested in learning DoS (disk operating system).

Apple may think that it has a transparent interface that provides this,
but it doesn’t understand the difference between a symbol and an icon.
When these issues are answered and when machines can alter the way
in which they present information based on the cognitive style of the
user, then we will begin to see some change. Then we will begin to see
the demand for bandwidth to take off.

The point is that these services are interactive. My question to our cable
experts—my understanding is that in the United States the infrastruc-
ture for cable is not up to that of some other countries because of its
inability to handle these interactive services because of the Christmas
tree architecture and the linear op amps. Is that a problem because
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clearly that’s an infrastructure that is already in place as opposed to
cable, which may require fantastic overbuilds?

Mr. Dordick: I would just like to make one comment. I didn’t expect that
I would jump in this quickly.

Mr. Shooshan: Could you identify yourself, first, please?
Mr. Dordick: I'm Herb Dordick of Temple University.

I'm very disappointed at the way this panel has gone. We’ve quickly
come away from what I thought would be a rather interesting discussion
on the nature of infrastructure, what the word infrastructure means,
and how this must be applied to information in the usual internecine
battles that happen in Washington between one industry and another.

I would like to bring this discussion back to the infrastructure and what
infrastructure means. In the 1950s, we decided—someone decided—to
build an interstate highway system. That was called an infrastructure. It
wasn’t a transportation infrastructure; it was a highway infrastructure.
We ended up with a highway infrastructure that provided the ability to
travel short distances by car and long distances by air but no transpor-
tation in between because we didn’t deal with a transportation
infrastructure.

Similarly, now we're dealing with a data transport, or an information
transport infrastructure, rather than an information infrastructure,
which is supposed to provide information in some manner that allows
everyone to use it.

Now, traditionally, an infrastructure does not of itself create an enor-
mous amount of revenue. It is a system that facilitates other money-
making operations on that infrastructure. Why don’t we think a little
more about what we mean about an information infrastructure in the
broadest sense? When you start thinking about it that way, you begin to
think about some of the issues that were raised by one panel about the
question, What about the individual? What about the last 14 inches from
where whatever comes off whatever that person has in front of him to
the person’s head? What about the use of that information? You might
even begin thinking that the information infrastructure has to include
terminals.
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Mr. Shooshan: Let me go back on that note to the panel. That’s the
second reference that we’ve had today to telecommunications as analo-
gous to the interstate highway system. John Sie made the first analogy
and Herb Dordick made one as well.

I want to go to Michael Nelson because in looking at the question that we
have to have all these panels really driven by today, I'd like to know:
What are the policy consequences of all this?

Senator Gore has spoken out on the need for a supercomputer highway,
in effect, an electronic interstate highway system to link together
supercomputers. He has talked about the government’s actually inter-
vening by funding, at least in part, that kind of endeavor. It seems that
with Congressman Brown'’s support and support from the administra-
tion, that may actually happen sometime this year. Mike, can you com-
ment a little on that?

Mr. Nelson: Well, the first thing to point out is that the NREN (National
Research and Education Network) is more than just the network itself.
This was pointed out earlier.

Mr. Shooshan: Do you want to define the term NREN?

Mr. Nelson: That’s the National Research and Education Network,
which is part of Senator Gore’s legislation and which was included in
the President’s budget request this year. It would set up a research and
education network to link about 1,000 universities and about 1 million
users around the country. This would be much like the corporate net-
works that 1BM has, or Bell Labs, or any of the other major users, except
that it would be a lot faster. The aim is to get up to about a gigabit speed
by 1995 or so.

Senator Gore is fond of calling this the first step in an electronic
‘highway system. It will be. It will provide a catalyst to show the way for
developing this type of technology, and most importantly it will show
what you can do with a gigabit network linking 1 million people.

In that sense, it is infrastructure. It is something that will be a public
good. It will benefit all these different communities that will be using it.
It’s also something that won'’t be provided by the private sector as
things are set up right now.

Mr. Shooshan: Why not?
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Mr. Nelson: Because there really isn't a clear market there, yet. The
government has to step forward and say that it is going to invest half a
billion dollars over the next 4 years to make this thing happen. Right
now, you have a lot of different efforts going a lot of different ways,
and there isn’t a federal leadership that is really needed. There isn’t a
guaranteed customer.

In many ways, this situation is like the situation in the aviation industry
back in the 1930s. The federal government decided that it wanted to
have airplanes for military uses. It poured a lot of money into devel-
oping the technology that was needed to build the fighter aircraft for
World War II and the jet aircraft after the war. So we're seeing the same
kind of thing happening with this very high-end technology.

This federal funding will be a catalyst, encouraging private sector
investment in new telecommunications technology. We're going to have
to rely on the private sector to develop and deploy much of this tech-
nology, the lower-speed networks—the roads if you will—that will pro-
vide access to the gigabit “‘superhighways.”

So it’s clearly an evolving situation. Things are changing very quickly.
There are many commercial sector groups that are getting into high
bandwidth networking, but there is still a need for the federal govern-
ment to provide some leadership. The government is not going to pay for
the whole thing; it’s not going to lay any cables. The NREN will use cables
owned by whoever offers the best price. But there is a need for the gov-
ernment to get out there and provide the money to build the electronics
and set the standards that can provide this network.

Mr. Shooshan: What kind of services are going to be supported by this?
Why do we need it?

Mr. Nelson: We've had several hearings on this, and the research com-

munity has lots of very good ideas. DARPA (Defense Advanced Research

Projects Agency) is funding something that is called the gigabit testbed

network. Bob Kahn at the Corporation for National Research Initiatives
is leading this effort.

Mr. Shooshan: That’s an interesting analogy there, isn’t it? A lot of the
work that came out of DARPA really helped lead to the digital packet
switching technology that’s in use today. Do you see the same kind of
opportunity here for providing some leadership?
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Mr. Nelson: Exactly. The difference between ARPANET and the T1 net-
works we have now is about a factor of 1,000 in bandwidth. The gigabit
technology we're talking about is about 1,000 times faster than the T1
lines we have today. So you can expect to see the same kind of radical
growth in industry and the same kind of innovative new applications
that you've seen in the last 20 years.

Researchers are finding ways to make computers talk to each other at
gigabit speeds allowing distributive computing around the country with
supercomputers. The thing to remember, though, is that the supercom-
puter we have today is going to be on your desk in 10 years. So if we're
not working on gigabit networking now, we’re not going to be ready to
link the rcs of the 21st century.

Mr. Dorros: Chip, I think—picking up on this and the previous question
about the infrastructure—that we use the interstate highway system.
It’s been used over and over again here today and elsewhere. I think
that we have a better analogy as to what we mean by infrastructure. We
have 100 million telephone lines, or 150 to 200 million telephones, and
nobody thinks very much about those telephones’ being able to reach
any one of those other 200 million telephones in this country, and
maybe 400 million in the world by just picking it up, in a well-known
dialing plan, getting a dial tone, dialing some digits, and getting con-
nected with a fair degree of certainty. There’s a large degree of cer-
tainty that they’re going to get connected. When they get connected,
they’ll be able to carry on a conversation.

That’s the analogy. We have over 1 million LANs in the United States
that have workstations and PCs connected to them that have local con-
nectivity. But we don’t have connectivity of those LANs with each other
in the United States and we won’t. We don’t have the numbering plans,
we don’t have the billing systems, we don’t have the dial-up capability
for any of those LANS to get connected on an ‘‘at will” basis to any other
LAN or any workstation to any other workstation.

There are even various versions of electronic mail. Some of you may say
that you can send electronic mail. Well, I can, too, but only in my own
company. As soon as I have to send it to another company, I have to go
through a much tougher arrangement. A lot of companies just plain
can’t do it because of incompatibilities.
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So we don’t have the infrastructure in place for connecting workstations
to workstations, LANS to LANs, and private networks to private networks
in the information society.

Mr. Shooshan: Irwin, is that a failure of the planning process?

Mr. Dorros: As we get supercomputer capabilities on the desks, then the
very broadband, very high-speed, 100-megabit capabilities will add to
this same desire of supercomputer to get connected to supercomputer,
desk to desk, and the infrastructure has no prospects of being in place
unless we do something.

Mr. Shooshan: Before we leave this, I want to go back again—this is a
public policy conference. You said that there is this problem with lack of
connectivity between private networks or local area networks. Is that a
result of any government policy or a lack of government policy, or is
that something that’s going to work out in time? What policy recommen-
dation or what policy issue stems from that concern? I think that Ken
alluded to it earlier when he said that to the extent that regulation pre-
vents us from doing in the public network what we like, customers will
go to private networks.

Mr. Phillips: These things go in cycles. At the turn of the century in
New York City, there were six telephone companies. In theory, to reach
anyone, people had to have multiple phones on their desks. A snow-
storm came around and knocked all the wires down, To sort it all out
would have been hopeless.

Mr. Shooshan: But let me interrupt. The government could have
resolved that problem by ordering interconnection.

Mr. Phillips: That'’s right. I'm not arguing against intervention in this.
I'm simply saying that history is informative. These things do go in
cycles.

What Irwin was alluding to—and I'm faced with the same thing every
day—I'm on six corporate networks. They don’t talk to each other. In
order to pick up the E-mail every day—something I don’t do because 1
don’t want to spend 2 hours of it every morning when I come in or have
my secretary do it—I would have to sign on and sign off these things.

The NREN provides an opportunity to inject some transparency into this
situation. I would also like to respond to what Herb was saying because I

Page 26 ' GAO/IMTEC-91-52B Communications Policy: Panelists’ Remarks



Panel 1:
Communications Infrastructure

think that he was alluding to a very, very important notion. The notion
of infrastructure covers now a lot more than bits and bytes; which
progessor you have; and or whether you have fiber, cable, or whatever
it may be, The BITNET and the ARPANET today ars helpful. I got on
there last night and broadcast a question out, “Who is interested in high-
speed synchronous protocols for use in real-time imaging?’’ This can go
out to a million people, in theory, and anyone who is interested in that
topic can see this in a broadcast mode and electronically raise their hand
and say, “I am,” and send a message back. That can be accumulated in a
file. And you give the file a name, and every time you want to talk about
that, you simply broadcast to that file.

That ability to leverage intellectual property, I would argue, is enor-
mously valuable. It’s essential to academic and scientific endeavors. It is
indeed an asset from the standpoint of infrastructure.

Mr. Hubbard: What about the policy question?

Mr. Shooshan: One second, Stan. Let’s go to Vincent first, then Carl, and
then—

Mr. Mosco: You raised the question about the role of government. I
think that government has an important role because the market shuts
out a lot of people. My concern—

Mr. Shooshan: Be specific.

Mr. Mosco: We're talking about supercomputers on one’s desk. There
are many people in this country who can’t afford a telephone. You can
talk about the fact that universal service has arrived and that the pene-
tration rate is 93 percent but not quite so high for low-income people,
for minorities, and for unemployed people. The penetration rate is lower
than that in my own country, in Scandinavian societies, and the like.
People are shut out of telephone service, and even more so, they are
shut out of cable. Before we talk about supercomputers on your desk,
let’s talk about access to the technology for all Americans.

That leads to a concern that I have. There are policymakers who are
very concerned about this. I have a great deal of sympathy for people in
the policy community. Calvin Trillen once said that the worst thing
about being middle-aged is that the people you know start to get put in
charge of things.
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[Laughter.]

Mr. Mosco: He is wrong. The worst thing about being middle-aged is
that you start to get put in charge of things.

So I have a great deal of respect for policymakers. But when I look
around at the telecommunications industry and its regulation, I become
worried. We have established the first national telephone welfare
system in the history of the United States to deal with the poor and
access to telephony. What does that mean? We're worried about the fact
that a lot of people don’t have access to the telephone. They’'ve been
complaining to the Congress. Local telephone rates have gone up. We
need to do something about this.

So what do we do? We take a New Deal-style welfare system, and we lay

it on the telephone system. So now we have 48 states operating individ-

ually based welfare systems. So if you live in Oregon, you might have

access to a life-line service. I like the euphemisms, too. We don’t call

them phone stamps, as Lee Johnson once suggested we ought to. Rather

- + - we call them lifeline and linkup America. Isn’t that wonderful? (Euphe-
X et nisms have an important role here.)

Vincent Mosco I think that this is quite important because when we ask about the role
of government, you may also want to ask, “Do we want a system where,
if you live in Oregon and you're on food stamps, you can have life-line
service?” If you live in South Carolina, however, you have to be a Medi-
care recipient or over 65 years old to afford linkup.

Mr. Shooshan: Are you suggesting that it was more efficient the way
the old subsidy was handled in the telephone service?

Ms. Dennis: This is a more targeted subsidy. Isn’t that what many regu-
lators think is—

Mr. Mosco: It’s also a more degrading subsidy. Like all welfare systems,
it requires a means test, administration, and policing.

Mr. Shooshan: So we ought to subsidize the ski resort operator in Aspen
so it isn’t degrading for the welfare recipient in South Carolina?

Mr. Mosco: Pardon me?
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Mr. Shooshan: We ought to subsidize the ski resort operator in Aspen
because it’s degrading to the welfare recipient in South Carolina?

Mr. Mosco: No. A ski resort operator has nothing to do with a person in
the South Bronx who needs a telephone for emergency communication.

Mr. Shooshan: Under the old style of subsidy, in building the local sub-
sidy into the long-distance rates, we subsidized people in rural areas
whether they could afford it or not.

Mr. Mosco: Chip, you're right. It's an important point. This is not neces-
sarily a question of going back to the 1950s, 1960s, or 1970s style of
government intervention. But before we take on the Minitels of the
world and argue that this is a case of excessive government interven-
tion, let’s look at some real government intervention in the United
States. We've established essentially a copy of a welfare system that we
have consistently argued doesn’t work in other areas and applied it to
telecommunications.

Mr. Shooshan: [ want to go to Carl now.

Carl F. Cargill

Mr. Cargill: I was just going to make some comments about the telecom-
munications infrastructure.

That was good because technology changed slowly. That’s being worked
on by the market. Market forces are driving that. If you look at the vol-
untary standards activities, you’ll see that most of those are moving
toward closure and that they’re being driven by the users who, as the
User Alliance has so eloquently stated, ‘“We're sick and tired of it. We're
not going to take it anymore.”

Users are tired of not being able to interoperate. It’s a very simple, blunt
message that they're delivering with dollars. They're telling us to make
it work or they will go buy somewhere else where it does work. The idea
of regulating technology to make it interconnect sounds wonderful, but
if you regulate technology now, in 5 years, you're going to be regulating
obsolete technology. If you want to cripple the United States real easily,
regulate obsolete technology. It’s solid and it’s stable. You can’t deal
with it, it’s no good, and the private networks will supersede it very
quickly because we can’t use obsolete technology. We have to keep
moving.
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Mr. Cargill: From my own bias, I would throw a lot more emphasis on
the voluntary standards process, which is market driven in some cases
and in some cases not. From the information technology industry—it
hurts me to say this because I'm probably at odds with the rest of the
entire IT industry-—I would look at more government help in the volun-
tary standards process. Of all the major industrial nations, the United
States is the only one without governmentally driven or heavily influ-
enced standards bodies.

I don’t mean to be mean to be anti-ANSI (American National Standards
Institute) with this, but ANSI, about 3 or 4 years ago suddenly came to
the stunning realization that standards were a business proposition and
not a technology proposition. This was stunning to ANSI. It was realized
in 1964 by the German Standards Organization. The Japanese realized it
soon afterwards. ANSI has now suddenly come to this conclusion, and
they’re working real hard to do something about it.

There's a proposal within the United States that a thing called
normology be set up, which is the study of standards and standard
bodies. ANSI doesn’t even know how much we spend a year on standards
in the United States. It has estimated somewhere between $14 billion
and $30 billion. There are four colleges that teach information tech-
nology standardization. Of the 3,000 engineering schools, not more than
23 have courses in it.

Is it a major area of opportunity? Yes, it's a future direction trend-set-
ting methodology, and it’s a strategic planning methodology. And we
sort of ignore it because it’s boring? It might be boring, but there’s a lot
of money in it.

Ms. Dennis: I don’t think it’s necessarily boring. I think that the concern
is exactly what you stated clearly before: that you freeze in technology
what might indeed become obsolete. It’s difficult for government regula-
tors, having sat there at one point, to know exactly what is the best
decision. That is better left to those who know the industry better and
know what they hope to achieve from the standards process.

Mr. Cargill: But that’s the technology. Tell us what the functionality is,

and we'll give you the technical answer to it. Don’t tell us what the tech-
nology is, because we're better at technology than almost anybody else.
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Tell us what function you want to solve. Do you want pull-down screens
in the home by the year 2020? Do you want people to have megabits?
Tell us so that the industry can work toward it.

Ms. Dennis: So you're saying that government should be telling you
that?

Mr. Cargill: The rationale of government, it would appear to me, is to
set what is the social best. What is the functionality? What do you
want? This goes back to some of Vince’s argument.

Ms. Dennis: Does anybody—

Mr. Shooshan: But, Carl, in the mid-1970s—going back to George
Vradenburg’s point—government decided that we should stifle the
growth of cable to promote and protect over-the-air broadcasting. Are
you comfortable with that kind of decision?

Mr. Cargill: Did it work?

Ms. Dennis: It worked for 20 years.

Mr. Shooshan: It didn’t work because the policy changed. But I think
that we would have gone to cable a lot faster if government hadn’t
intervened.

Mr. Hubbard: I think I was next.

[Laughter.]

Mr. Shooshan: You've got it, Stan.

Mr. Hubbard: By the way—and I have nothing against cable and this is
not what I was going to say—without the Compulsory Copyright Act of
1976, which deprived cBs, NBC (National Broadcasting Company), and
local television stations of the right to have exclusivity of their prod-
ucts, we wouldn’t have cable the way we do today.

Mr. Shooshan: Would you change that policy?

Mr. Hubbard: Yes, I would. I don'’t think that I should be able to steal
his product, and I don’t think he should be able to steal mine.
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Mr. Sie: Stanley, there were two Supreme Court decisions before that.
Mr. Hubbard: I know that.

Mr. Sie: So please let the audience know that it fully gave the right to
cable and that it was a political compromise that we reached in the
Copyright Act.

Mr. Hubbard: Yes, but you would have had to pay copyright fees.
Ms. Dennis: No, not before—

Mr. Hubbard: Then why do we have a Compulsory Copyright Act?
Mr. Shooshan: Let’s see if we can'’t get this policy issue resolved now.
Mr. Hubbard: Why do we have a Compulsory Copyright Act?

Mr. Shooshan: Let me ask a question. You say that you ought to have
an exclusive right to—

Mr. Hubbard: I'm saying that if I buy ‘“Roseanne,” which I've purchased
for next year, and I pay a tremendous amount of money to bring ‘“‘Rose-
anne” to the viewers within the coverage area of my television station,
just like a movie theater buys a movie, I don’t think that when I'm
paying $1,000 an episode, a cable company should be able to bring that
from WGN in Chicago and pay $50 or $100 an episode in the area where
I have bought exclusivity. The Compulsory Copyright Act of 1976
allows that to happen. I still want to ask Irwin my question.

Mr. Shooshan: I know. We’ll get back to that. We’re getting into a real
policy discussion here.

Ms. Dennis: Yes, but a little far-fetched from infrastructure.

Mr. Sie: A little bit off, I’'m afraid.

[Laughter.]

Mr. Sie: First of all, there is a law, and there were two Supreme Court
decisions before that. We fully agree with the right of exclusivity. We

said basically that it is the government’s desire to give the consumer
diversity of programming. Cable rebroadcasts and broadcasts over-the-

Page 32 GAO/IMTEC91-52B Communications Policy: Panelists’ Remarks



Panel 1:
Communications Infrastructure

air signals for two reasons. First, otherwise the consumer could not
receive it, so in that sense, cable increases the reach of the broadcaster.
Second, it provides a convenience so instead of using an A/B switch, the
consumer just pushes the remote control button and improves the recep-
tion. Those are the only two functions we serve.

Now there is the argument that if—we don’t mind having a private
negotiation with the broadcaster as long as we can negotiate one-on-one
rather than the broadcast industry saying that if they carry, they must
carry all and they must pay. That’s probably unconstitutional anyway.
We fully agree with the exclusivity provisions, and the syndicated
exclusivity law has promulgated that.

Mr. Shooshan: Would you give up the compulsory license?

John J. Sie

Mr. Sie: Yes, over the long term, but if I don’t think that the public
wants it because-—

Mr. Shooshan: It's been 16 years. How much longer do you need? I
think that Patricia was going to make the point that somehow this
debate doesn’t affect infrastructure, but in fact when government
adopts policies that favor one industry over another, we do have an
industrial policy. I think that this is a key point that we need to address.

Mr. Sie: We have industrial policy every day, but I think that the gov-
ernment—

Mr. Suwinski: God is interfering with you, John.
[Laughter.]

Mr. Sie: I think that I agree with Carl that government should not get
involved in deciding technologies because it fails every time. However, it
should worry about standards that may have downstream effects. The
typical example was the onrush in 1988 toward an HDTV production
standard, which was favored by some of my colleagues. We came out
against it, not because having production standards in itself is no good
but because the production standard would determine the transmission
standard which has not been proven or decided, as of today. If we pick
the standard that was agreed upon, 1125/60, it would have dictated a
certain kind of television set. It’s that kind of downstream effect that
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the government should be involved in. But otherwise, I think that gov-
ernment should stay out of technology.

Mr. Shooshan: Stan, you still have the floor.

Mr. Hubbard: Yes, I still have my question. On my way to the ques-
tion—

[Laughter.]

Mr. Hubbard: We could sit and discuss this all day long. Could we not,
John?

Mr. Sie: Yes, we could.

Mr. Hubbard: We could discuss it all day long. But it’s interesting to
note that all of a sudden, in the last year and a half, since cable has
become very concerned about DBS and where DBS is going to get its pro-
gramming, cable is in favor of copyright protection.

My question earlier was this: Let’s assume that we have this wonderful
infrastructure of fiber optics that goes to all the homes. Here's where
the policy consideration comes in. Two weeks ago, our power went out
and was out for a considerable amount of time. If we had had a fiber-
optic telephone system and the copper wires were gone, would my wife
have been able to pick up the telephone and call Northern States Power
Company? The answer is no.

{Laughter.]

Mr. Hubbard: Fiber optics requires 120 volts. When the power goes out,
you lose your fiber-optic telephone. That’s a very serious question.

Mr. Dorros: The answer is yes. She will be able to use the phone. That’s
one of the things that we—

Ms. Dennis: But when, Irwin?
Mr. Dorros: The way you use a phone today is that the telephone com-

pany sends the power from its central office to the telephone. That’s not
the only way to be able to use the phone when the power fails.
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Mr. Hubbard: I want to ask you how the power is going to come. And
I've talked to a lot of people who are pushing fiber optics and have yet
to have anybody tell me how today a fiber-optic telephone can be pow-
ered if the Northern States Power goes down where I live.

Mr. Dorros: With a battery.
Mr. Hubbard: With a 120-volt battery? That’s a big battery.

Mr. Shooshan: The debate is becoming one of economics and tech-
nology, and the conference is one of public policy. The question is, What
_public policy framework should we have?

Mr. Hubbard: I submit that if people are going to do a lot of telephone
service during times of emergency, then that’s an important public
policy consideration.

Mr. Sie: He's right.

Mr. Shooshan: So we should stop telephone companies from getting into
fiber because there’s a problem.

Mr. Hubbard: We should stop telephone companies from getting into
fiber using the rate base when people don’t want it.

Mr. Dorros: We should stop Stanley Hubbard from making assertions
about what technology makes possible without his knowing what he's
talking about.

[Laughter.] [Applause.]

Mr. Williams: I'm Fred Williams. I usually work at the University of
Texas. Right now I'm on leave at Columbia University.

I'd like to do what Professor Dordick said about talking a little bit more
about infrastructure issues and a little less of your ax-grinding in your
particular areas.

I think that a real important infrastructure issue that we have right
today is use of telecommunications in public school education. In a
couple of the large-scale research projects that we’ve had that looked at
the schools and their use of telecommunications, we saw the growth of
this use of interactive television classrooms. That’s an infrastructure
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issue, a real one, an item that schools need, and they find it very, very
difficult because all the current regulations and laws fly in the face of
fibering schools.

For example, a school district may go to the local phone company with
the big issue of whether this is going to be reflected in the rate base or
not and whether it has to go to the puc (public utility commission), and a
whole bunch of new things have to be thought out. If you're dealing
with a local exchange company and that education network is going to
cost a LATA (local access transport area), then say good-bye to the local
exchange company. It doesn’t want the hassle of all that.

In a case we're looking at in Bergen County, New Jersey, they first went
to the cable companies to wire Bergen County and the cable companies
accused them of not knowing what they were talking about and not
knowing what business they were in, had absolutely no thoughts that
anything like that would ever work. Finally, Bergen County was able to
strike a deal with New Jersey Bell.

Here’s a case where our schools are hurting in this country. There are
plenty of good demonstration products on-line, like the one in Minne-
sota, the ones coming up in New Jersey, and one that we’re working on
in Texas, which demonstrated that a telecommunications infrastructure
with certain specifications—Ilike somebody called for here—can very
much benefit education.

We have examples where current policy doesn’t serve this. Current
policy flies in the face of this. I wonder if any of you could address some
solutions to this.

Mr. Sie: I think that there are a lot of things that the school system can
do before putting fiber in the schools. A company that I've been
involved with is called the Discovery Channel. We've provided interac-
tive disk programming so that the Discovery Channel programming can
be used in the schools with their curricula. But try to get the school
interested in that. There are so many available tools today that the
schools could use. We have a much broader issue of teacher resistance
and a question of budgets.

Mr. Williams: I'm talking about schools that want this, have the plans

laid out, and are trying to build it. Why don’t you just dump all that
other baggage for a moment? I agree with you on that. I'm talking about
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schools that want to have interactive television classrooms and have a
good plan. Current telecommunications policy makes it very difficult.

Ms. Dennis: Maybe you should talk to John afterwards, because he has
a very good program with Discovery. I've actually seen it.

What I'd like to do now, in the few minutes remaining, is to ask each
panelist to spend 1 minute describing as succinctly as possible and in as
detailed a fashion as possible what policy the government currently has
in place that you think should be changed or what new policy you would
have the government implement to enhance our communications
infrastructure.

Mr. Shooshan: One per customer.
Ms. Dennis: Yes, that's right. I'll start with Michael at that end.

Mr. Nelson: Well, I'm a little biased. The first thing that government
should do is to pass the bill I've been working on for 3 years because the
NREN does help provide the infrastructure needed for research and more
importantly for education, and would provide a demonstration of what
gigabit networks can do.

I'm not on the Communications Subcommittee, so I wouldn’t presume to
tell that Subcommittee, the Congress, and the FCC how to make telecom-
munications policy. We need a policy. But clearly we need to understand
what we’re doing here, and we need to really decide on who is going to
do what. For the last 5 years, we haven’t done so.

Ms. Dennis: What do you think the policy should be, Michael?

Mr. Nelson: Again, I'm not on the Communications Subcommittee, but I
think that we need to understand what the “Baby Bells”’ are going to be
doing in this whole thing. We need to understand how to resolve the
debate between TELCOS (telephone companies) and the cable companies.
We really have to decide what different sectors of the industry can do
and make it clear that that is going to be the policy for the foreseeable
future. Right now, there is so much uncertainty, as you mentioned, that
people who want to get networked can’t get networked. It’s a very frus-
trating situation.

I see this as a Science Subcommittee staffer seeing individual schools
working through the regulatory hassles. It’s clear that we need to do
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something. The Commerce Committee in the Senate is moving this year
to seriously examine these problems, make some policy here, and really
do something useful. I think that we're in pretty good shape that way.

It’s not going to be easy, but at least there is movement. Every year, the
Commerce Committee sits down and sets out its goals for the Congress.
The two things at the top of the agenda this year are communications
and aviation. It’s clear that Senator Hollings, Senator Inouye, Senator
Gore, and Senator Burns are all spending a lot of time doing a lot of
work trying to resolve some of these issues. They’re not just sitting
around arguing about what the policy should be but rather are just
making policy and laying it out for the next 5 to 10 years so that we can
take advantage of these technologies.

Ms. Dennis: Thank you, Michael. George?

Mr. Vradenburg: I think that if there was one thing that I would ask the
federal government to do, it would be to retreat to public policy issues
rather than tinker with regulations over what it sees as particular inter-
stitial problems.

This country, in the 1930s, decided on a communications infrastruc-
ture-—I'm now speaking of video—a broadcast communications infra-
structure that has been built first in radio and then in broadcast
television, which is flexible and has multiple uses. It’s flexible because it
serves both an advertising engine, which, in fact, drives the American
economy, domestically and worldwide; it supports a worldwide news-
gathering media, which, in fact, informs and educates the American
public; and it is socially supportive of all Americans.

There has been a public policy drift in this community to be fascinated
first with cable and now with fiber to the home because of the supposed
wonders of the technology. Cable does not serve all Americans, and with
increasing racial and ethnic diversity in this country and with the
increasing inequality in this country, we need a communications infra-
structure in the areas of news, entertainment, and sports that will serve
all Americans at an affordable price. The price affordable to them is
simply the cost of watching the commercial and watching it with a very
low-cost television set.

So if I were to ask the federal government to do something, I would say
to pull back; forget about this great fascination with technology; and

Page 38 GAO/IMTEC91-562B Communications Policy: Panelists’ Remarks



Panel 1:
Communications Infrastracture

focus on the broad, overarching public policy goals of serving all Ameri-
cans with news, entertainment, and sports.

Mr. Shooshan: Name one policy that you would either change or that
you would adopt to advance that goal.

Mr. Vradenburg: The chain broadcasting rules. The perspective of the
chain broadcasting rules was that the broadcast medium had to be regu-
lated and had to be forced to give up some of its product and some of its
strength in order to support the growth of its competitors. Now that its
competitors are fully formed, growing, and strong—

Mr. Shooshan: Are you talking about cable networks in particular?

Mr. Vradenburg: Cable networks, cable systems, and now the satellite
carriers to rural areas and DBS. The broadcast system has been asked—
and indeed by law required—to give up a good deal of its exclusivity
and its economic strength in order to support the growth of its competi-
tors. Now is the time to permit the broadcast industry to fight on its
own footing and not have to give up its product to others.

Mr. Shooshan: Thank you.
Ms. Dennis: Carl?

Mr. Cargill: We were asked to look at change or new regulations. I
would request a new—and it’s possibly idealistic—but to move from a
communications infrastructure to an information understanding, which
would require some form of long-range plans, some knowledge about
how information is used. Get rid of the fascination with technology
moving to needs and goals; let the technology supply what the func-
tional requirements are; understand how information is used, how
people can use it, how people will use it, and how to use and teach it.

I think that one of the early comments was that this was a social-cul-
tural concept. You're dealing with a social-cultural concept here. You're
not dealing with specific technology but rather the redoing of an Amer-
ican society to make it an information society. That’s what the infra-
structure supports. It’s not something that you're going to do by putting
neat cables into everyone’s house. You're looking at what people need
from information, what people want, and what America must have.
That requires a very long-term social-cultural change, which I thought is
the long-term ramification of policy.
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You're looking at how to change information into knowledge. You do
that in any of a multiplicity of ways, depending on what the respon-
dents need. But the basic thing is to start to emphasize the long-range
plan, let the technology fall where it is—and because I have my bias in
standards—and somehow get involved more—this is going to bother
Jim Burrows—more directly, more completely in the standardization
process, and possibly from a stronger national position. They need to
create a strong national position to enable the people that participate in
standards to begin to do some planning.

Ms. Dennis: Well, not quite an exact policy, but some goals articulated
there. Jan?

Mr. Suwinski: I'm going to make my comments in the context of a long-
range race that we're in. We're in an economic race with other countries.

Ms. Dennis: Do you think we’re ahead or behind?

Mr. Suwinski: That'’s a complex question. If I'm going to use 1 minute—
Ms. Dennis: Can we give him 2 minutes?

Mr. Shooshan: We’'ll have to stay for the next panel.

Ms. Dennis: That’s right.
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Jan H. Suwinski

Mr. Suwinski: We are in a race, and one of the facts of life is that the
amount of information that we have to deal with in running that race
doubles every year. The winner in this race is going to be the society, the
organization, or the individual that can move and manage that informa-
tion to a competitive advantage. This is where the infrastructure comes
in.

Then the policy question is, How do you determine what this infrastruc-
ture should look like? I think that there are two ways to do this. First,
government can mandate it and say that this is what it’s going to look
like and that everybody must build to these standards, or we can let the
marketplace and all the creative people working on it determine what is
best suited to our needs. I favor the latter. The reason I favor the latter
is what was pointed out this morning. No one can predict exactly what
is going to happen to the technology. Also, no one can predict exactly
what needs we will have 5 years from now or 10 years from now, and to
have some sort of a mandated blueprint, I think, would be a mistake.

Let me just give you an example. Someone said earlier that if you had all
this whiz-bang technology or capability in the home, people wouldn’t
know what to do with it. If your conclusion, therefore, is that we
shouldn’t try or that we shouldn’t make it available, I think it’s the
wrong conclusion. Today, there are 35 million people in this country
that work at home, and that number is growing every year. Those
people don’t just do their home budgets. They are linked with their
offices, businesses, and so forth. A lot of them run small businesses.
These people need the infrastructure to participate in the economic race.

So back to my point: You have two choices on infrastructure. First, you
can mandate it, or two, you can let the market decide. My vote is to let
the market decide because we can’t predict what’s going to happen to
the technology, what people want, and what they’re going to use.

Now, regarding specifically what I would change, as has been pointed
out by this gentleman, there are certain obstacles now to people’s partic-
ipating in providing new services. Specifically, telephone companies
cannot provide information services and video services and cable com-
panies cannot provide voice services. I would start by examining those
two sets of regulations and allowing more competition than the provi-
sion of —

Ms. Dennis: So you would remove those two restrictions?
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Mr. Suwinski: Yes, I would.
Ms. Dennis: Kenneth?

Mr. Phillips: I'd like to make one final point, coming back to this eco-
nomic race. We can debate this question in panels like this now, next
year, the year after, and the year after, but I just want to be sure that
everybody knows that the Japanese, who are one of our main competi-
tors in this race, have already decided that they are going to have a
nationwide broadband network for their people to use in this race and
are starting to deploy it.

I now just want to hit on a couple of areas in direct response to your
question concerning what policy initiatives are required to bring about
the type of change and that I think there’s an underlying agreement in
favor of here, despite certain short-term differences based on industries
and things of that sort. Some of these areas we haven’t had time to talk
about. So they may seem a bit out of context.

The first, which seems very boring but is very important indeed, is that
the government should establish a realistic set of guidelines with respect
to depreciation and tax on the regulated side of the telecommunications
industry. If you were to walk into the Irs (Internal Revenue Service)
today and ask to see a depreciation schedule for common equipment, as
we did a few months ago, it would produce a list that refers to 800 ohm
loading coils, relays, and the rest of this sort of antiquated approach to
the telecommunications technology and infrastructure.

Until that policy is set straight with respect to the dissolution of bound-
aries between computing and telecommunications, very basic issues,
we're not going to see sufficient incentives presented to local telephone
companies to make the sort of changes that were today discussed
regardless of whether you buy off on whether fiber should be in the
home or any of these other issues.

Another issue that we haven’t touched on that’s very important is to
study privacy. What do we do with information about the use of infor-
mation, what I call meta-information? Today the banks have relation-
ships with one in five Americans. AT&T has launched a credit card, that
for the first time links the patterns of purchasing behavior of American
citizens with the telephone numbers they dial. That credit card has both
a Visa number and an RAO code.
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Who owns that information? Who has rights of access to it? What sort of
contractual privacy commitments exist when you obtain telephone to
service? Who has access to the credit information supplied to the tele-
phone company at the time you obtained telephone service and likewise
for financial institutions, when you apply for credit?

These are issues that are going to have to be addressed. In my admit-
tedly random walk through federal regulatory agencies, all of them have
said not to ask those questions because they are not within their juris-
diction under the CFrs (Code of Federal Regulations). We need to define
whose jurisdiction these questions are under and what the policy impli-
cations are.

I would remind you that history informs that the origin of the data pro-
tection laws stem from the Second World War, the fact that the Germans
routinely went into telephone central offices and looked at the little slips
for long-distance telephone calls. If you called places that they didn’t
particularly approve of, you suddenly vanished in the middle of the
night. 'm not suggesting that this is about to happen here, but I am sug-
gesting that the value of this information is enormous, and we need to
have clear policy on what you do with it before we implement the tech-
nology that generates it.

Ms. Dennis: Okay, Ken, I'm going to cut you off there because we need
to move on and get the policy proposals from others. Thank you.

Mr. Mosco: Let me say that it’s not simply a question of deciding
between an intrusive government and a benign market. Markets belong
to those who have market power. In the state of concentration of the
information and communications industries today, we need to recognize
that the market itself can be enormously intrusive and selective.

Consequently, there is an important role for the government. In addi-
tion, it’s not a question of whether government will or will not inter-
vene. It will intervene. It has, it continues to, and it will. The question is,
How will it intervene? Will it intervene by simply laying on old social
policies on new problems? For example, this would include old welfare
programs, as | described earlier, or old laws and regulations regarding
industry structure. I refer here to applying laws that essentially permit
some of the most advanced companies in our industries to develop the
infrastructures of other countries and not that of the United States.

Ms. Dennis: Do you have a specific policy in mind?
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Mr. Mosco: There is an implication of a policy in what I just said. I
thought you would understand that. I think that there’s also a problem,
though, in asking about specific policies because that essentially
assumes that one can introduce a specific solution and not get on with
the broad sociocultural transformation that one of our earlier speakers
referred to.

How do we go about doing that? Frankly, I think that we can’t do that at
the FcC because it’s essentially involved in resolving intra-industry dis-
putes. You can’t do it at NTIA (National Telecommunications and Infor-
mation Administration) because NTIA is located in the Department of
Commerce and is involved in commerce and market-based decisions. It
cannot institute the broad-based debate that is required to educate
people about information issues and to involve our other institutions in
society.

Perhaps if I'm calling for anything at this level—and I recognize full
well that this has been proposed many times before—it is that we need
to establish a Department of Communications at the federal level and
encourage similar developments at the state level to get on with the bus-
iness of education, to deal with the needs of an information age and
resolve the debate about what those needs ought to be so that we simply
don’t relegate important decisions about our social and cultural future to
the marketplace.

Ms. Dennis: Professor Mosco, thank you. Irwin?

Mr. Dorros: We chose competition over monopoly over the last 10 or 20
years, and I think that this was a good choice. There is more choice now,
and there are a lot of benefits of competition.

On the other hand, the vestiges of regulation and monopoly are inhib-
iting us from doing things like investing in this infrastructure that we've
been talking about. My recommendation to the government is to con-
tinue on an accelerated basis toward changing those regulatory and legal
restraints on full-fledged competition. What that means is regulatory
reform for the carriers in my industry; antitrust reform that allows por-
tions of the industry to work together for an end-to-end success on the
part of users; and MFJ (Modified Final Judgement) reforms since they
were conceived in another era.

Those would then encourage investment on the part of those that were
willing to invest, instead of taking their investment overseas as they are

Page 44 GAO/IMTEC91-52B Communications Policy: Panelists’' Remarks



Panel 1:
Communications Infrastructure

doing instead because of the constraints that they have. In the rest of
the industry, we should also continue to open up markets. Cable should
be able to provide telephone, and telephone should be able to provide
cable in any way that the market dictates—the same with DBS and the
same with broadcast—so that whatever regulations or legal constraints
there are today ought to be thought out carefully as to whether they're
protectionist.

What we ought to have is enabling legislation and enabling rules in an
enabling atmosphere rather than a protectionist atmosphere if we're
really going to achieve the benefits of competition.

Ms. Dennis: Stan?

Mr. Hubbard: Yes, | am a great believer in a free marketplace, and 1 do
think that we have a marvelous communications infrastructure in this
country. I also think that the policies of the U.S. government, for the
most part, are adequate and right in place. We have a wonderful tele-
phone system, a wonderful over-the-air television system, a wonderful
radio broadcasting system, and a wonderful cable television system, and
we'’re soon going to a direct broadcast satellite system. All this was
brought about by free enterprise and letting the marketplace work.

I think that it is, however, important that the government see to it that
there not be any kind of interference with important emergency services
that are needed by the people. As I said, if a telephone goes out and you
have a fiber-optic line, you have to have some kind of 120-volt backup.
That may be batteries, as has been said, but I think it’s important for the
U.S. government to say, if we're going to put in that kind of system, who
it is that will pay for the batteries and what it will cost, because it’s
important for people to be able to pick up their phones, dial 911, and get
help when they need help.

Ms. Dennis: So instead of Minitels, the government should distribute
batteries?

Mr. Hubbard: I'm not saying that it should distribute batteries. I think
that you’d better look at the cost. I think that this becomes public policy.

Ms. Dennis: I'm just trying to get to what specific policy you're refer-
ring to.
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Mr. Hubbard: My policy is that the government should make sure that

what we have in the way of a 911 hookup is not taken away because the
telephone companies want to get into the video business.

Now, in terms of fiber optics, I think that it’s wonderful. I think that
businesses should be connected, as they are now, by fiber optics; I think
that schools should be connected by fiber optics, and I think that gov-
ernment policy ought to encourage that. If fiber optics is to be sent into
the home, the telephone companies could do that right today. The tele-
phone companies will not do that today because the only reason that
people would pay for fiber optics is that it was required in order to get
news, entertainment, and television programming. I think it’s obscene to
think that the government of the United States ought to let the tele-
phone companies, with their subsidized rate base, get into the television
business. That’s really what we're talking about here. So fiber optics,
yes. Telephone companies into the television business, no.

Ms. Dennis: John, you have the last word.

Mr. Sie: First, I want to thank my colleague, Stanley Hubbard, who is
usually fighting against me. I'm glad you are on my side today.

[Laughter.]

I would like to just make some comments. The whole bottom-line issue
seems to be—after we take away all the euphemisms and discussions—
whether Irwin’s vision of a totally deregulated marketplace means fiber
to the home by the TELCOS and accelerated depreciation by the TELCOS so
that they can increase their revenues because they are a guaranteed rate
of return business. Does that make sense?

I want to caution that I've never seen such a good promotional job done
by the TELCOs and the technocrats—1I happen to be a technocrat, so I
know—regarding the intoxication with fiber to the home. All I've asked
in the last 3 years is that if the telephone companies want to have fiber
in the home, very simply as the first step, before we make these big
tectonic plate shifts and paradigm changes, they should put together a
cogent business plan to show how much it’s going to cost, who's going to
pay for it, what technology will be used, and whatever assumption they
want to use to show that there is a true return on investment to
somebody.
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I think that without that, we should stop discussing telephone compa-
nies getting into the video business, into the video dial tones. Let them
come with a cogent plan first. It could be baseline and it could have all
kinds of assumptions; but it should be integrated and complete. I've
never seen one, because it’s not economical, at least in my opinion. If it’s
economical and it can be shown to be marketplace reality, then at least
its worthwhile discussing the paradigm changes. That’s my first
thought.

Second, I think you ought to be careful—Ilike Stanley said——because all
of the other infrastructures are built on risk capital. The telephone
industry’s infrastructure is built on guaranteed rate of returns, and
there is a big difference.

Third, please don't be scared by the Japanese. I just heard what Ken
said about Japan’s already deciding to provide broad-based systems to
all of its homes. That’'s poppycock. NTT (Nippon Telegraph and Tele-
phone) has suffered such loss that it is probably delaying any decision
for fiber to the home. In the next 5 years, it will go through a big study
program. NTT is going to privatize; its earnings are so bad that its equity
loss is seriously limiting its access to funds. This country did the same
thing in 1988 on upTv. We said that we had to jump on the bandwagon
and get a production standard for HDTV because by 1990 and 1991 these
videodisc and videocassette HDTV players are going to come and we have
no defense.

I'm just saying that Americans are very innovative. The United States
has a lot of good technology, and it is market responsive. I think the
government should stay out of defining which segment should have
what technology because technology is neutral.

Ms. Dennis: I hope you’ll stick around for the global competition panel
that follows.
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Mr. Shooshan: One of the things that was mentioned by Jan Suwinski of
Corning in the last panel was that the debate that’s taking place here in
this country, he felt should not take place in a vacuum but that we
really need to understand that there are things going on in the rest of
the world that have implications for how fast we move ahead with
developing our infrastructure here at home,

I alluded earlier to the fact that Bill Davidson has looked at this issue
and has studied the state of telecommunications infrastructure here in
the United States and also abroad. Bill, are we ahead of or behind the
rest of the world, and why should that matter?

Mr. Davidson: Thanks, Chip. I'm kind of used to stepping up and
painting the bull’s-eye on my face to start these kind of sessions.

{Laughter.]
Mr. Shooshan: It becomes you so.

[Laughter.]

William H. Davidson

Mr. Davidson: Thank you. Chip, I want to repeat a couple of statements
that might be relevant in reference to your question. First, we have the
best telecommunications system in the world, we always have, and we
always will. Second, the lack of a dynamic information services industry
in the United States is a demand failure, not a supply failure. And third,
don’t worry about the Japanese; they're not a problem.

I've heard those things—and I heard one of them again this morning—
repeated time and again in sessions like this.

Mr. Shooshan: You scared me for a minute. I thought you were
changing your mind because of the way you stated all that.

[Laughter.]

Mr. Davidson: No, I'm really repeating some of the statements that I've
heard in sessions like this for several years in the United States and
elsewhere. I must say that it gives me great cause for concern. In our
review of the status of the U.S. telecommunications infrastructure, we
found some great cause for concern.
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In many of the areas that we might use to reflect the level of sophistica-
tion of the public telecommunications network, the United States
already trails a number of foreign countries. Based on the projections
that we were able to secure from carriers in a dozen different countries,
we will lag behind virtually all of those other nations in almost every
indicator of public network sophistication by 1994. There is great cause
for concern, and I'll be glad to go into that in more detail if you would
like.

Ms. Dennis: Would you give us some specific indicators?

Mr. Davidson: Certainly. I think that some of the most-straightforward
indicators would be, for example, the level of network digitalization, the
percentage of access lines served by digital technologies, and deploy-
ment of signaling system 7; services would be another good example and
variety of specific information services as well.

Ms. Dennis: And what countries are ahead in, e.g., digitalization?

Mr. Davidson: Well, we need look no further than Canada for starters.
In fact, in most, if not all, indicators, Canada shows today a higher level
of sophistication than we do in the United States. France has been well
noted. I think Sweden is another nation we might look at. Even the
United Kingdom, which has tremendous momentum at present, shows
superior numbers in a number of different areas and much greater pro-
gress than we’re showing as well.

As long as I have the floor, there’s another indicator that we might look
at as well. There’s a premise that 1 would like to put out to you as some-
thing to ponder. Given technological trends in this industry, the last
dollar you invested is the best dollar you've invested. The power per
dollar of investment has been rising steadily as technological capabilities
have improved. Therefore, spending levels are a very important indi-
cator of our progress in building a modern infrastructure.

In each of the nations we looked at, we saw dramatic increases in
spending, while network investment in the United States has declined
for 4 consecutive years and will decline again this year, given all current
indicators. That’s another cause for concern.

Mr. Shooshan: All right. I sense from things that I've read of yours,
Leland, and heard in the past that you might take a somewhat different
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view of where we are today than Bill. Do you want to comment on what
you just heard and add to it in any way?

Mr. Johnson: Thank you, Chip. I do disagree with some of what Bill has
said or at least how one would interpret what he said.

When we look at net investment annually, we have to ask what we
include in investment. Are we looking only at the carriers that report to
the rcc? That's a very important reference volume, to be sure, but one
that certainly does not capture the full range of investments relevant to
our concerns today.

In the United States, we have companies investing a good deal in tele-
communications infrastructure that don’t get reported by the rcc. 1
would guess that there is much more activity by private companies in
the United States than there is in other countries. If one were to include
that, one would see a somewhat different trend in overall investment
activity of the sort that’s directly relevant to our concerns today.

Third—

Mr. Shooshan: Let me stop you at that point and go back to Bill
Davidson. Bill, in your analysis did you look at private networks in
other countries and the extent to which they were being developed?

Mr. Davidson: We certainly tried. It’s very difficult to do. I would just
very quickly suggest that Leland makes a very important point. My
guess is that investment in private facilities is probably roughly equal to
investment in public facilities each year in the United States. The only
nation, in my opinion, that rivals that in terms of the level of spending is
Japan. There is a substantial amount of private investment in what they
call semipublic facilities. That would perhaps be the only other country
that would rival us in that regard.

I would also ask why we’re seeing this level of investment in private
facilities.

Mr. Shooshan: I interrupted Leland. Let me go back to you with your
third point.

Mr. Johnson: My third point is that I have recently purchased a pc for

use at home. I will soon put in a modem, and I will be connected into the
mainframe at RAND Corporation. This is a very typical procedure.
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Indeed, a large number of staff members at RAND Corporation have
exactly the system that I'm now putting in.

My question is this, Does my investment in this pc get included?
Mr. Davidson: In numbers that I'm looking at, no.

Mr. Johnson: Well, let me suggest that that investment in providing a
person’s home with an enormous capability to receive, store, and pro-
cess data and to send it back to company headquarters, or indeed to
send files anywhere around the world, is an enormous step forward. To
neglect that investment is a serious shortcoming of any analysis that
seeks to look at how the United States stands relative to other countries.

I would conjecture—though I've not seen good data—that if we took
into account the investments that people are making in their workplaces
or at home in PC terminals, then again the United States would show
very favorable figures relative to what we see elsewhere.

Mr. Shooshan: Bill, would you like to come back to that?

Mr. Davidson: [ would love to have that information, and I certainly
agree with the premise that we want to look at all sources of investment
in infrastructure. I would have to ask several questions about the effi-
ciency of some of these patterns, however, given the levels of redun-
dancy that we see in the United States and the problems of connectivity.
I would also raise the question to Leland as to what type of communica-
tion linkage he expects to have to his home so that he might be able to
use his PC to connect to other individuals in his own organization and
around the world. That’s an issue that jumps right back to where we
started.

Ms. Cornell: Could I jump in here?
Mr. Shooshan: Sure, Diane.

Ms. Cornell: To some extent, I agree with Bill. I think that we do need to
look at the public switched network from a public policy standpoint, and
the rcc has been looking at information on, for example, signaling
system capability, digitalization-—and some of the trends are beginning
to level off a bit, as Bill has said. There are various reasons for this.
Some have argued regulatory restrictions or whatever. But it is an issue
of concern, I do think that some of the other countries have been able to
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leapfrog us, in a sense, because they started at a much lower base than
the United States. But it is still an issue of great concern to the rcc.

You can look at private networks all you want. I think that that’s also
very important. But I think that the interconnectivity provided by the
public switched network is something that from a public policy stand-
point, we have to really pay attention to.

Mr. Shooshan: Does that stimulate additional comments? We’'ll keep
moving along this line, if we can. Ken?

Kenneth W. Bleakley

Mr. Bleakley: Let me pick on this because I think that a strict compar-
ison of structure with structure or the infrastructure of the United
States with that of the other industrialized nations may miss the funda-
mental trend that’s taking place when we talk about globalization. That
is, as long as our resources are more than adequate to do what has to be
done for the infrastructure, a lot of these questions are resolved in a
globalized market.

To answer the question of who’s ahead and who’s behind, you really

have to get to the heart of U.S. competitiveness in terms of goods and
services in this global market and not simply compare infrastructure

with infrastructure.

I think that the impression is that we're beginning to move out again in
terms of our global competitiveness, but there are three things that I
would note that are inhibiting it.

First is a subject that was raised by your earlier panel: standards. We
see that the European Telecommunications Standards Institute, coming
right out of the Ec (European Community) and dominated by public
sector PTTs (postal, telegraph, and telephone authority) has a much more
coherent way of approaching this issue than does the rather fragmented
system in the United States.

The second element that you see hitting us time and time again is simply
one of presence. The Europeans and the Japanese, for their own rea-
sons, have had to move out very rapidly in terms of establishing their
commercial presence in the rest of the world. We’ve been much slower at
that. You notice that day in and day out, where we're not on the scene or
haven’t been to the degree that some of our competitors are.
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The third is finance, our inability sometimes, when we have competed
on every other technical basis, to be able to deliver the finished product
because we can’t put together as attractive a financial package.

I think that those three things overlay the question of a strict compar-
ison of infrastructure with infrastructure.

Mr. Shooshan: Henry, go ahead.

Mr. Geller: I'm not arguing that it isn’t important to look and see that
we don’t fall behind. It is global competition, but the fact is that the
United States tried to get in this century the best possible telecommuni-
cations structure it could because it was important to the nation. We
should continue to do so regardless of what is happening globally. I
would add to the list that it seems to me that means that if you want
those efficiencies, if you want the contribution to quality of life, you
have to stop giving off false economic signals. You can’t run significant
subsidy schemes. And we still do both in the interstate and particularly
in the intrastate.

I think that you have to rationalize prices there. Once you do that, you
can get to true open network architecture. It’s inhibited now by what
effect it has on local pricing. If you get to true unbundling of the trans-
port and the switch, you again stimulate competition and you get a lot of
efficiency. This is important, not only in global competition but also to
the nation.

We also inhibit competition and suppress competition. That’s not good if
you want to get efficiency. This is so in the Modified Final Judgement.
We also suppress competition, such as from the cable companies.

Finally, the most important matter is economic depreciation. I'm getting
back to what Bill Davidson said in the last hour. You're not going to wait
and use electromechanical switches; you're going to allow carriers to
move as fast as possible to digital switches. And that raises an issue
when we get to fiber.

Mr. Shooshan: Let me read a—
Ms. Dennis: Before you go on, I'd like to get back to the basic question
again. We've made some assumptions here thus far that there is a link

between telecommunications and competitiveness. I would like the pan-
elists to address how important they really think telecommunications is
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to our country’s being more competitive. Why is it more important in
education, having an educated work force, the state of our national eco-
nomic health, for example—where would you rank, on a scale of 1 to 10,
the importance of our telecommunications infrastructure as opposed to
a lot of other issues that could be addressed in terms of our ability to
compete abroad?

Mr. Shooshan: Kent?

Mr. Foster: I think that most of us grew up in a period in our country
where our telecommunications was so much superior to that of the rest
of the world that we really don’t understand the power it has. Some-
times, if you look at other countries, you begin to see the enormous
impact that the absence of world-class communications has. For
example, in Chile, the leading export product used to be copper. Right
now, I think that it’s fruits and vegetables. The reason for that was the
penetration of the public switched network out to the countryside so
that the farmers could access markets in Europe and the United States.

So we unfortunately have not had the experience. The reason I say
“unfortunately” is that we don’t understand the impact of what getting
behind could mean.

I think that there is a real question as to why the gap has narrowed
between the United States and Europe and Japan and other places, even
Singapore. It could be that they were so far behind that it was very easy
for them to close the gap by making a limited investment, while we con-
tinued to increase that gap.

But I think that Bill Davidson made a very, very important comment
when he said that the power of the last dollar invested is enormous. I
think we are going to learn the consequences of that, but we are going to
do it when we realize that our society has been disadvantaged because
those like me who have had some minor responsibility for developing
the public switched network are going to turn over a network to suc-
ceeding generations that is not going to be two decades ahead but may,
in fact, be behind. I think that our thrust ought to be how we keep this
leading edge as opposed to falling behind other countries.

Mr. Shooshan: Let me explore a point because it's been made several

times now by you and previously by Diane. It’s implicit in the debate
between Bill and Leland.
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People keep talking about the importance of the public switched net-
work, yet the observation has been made that if the innovation is occur-
ring in the United States because of our more-procompetitive open
market in private networks and terminal equipment, why should we
care? Why is the extent to which the public switched network does all
these things important, Kent?

Mr. Foster: | think that all the networks are important. But one asset
we had better watch very, very carefully is the public switched
network.

Mr. Shooshan: Why?

Kent B. Foster

Mr. Foster: Because the ultimate effectiveness of all the networks is
directly related to how effective the public switched network is. For
example, the private networks and those like my corporation has are
effective only if ultimately they can interconnect with the rest of the
world. They will serve us as a company to a certain degree, but ulti-
mately we're not going to be any more effective in our ability to commu-
nicate with everybody else in this country.

People who are trying to sell products and services, like 1BM and West-
inghouse and Proctor and Gamble, are not selling just to major corpora-
tions. They are trying to access the entire country. I'm afraid also that
the gap between *“‘the haves” and the “have nots” is going to increase as
major corporations and major centers develop very sophisticated com-
munications and the rest of the country then becomes disadvantaged. So
rather than the whole country’s being advantaged by a rising tide, cer-
tain boats are being lifted as opposed to the whole infrastructure. I
think it’s a grave danger.

Mr. Shooshan: Leland, do you want to comment on that?

Mr. Johnson: Yes. I think that Kent is exactly right. We certainly need
to be concerned about the future of the switched network. When I put in
my modem at home, I'm going to be using that network. It’s of critical
importance.

But there are two things at work here. First is the question of overall
investment in the United States as compared with investment elsewhere.
Here one must take into account the other components of investment,
going beyond just the investments of common carriers. Second, one must
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focus on the growth and the evolution of the public network. Here we
have questions of whether traffic is rising annually at a healthy rate for
public switched service. Are investments sufficient to provide public
service, quite aside from what the Japanese are doing, in terms of the
United States—how well are we doing? And then, what public policy
issues need to be confronted?

One might advocate more rapid depreciation. That would be a straight-
forward policy recommendation.

Mr. Shooshan: And somebody just did, I think.

Mr. Johnson: That might be a suitable policy option to consider. It’s not
the question of neglecting the public switched network in favor of pri-
vate networks or people’s putting pPCs into their homes, because these
other networks obviously depend very critically on the switched net-
work. The question is what we focus on in terms of deciding about
answers to important public policy issues, things like accelerated depre-
ciation, for example.

Mr. Shooshan: Bill, did you want to say something?

Mr. Davidson: Yes. To go back to the question that Patricia asked, I
believe that competitiveness really is the central issue facing the United
States in this era. I also believe that our information infrastructure is
the key, the single most important element in our competitiveness equa-
tion. I think that the ability to manage and move information at the
leading edge is central to future competitiveness.

For proof of that assertion, I would point to just exactly the investments
now being made in private networks. The organizations making those
investments completely understand the importance of information man-
agement and movement. That’s why they’re investing these funds in pri-
vate infrastructure. Is that good? Is that the solution to our
competitiveness equation?

Mr. Shooshan: While the thought is fresh, let’s let Leland comment on
that.

Mr. Johnson: Well, I immediately have to express misgivings about
what seems to be an exaggeration here. It’s not obvious that information
of the sort discussed here is the most important thing in determining
competitiveness. Lots of things are important, as brought out before.
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How important is education? How important is transportation? There
are lots of things that determine the competitiveness of nations.

Mr. Davidson: You needn’t lecture me on that topic, Doctor Johnson.

Mr. Shooshan: But, I think, we would all agree that it is an important
factor. We need to know what kind of public policy we should have.
What we all should focus on, it seems to me, is not whether the Japanese
are ahead of us or behind us today or whether the French are ahead of
us or behind us today, but where we’re going to be at the end of this
decade and what kind of planning process and what kind of public
policy process we have in place to get us to that point by the end of this
decade.

Henry?

Henry Geller

Mr. Geller: | just want to add to the private network discussion. I think
that it’s a strength of the United States that large companies can decide
to gain a number of efficiencies that you hear of by doing that. The only
point I make—and it is a public policy one—is that they ought to enter
because they decide that it’s in their best interest to do it and not
because they're trying to get around some stupid public policy as to sub-
sidies. That is the false economic signal that I talked about. I think that
public policy not only ought to do accelerated depreciation, but should
also make sure that the public switched network, which we all agree is
very important as a bedrock here, is allowed to develop properly. It isn’t
proper, if you run a subsidy scheme in the public network, to let people
escape it by going the private route.

Ms. Dennis: But haven't our policies generally been that if you want it,
then you build it?

Mr. Geller: Yes.
Ms. Dennis: And what does that do for Aunt Minnie?

Mr. Geller: I think that policy ought to continue, but you ought to have
a basic one that says that you build it because you really do gain effi-
ciencies and the nation gains because Citicorp or Proctor and Gamble or
General Motors can operate better with a private one and therefore can
compete better. All I'm saying is that they ought to do it because the
efficiencies are really there and not because government policy says

Page 57 GAOQ/IMTEC-91-52B Communications Policy: Panelists’ Remarks



Panel 2:
Communications Policy, Economic
Development, and Global Competition

that it is going to support the ski resorts and middle-class people. That’s
Kind of a stupid policy. Citicorp then did something not because it’s
more efficient but because it wanted to get around an inefficient govern-
ment policy.

Ms. Dennis: What about small businesses, though, and the medium sized
businesses that can’t afford their own PBXs (private branch exchanges).

Mr. Geller: Again, that’s the importance of the public switched network
and of having accelerated depreciation: to make sure that they have the
most efficient system and to have all kinds of policies that don’t sup-
press competition from the public switched network.

Mr. Shooshan: Henry, let me follow up on that point for just a second.
You suggested several times—this, I think, can illustrate a dilemma for
policymakers—that one thing that you would fix is the pace of regu-
lated depreciation. You would accelerate that somehow?

Mr. Geller: Yes.

Mr. Shooshan: The purpose of that is to get this new technology out
there and to enable companies to make investments that will benefit all
ratepayers.

One of the common arguments, though, that you hear against that policy
is that Aunt Minnie doesn’t want that. The argument is that if you
increase depreciation rates, you may raise current telephone rates.

Mr. Geller: Sure.

Mr. Shooshan: How do you deal with that dilemma? People don’t want
the higher rates today, but they want the wonderful new features in the
future. Wasn’t your acronym PANS?

Ms. Dennis: pors (plain old telephone service).

Mr. Geller: As I said, I think that what you have to do is have the lead-
ership at the federal level, the congressional level, and the state level
that says that this is necessary and that this is very important for effi-
ciencies and for quality of life. And you just can’t do what some con-
sumer groups want: Keep plain old telephone service very cheap. We're
going to have to pay. You'll have to look at how much you're going to
pay and over what time period. The change has to be orderly; it can’t be
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too disruptive. But if you worry that much about Aunt Minnie’s bill,
you're liable to lose the future of her grandson. That’s not a very wise
decision to make.

Mr. Shooshan: So it's an intergenerational trade-off?

Mr. Geller: I'm also saying that not only is this an intergenerational
trade-off but also that right now we’re subsidizing the middle class a
great deal. There is no reason to subsidize the middle class or the rich in
their telephone bills. We don’t do it in electric, we don’t do it in gas, so
why are we doing it here? We ought to target the people who need it.

Mr. Shooshan: Let’s go to Kent.

Mr. Foster: Well, I think that it’s interesting that each month, most of
our customers pay more to their local cable television companies than
they do for local telephone service. So I think that the issue is the will-
ingness of people to spend money for service. I think anybody will tell
you which service is more valuable to them if they lose it. It would defi-
nitely be the access to the world. Cable television is not interconnected
and not interoperable and has no must-carry obligation.

So I think that our nation fully understands the implications of the
public switched network. What I don’t think it understands is the tre-
mendous potential, or lack thereof, that could exist if we don’t evolve
this network in an appropriate way.

I think that in terms of public policy, there are really three issues here.
Should we prohibit companies from doing certain things? Should we
permit them to do certain things? Or should we promote? Some countries
are promoting, like Singapore. I read Bill Davidson’s report very care-
fully. It’s clear there that they see it as a competitive edge for their
economy. In our company right now, [ think, most of us would say that
we have prohibitions against doing certain things.

I think, at least from my perspective, that we have chosen the free mar-
ketplace to drive our nation’s telecommunications system, so at least we
ought to be in a permit mode—not promote or prohibit—but we need to
permit companies to go out and try to serve the market. That’s the way
that I think public policy ought to be shaped.

Mr. Shooshan: Ken, you had a comment to make.
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Mr. Bleakley: Yes, I did. I'm going to take you on. You said that this was
a conference on telecommunications. This is a conference on communica-
tions, not telecommunications. Patricia made the same point in asking
how important infrastructure is.

We're making a big leap here. Communications is obviously, in all that it
implies, essential to national competitiveness and to national welfare
and is becoming more so every day. You almost state those kinds of
assertions without fear of contradiction.

The role that telecommunications—particularly the telecommunications
infrastructure—plays in that is obviously important. I don’t think that
you can make the leap, though, automatically to say that public subsi-
dies in the form of accelerated depreciation, for example, follow natu-
rally until you've made a much closer link between the importance of
the infrastructure itself and the issue of communications in its broadest
dimension.

Mr. Shooshan: Okay. I wanted to go to Charlie on this because NTIA has
had for the last year or so a major proceeding going on infrastructure.
One of the areas that you focused on is the implications of telecommuni-
cations infrastructure for economic development and for service to rural
areas, addressing some of these very points of what the objectives are of
adopting policies along the lines of what Henry has talked about. Can
you elaborate more on this?
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Charles M. Oliver

Mr. Oliver: We have a comprehensive inquiry under way on the tele-
communications infrastructure, and we have received about 10,000
pages worth of comments on it. One of the things that has emerged from
the inquiry is that Aunt Minnie probably needs the telecommunications
infrastructure for things other than calling her sister Mary. About two-
thirds of the output of the telecommunications sector, according to the
latest update of the input and output tables, is supporting business.
People need jobs. They would like to have jobs where they want to live.
So it’s not a question of taking something away from Aunt Minnie and
giving it to business.

On the other hand, nobody that I've talked to in government is thinking
about telling the telecommunications companies to try to equal the
number of ISDN (integrated services digital network) lines or s7 (sig-
naling system 7) hookups compared with some other country. The ques-
tion is not really whether we're behind or whether we’re ahead but
whether there are any artificial impediments to the private sector’s
being able to respond to customer needs in the business and residential
sectors.

Mr. Shooshan: Do you have any tentative conclusions in terms of
answers to that question? Are there impediments?

Mr. Oliver: Yes, we believe that there are substantial impediments at
the state level, in particular, and also at the federal level.

Mr. Shooshan: Could you identify, at least generically, some of the
types of policies that you're talking about there?

Mr. Oliver: I could give a few examples, but the list would go on,
frankly, for a couple of hours.

Mr. Shooshan: I'll settle for a couple of examples.
[Laughter.]

Mr. Oliver: Okay. One example that has already been mentioned is
depreciation policy. When we talk about accelerating depreciation, we're
not talking about subsidizing the development of new technologies but
rather about bringing depreciation schedules more in line with economic
reality. It is, frankly, absurd to have a depreciation schedule that
presumes that someone will be using copper wire for the next 30 years,
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at this point in time. I'm not talking about just clearing the way for fiber
but clearing the way for advanced radio technologies as well.

The whole question of joint cost accounting imposes lots of artificial
constraints on the system. If, for example, both the state and the federal
levels were to adopt a price cap system that said, “Look, guarantee us
that you will be able to provide basic small business and residential ser-
vice for the following inflation adjusted price,” then you wouldn'’t really
have to worry about joint cost accounting. That would free up the tele-
phone companies to provide a lot of advanced services that aren’t avail-
able today.

Mr. Shooshan: That’s a big *“if.” Again, | want to try to get the policy
issues out on the table. To what extent—and I open this question to
anybody—do you think that we should be concerned about the fact that
in the United States, we have a system of regulation with the federal
government regulating some aspects, the state governments other
aspects—and to include our friends in the cable industry—Ilocal govern-
ments in some other aspects? That may well be inevitable. It may be that
politically there is nothing we can do to change it. But is that something
we should be concerned about in dealing with in some fashion?

Mr. Oliver: Chip, I think that this system is like white water canoeing. It
can work quite well, but if you're headed downstream toward a rock in
the middle of a rapid and one paddler wants to go to the left and the
other wants to go to the right, you're going to have a problem. That if
the state governments and the federal government can reach agreement
on some basic goals, I think it could work quite smoothly. It’s not
working smoothly now.

Mr. Shooshan: It’s not working smoothly now?
Mr. Oliver: No.
Mr. Shooshan: Henry?

Mr. Geller: I think it’s a very bad system because there is no federal
captain. I have nothing against the states regulating. I think it’s true to
call them laboratories. They have been ahead of the federal government
in the area of price caps, for example, and it’s very important to let
them experiment. I think that they're better also in the grass roots
aspect, They're closer, and the feds would have a difficult problem
doing a lot of the regulation.
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But the absence of a federal captain makes absolutely no sense at all.
The federal captain could say that CPE (customer premises equipment)
would be deregulated, and that would be a huge plus. It can’t say that
enhanced services, which are the equivalent of CPE, will be deregulated
because of the 1986 Louisiana psc (public service commission) case. |
think that particularly because of the failure of Congress to act here, we
ought to return to preemption the way it was before Louisiana. Before
Louisiana, if the state regulations had effects beyond the state border
that interfered with the full effectuation of a federal policy, the feds
could preempt. Now, you have to find infeasibility, that it renders nuga-
tory the federal policy, which is a much, much harder standard.

I think that it’s very lousy governmental policy. No other nation follows
it. I don’t know what you're going to do to change it, but it’s all wrong.

Mr. Davidson: As you mentioned that, Henry, I was thinking that the
Louisiana precedent has been used by some states to accelerate depreci-
ation beyond the rcc. So it’s not all bad either.

Mr. Geller: But [ want to point out what you could have. Regarding
enhanced service, you have Florida and the District of Columbia making
movements that are very troublesome.

Mr. Davidson: That's correct.

Mr. Geller: The federal government correctly is moving now to free up
the spectrum for personal communications networks. If the state wanted
to frustrate that, it could do so on the critical local level. ONA (open net-
work architecture) in New York is moving better than the Feds on ONaA,
but if the Feds decided finally to do what’s right on ONA, they could be
frustrated again at the state level. I don’t think that this makes sense.
I'm not arguing against state regulation, but I'm arguing for the need of
a federal captain. The Congress has abdicated to such a great extent
that at least the Fcc should be able to preempt the way you can in—

Ms. Dennis: Henry, how would you get there, though? Would you have
the Congress pass a law?

Mr. Geller: I think that the leadership ought to come first of all from the
executive branch; it should point out the enhanced service problem and
go to Congress. I know that’s not politically popular, but I think they
ought to say that this is crazy and that there ought to be an amendment
to section 2(6). The problem is that we're back to the same drawing
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board. The Congress does not act in this field, particularly when the
political pressures come from the other side. But at least the government
ought to point out that this system is not the proper system.

Mr. Shooshan: Diane?

]
f
*

Diane J. Cornell

l |

Ms. Cornell: I basically agree. I'm very sympathetic with a lot of what’s
being said here, but the federal-state issues are very difficult. Let’s take
depreciation as an example. In the federal realm, so to speak, there have
been what have been characterized as fairly generous depreciation poli-
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phone companies didn’t take full advantage of the depreciation amounts
available to them to make capital investments.

So the question is, What kind of things could be done to promote actual
investment to match the depreciation funds available? As you have just
mentioned, some of the states have been adopting more aggressive
depreciation policies.

They’re in a better position, in some ways, to do it because they're a lot
closer to what's going on with their individual telephone companies.
They know where the telephone companies are-—first of all they control
75 percent of the investment, and therefore they are in a lot better posi-
tion than the rcc, for starters. But they have been taking, in some cases,
a very direct role in what kinds of investments, such as Ss-7 or digitaliza-
tion, should be made.

That’s different from oNa, for example, where I think it is more appro-
priate for the rcC perhaps to take a leadership role. But in some situa-
tions, it’s very tough. I do think that depreciation is a very important
factor here, but how you work the federal-state relations is a tough call.

I think that one of the things the FcC has been trying to do is to focus on
a cooperative effort, a lot more education, and a lot more dialogue. I
think it has had a very dramatic effect in the last couple of years on
policies such as depreciation and oNa. The FCC and states are a lot closer
than they were several years ago. I think that’s been very beneficial,

Mr. Geller: I agree with that.
Mr. Shooshan: If the argument about international competitiveness and

the importance of telecommunications as a factor there is so compelling;
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if the concerns about economic development, again, are so compelling;
and the importance of expanding and improving and allowing the public
switched network to evolve, why do we assume somehow that state reg-
ulators are not going to be moved to “‘do the right thing?” I hear the
federal regulators always saying that the state regulators are the
problem. Marta Greytok was here this morning. I wish she were here
right now to get some equal time. Is it divided jurisdiction that’s the
problem?

Mr. Geller: No. I don’t think that either Diane or I can—
Ms. Cornell: It's Aunt Minnie.

Mr. Geller: It is Aunt Minnie, but neither one of us is saying that you
should get rid of state regulation. We agree that states function as labo-
ratories—

Mr. Shooshan: Just when you disagree with it, right?

Mr. Geller: But the problem stems from state regulation that has effects
beyond its borders. Let's take CPE. Suppose North Carolina won that.
You would not have deregulation of CPE, and that has been a huge suc-
cess. Enhanced services are the equivalent of CPE. You can use customer
premises equipment, or you can use enhanced services to do it. Half of
enhanced services are deregulated if it's not a carrier. It makes no sense
to have the regulation of the other half, the carrier-provided enhanced
services. It’s a national issue that the federal policy ought to be able to
control. I don’t think that anybody on this panel would say that the
states ought to be able to regulate enhanced services. Yet they have the
power to do it, and a couple of them are moving to do it when they argue
that enhanced services are intrastate services.

All I'm saying is that there ought to be a federal captain. Every other
nation has a federal captain. In our country, it’s Congress, and Congress
sucks.

Mr. Shooshan: We'll give Chairman Markey equal time at lunch today.
[Laughter.]

Mr. Geller: I deny that I said it.

[Laughter.]
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Mr. Oliver: I just had to mention something in response to something
that Henry said. Janice Obuchowski, my boss, is on record as saying that
state regulation of enhanced services would be a disaster. In fact, she
published a law review urging that the preemption policy be reinstated
either by the Supreme Court or by the Congress. The FcC chose not to
seek certiorari on the 9th Circuit decision, so now it will apparently
have to be Congress.

On the other hand, I think, it’s also correct to say that some of the things
that the states are doing these days are more advanced than what the
federal government is doing. Some of us are looking back to 6 or 8 years
in the past when we were accustomed to the idea that the states were
always sort of lagging behind. Today, in some cases, they're doing things
like deregulating high-capacity fiber-optic circuits.

By contrast, the FCC, even though it recently adopted price caps for the
larger phone companies, says that if you want to reduce prices for high-
capacity fiber-optic lines by more than 5 percent a year, you have to
come in and make a special showing. What if we had imposed a policy
like that on 1BM for computing costs in 1970? I think that in cases like
this, it does us good to have the states act as laboratories for change.

Mr. Shooshan: Bill?

Mr. Davidson: [ was just going to add to that. Given a vacuum in the
federal policy arena, more power to the states is probably a positive

thing. We certainly do seem to have a vacuum at the federal level in

terms of policy in the extended communications area.

There is a general statement—1I think that we’ve heard it several times
this morning-—that the market will solve our problems. That seems to be
our statement of policy. I, for one, think there are some very dangerous
assumptions inherent in that particular perspective. I'd be glad to go on,
but I think that this is an issue that you want to think about.

Mr. Shooshan: Let me read a quote to the panel from Michael Porter’s
recent book, The Competitive Advantage of Nations. This goes to my
question about whether divided jurisdiction is really the problem here.

Porter says—and, again, he’s talking about the issue of how we struc-
ture domestic markets and the implications of that on our international
competitiveness—‘‘Regulation of competition, usually works against the
upgrading of competitive advantage in an economy by stifling rivalry

Page 66 GAO/IMTEC91-52B Communications Policy: Panelists’ Remarks



Panel 2:
Communications Policy, Economic
Development, and Global Competition

and innovation. Without open competition, firms lose dynamism and
become preoccupied with dealing with regulators and protecting what
they have.”

Again, the question to the panel is, to what extent is it a problem, the
very process that we have chosen for dealing with telecommunications
or communications in this country, which is to heavily regulate it and
provide a process that, in fact, competitors can use to hold back tech-
nology and depress rivalrous competition? I might suggest a specific
example. We've had a lot of discussion today about the problems of state
regulators and the need for better depreciation policy. Yet, it's the cable
industry that has been intervening in various depreciation cases at the
state level to try to stymie those changes so as to protect Aunt Minnie. Is
that the concern?

[Laughter.]

Mr. Shooshan: I think that you get the gist of the comment and the
question. Does anybody want in on that? Leland?

Mr. Johnson: I think Porter’s observation is quite perceptive. I think the
appropriate direction is one toward more competition, the reduction and
removal of barriers to entry, wherever we find them—

Mr. Shooshan: Such as?
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Leland L. Johnson

Mr. Johnson: Let’s take the MFJ, the one that’s, in a sense, the most
critical. It would be easy to say that the restrictions should be removed.
There is a lot to be said in favor of doing so. There is only one potential
downside, one that keeps coming back to me as a legitimate concern, and
that is cross-subsidization—the problem posed for the monopoly rate-
payer, who, in principle, could be threatened if the firm were to go into
competitive markets and to cross-subsidize.

An appropriate solution to that problem, I believe, is, along the lines of
Charlie’s comments, to have price caps that ensure that these monopoly
ratepayers will not see rising rates over time but will see declining rates.
We would use price caps as some protection—not perfect protection to
be sure—but some protection against cross-subsidization, and then tie
the price cap plan to relaxation or elimination of the MFI restrictions,
That would seem to me to be one appropriate way to go. Where we see
other barriers to entry, we need to see what can be done to eliminate
them.

Mr. Shooshan: Let me ask you a specific question on that score. Take a
company like Pacific Bell. In fact, all but a very small fraction of its
facilities are in the state of California. Pac Bell now is under price caps
in both the federal and state jurisdictions. Would you say, based on your
calculus, that the time has come now to remove the MFJ restrictions, at
least for Pac Bell.

Mr. Johnson: Well, I would want to look more carefully at the specific
price cap program in California.

Mr. Shooshan: The devils and the details, right?

Mr. Johnson: Right. But in terms of direction, where do we want to go
as a country in this particular area? An appropriate direction is to
impose improved forms of price caps. It is important to make a judg-
ment—and I can’t make that here—about whether the system instituted
in California is now adequate to help—and I emphasize the word help—
protect against cross-subsidization. If the judgment is favorable, we can
then move toward eliminating those barriers to entry that have been a
source of concern to all of us for many years now.

Mr. Shooshan: Henry?
Mr. Geller: | certainly agree with the price cap point Leland made, but

even beyond that, when you look at some of the arguments, you’'ll see
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that the argument on information services comes down to content
because Judge Greene has allowed them to do any information service
that is transmission, such as electronic mail or voice storage and for-
warding. All the ones where there are difficult issues of cross-subsidiza-
tion he has allowed them to do.

But he has not allowed entry where there are no difficult issues—as
was pointed out—in content, where you can use a separate sub. And 1
think the Fcc ought to use one because after all, there are no economies
of scale or scope when you're doing content. You're not using joint mar-
keting or joint maintenance. Why shouldn’t the Bell operating company
(BoC) be in electronic publishing like electronic yellow pages? The only
reason is protectionism of the newspaper industry.

I think a more important issue is the one you raised, and Porter is right.
Competition is what works much better than regulation. In the inter-
state field, you can see that the FCC is moving toward some light at the
end of the tunnel. When you get to the local area, you have a long way
to go. It seems to me that there are two policies: One is real unbundling,
true open network architecture, and the second one is personal commu-
nications services and other ways that can compete with that loop.
There is a real opportunity coming in this decade to get some competi-
tion in there besides the competition of Metropolitan Fiber, Teleport,
and hopefully at some point cable companies.

Mr. Shooshan: Kent?

Mr. Foster: I'd just like to amplify what Leland said. Competition has
done more for our industry than any other single thrust, and we all
fought it tooth and nail from occurring. In the past 10 or 15 years, we
have dramatically improved our cost position, our quality, and our
availability of services. Yet in the first panel this morning, we heard the
discussion of holding people in the regulated boxes that they're in so
they can’t get out. Leland just offered what, I think, is a very appro-
priate response for permitting the free marketplace to work and for
preventing people who have monopoly powers to abuse them as long as
they have those monopoly powers.

Certainly, for our industry, for a long time in many communities, we will
be a monopoly, regardless of what anyone says. We will be the only
basic service available to them. So you can’t say that competition is
going to take care of it and just let those guys do anything they want.
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On the other hand, with price caps, the local subscriber is protected, and
if the company wants to make investments in fiber optics to offer addi-
tional services, that is being done really at the shareholders’ risk. That is
the difference between the approach that was discussed by the first
panel and Leland’s approach, which I obviously support.

Mr. Shooshan: Let me ask you the question of what the government’s
role ought to be. Despite the fact that you may remain a monopoly pro-
vider in your local service area for the time being, does GTE (General
Telephone and Electric) favor policies that legally endorse your
monopoly status, or would you give up those policies in return for the
ability to compete in other markets yourself, such as the video market?

Mr. Foster: We don’t view ourselves as being in a position of enjoying a
franchise that others can’t attack in any market. In any market that we
have today that’s economically viable on its own, we will have competi-
tion, We can’t stop it and no one else can stop it. There are too many
ways for people to come in and offer service. We have alternative access
providers, and we have all sorts of competition. So our whole thrust is to
get our cost down and our quality up and to be prepared to compete
with some very, very effective companies. So that’s our mindset. We
don’t feel that we have a monopoly anywhere,

Now in Nebraska or Montana, there are places where our customers
don’t have an alternative and we’re a monopoly. But we're a monopoly
not because someone couldn’t come in and offer services, it’s just not
economically attractive for them to do so.

Mr. Shooshan: I wanted to turn to the audience here— you’'ve been
very patient here—and see if there are any comments or questions.
John?

Mr. Sie: Wel], I like what Leland suggested—

Mr. Shooshan: John, for the purposes of the person transcribing this,
could you please identify yourself?

Mr. Sie: Sure. This is John Sie from T¢I (Tele-Communications, Inc.) rep-
resenting the cable industry, since our names have been used in vain up
there.

I think Leland’s suggestion on the surface makes a lot of sense. I think

that if you look at the past 3 years, according to the Fcc’s study, it
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shows that the divestiture has worked and that the competition in the
manufacturing sector has brought prices down drastically so that the
average rate of investment has decreased.

I think that from a theoretical modeling if we can use that which is
really a declining price cap, which covers the trend, and then any other
investment they would like to make will be on a competitive basis. We
would welcome that. But what we have heard about is really an acceler-
ated depreciation into not so much the local loop but the local loop in
distribution with no economic justification. Therefore, the price cap goes
up. I think that's the key, sir, to the institutional cross-ups that the tele-
phone company is talking about.

So we agree on removing the barriers. From a social basis, I think, we
ought to look at a trend. I don’t think that if the telephone industry is
willing to take a de-escalating price cap that matches some economic
model of the efficiency that was accrued, I, as an individual, would
object to reviewing that kind of analysis.

Mr. Foster: I think we would be happy to follow the rate trend set by
the cable television industry over the past 5 years.

[Laughter.}
Mr. Foster: Which, by the way, is an unregulated monopoly.

Mr. Sie: That’s because we are using anticipatory pricing based on risk
capital we raised from the banks and is not off the back of the rate-
payers on a guaranteed rate of return.

Mr. Shooshan: Henry?

Mr. Geller: Because John is here, | want to raise something that does
not concern efficiencies but is an attack on the cable industry so that he
can reply. We have been talking about efficiencies. But regarding quality
of life—Dbesides education, besides health, and besides whatever contri-
bution—and I associate myself with Ken Phillips and Irwin Dorros on
that—there is the question of democracy and how information comes to
us—the First Amendment issue, which is terribly important to the
United States.

I think that one of the functions we want out of public policy in the 21st
century, and as early as we can get it in an orderly fashion, is a common
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carrier broadband distribution way into the home. I'm not arguing that
it’s the only way. I like the diversity of over-the-air broadcasting, DBS,
and cable, but you need a common carrier in there for the Associated
Press Principle—that the underlying assumption of the First Amend-
ment is that American people get their information from diverse and
antagonistic sources.

You can say that we do have a broadband common carrier: it's called
cable television and goes by 85 percent of the homes. It is a television
packager, a telepublisher, and it claims to control the content of all those
channels into the home.

The 1984 act tried commercial—
Mr. Shooshan: Henry, I think John has the gist of your comment.
[Laughter.]

Mr. Geller: I think CNN is wonderful. But the reason why you have only
one 24-hour news system in this country is not that the market couldn’t
support more but that TCI said no. After that, NBC, which is spending
$300 million for news, came back with CNBC. The contracts say that
CNBC is not to go into any general news. The Fcc laid it out in the
report, and I believe that what we have is a First Amendment horror
here in the cable industry. We need, in the 21st century, to promote that
broadband common carrier highway.

Mr. Shooshan: Okay, I think that he gets the point, Henry.

[Laughter.]

Mr. Shooshan: John, by necessity, a quick response, please.

Mr. Sie: Yes, I'll give a quick response. First, I hope that you’ll respect
the cable industry’s own First Amendment rights to put in some risk
capital and do things.

The question of access to information—and I think people are also con-
fused in terms of cable’s trying to get access for various voices to speak.
That’s a little different in the practical application where you have a lot

of what I would call videophiles that want to produce programming to
put on the air.
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I'm all for that. I think cable has been more than generous in its negotia-
tion with the city to provide that kind of access. As far as commercial
access is concerned, so far the least access has not worked because it has
not been economical, in our opinion. We have never had people come to
us and say that they want to lease that capacity from us.

So I think that we have a network, We have a network that in the future
will provide the capability to lease to somebody else the capacity
without abrogating our own First Amendment rights.

Mr. Shooshan: Okay. You can use your 1 minute for this, if you want.
[Laughter.]

Mr. Shooshan: What I want to do is the same thing that we did this
morning: go down the line, starting with Ken. I'll ask each of you to take
1 minute. We will keep you to that minute-—because we don’'t want to
keep Chairman Markey and the lunch crew waiting—to suggest one cur-
rent policy that you would change or one new policy that you would like
to see adopted.

I'm going to spare Charlie and Diane from that. They can use their 1
minute for whatever they want.

Ken, go ahead, and please keep it to 1 minute.

Mr. Bleakley: As a government spokesman, I'm going to find it difficult
to talk about changing policy, but I'm going to issue one warning to eve-
ryone else and use my minute for this. There is a lot of good, healthy
debate on domestic issues in the United States today, for example, the
valid points raised by the panel and by the audience. You have to be
careful about trying to link this to some sort of international goal when
you may not have made the case.

We do have tremendous problems in international competition. The
United States is unique in the world and you see it in two very impor-
tant areas.

First, this question about divided jurisdiction is almost unique to the
United States. The Federal Republic of Germany—the Soviets have to
face right up to it.

[Laughter.]
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Mr. Bleakley: But it’s almost unique to us. Second, regarding competi-
tion, I'm amazed to hear people trying to justify policies in terms of the
need for more competition, with which it is easy to agree. But then to
say that somehow the reason that we have to do something domestically
is that the rest of the world is so competitive is not correct. The fact is
that the United States is still well out in front of the rest of the world in
terms of introducing competition into its telecommunications structure.

My only point would be not to attempt to create links to international
policy that may not be there.

Mr. Shooshan: One minute, Leland, please.

Mr. Johnson: In so many debates about telecommunications infrastruc-
ture and international competitiveness, I've seen so much of a tendency
to search for the technological silver bullet. If only, for example, we
could have fiberization of America, that would somehow improve our
competitive advantage. We must avoid focusing on particular technolo-
gies as being the solution to any of our problems.

Rather we should think about the process. What is the process with
which we go down the road for the next 10 to 20 years?

Mr. Shooshan: What would you change about it?
Mr. Johnson: What would I change?
Mr. Shooshan: Yes, quickly.

Mr. Johnson: I would emphasize price cap regulation, going into the
details that John Sie is concerned about—

Mr. Shooshan: Okay, there’s your 1. Henry?

Mr. Geller: The function we need is a broadband switched common car-
rier highway going into the home. I would use accelerated depreciation. I
think that it's a federal-state area. I think you need true open architec-
ture, the unbundling of transport, and the switch. I think you have to
rationalize prices, at the local level particularly, and target the subsidies
to those who need it. I think you need a federal captain. And I think you
have to stop suppressing competition the way we are. And finally, one
of the most—
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Mr. Shooshan: 10 seconds.
Mr. Geller: I'm not over my minute yet.
[Laughter.]

Mr. Geller: And in the spectrum area, we have to give flexibility to eve-
rybody and allow them to use whatever technology they want and to
auction the spectrum.

Mr. Shooshan: That’s a good lead-in for the third panel.

Mr. Foster: I don’t think that it makes any sense to restrict what seven
great telephone companies—none of which I'm associated with—should
be able to do in this country. I think that we should lift the MrJ as soon
as possible. I think we ought to eliminate the cable cross-ownership ban.
I'll stop at that.

Mr. Shooshan: Very good.
Bill?
Mr. Davidson: I think it’s great that I get the last word, because the

rabbit never wins the race. I hope that you appreciate the pace I got
these greyhounds to run at by starting off the session.

[Laughter.]

Mr. Davidson: I want to make a couple of points. First, I question the
assumption, again, that marketplace and private network solutions are
going to be the answer to our problems in this area. There are social
dimensions to the policy issues we’'ve been addressing.

I also question whether the private networks themselves are the best
solutions for the corporate community of the United States. I see us
building, in essence, a lot of great corporate jets without any landing
strips.

Mr. Shooshan: How about one quick policy change?

Mr. Davidson: I spent a lot of time on the minutiae of alternative regu-
lation programs in various arenas. We need to let the public networks
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compete, and we need a nonadversarial relationship between the parties
to public network telecommunications policy.

Mr. Shooshan: Actually, Charlie and Diane will have the last word.

Are there any additional comments from the perspective of NTIA or the
FCC that you would like to provide?

Mr. Oliver: Well, I would just like to address a point that Patricia made
early-on concerning the question of whether telecommunications is more
important than education. The answer to that question is no. Knowledge
is everything, but knowledge, like money, has velocity. We have to be
able to move knowledge and information around.

This is particularly important in the arena of international competition,
because 42 percent of America’s manufactured exports come from tech-
nology-intensive industries. That’s a higher percentage than any other
country in the world has. That is our comparative advantage. It’s very
important that we be able to link together not just the subsidiaries of
Boeing aircraft and other big companies, but that the smaller boutique
outfits also be able to participate in the exchange of cap/cam (computer-
aided design/manufacturing) engineering and the exchange of customer-
oriented cash register information.

Mr. Shooshan: Thank you. Diane?

Ms. Cornell: I'm going to pick up on this theme of competition, which is
getting a little redundant at this point. I just want to respond to a point
that Ken made. The Commission at least—and, I hope, other govern-
ment agencies—is going to be looking toward finding ways to introduce
competition as much as possible, not because it’s done in the Western
world but because it’s been proven to work. Look at the interexchange
market, for example. But we have to be aware that it has to be some
kind of effective competition. I don’t mean competition in the cable
sense, but it has to be competition that takes cognizance of the players
involved and the market power of players as they are. I think that we
can move that way, be it pcs (personal communications system), if we
have to find spectrum, that’s a way to go, safeguards on cross-subsidiza-
tion—whatever we need to do, I think that’s where we’re going to head.

Mr. Shooshan: I want to thank this panel very much for an enlightening
discussion. We got some policy points out on the table and even some
linkages to this afternoon’s panel. So we can end the morning completely
satisfied with ourselves.
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Ms. Dennis: This morning we had a nice segue to the issue that we're
going to be discussing this afternoon when Henry Geller started out with
his wish list of a number of policies that he would like to see changed or
implemented. Among them were flexibility and the usage of spectrum
and auctions as a different means of allocating spectrum.

First, we should ask if anything is broken. What is wrong with the cur-
rent method of allocating spectrum? Clearly with the burgeoning of per-
sonal communications and the need for spectrum; the need of industry
for mobile telephony; and the need for small business users, for
example, to be able to use mobile phones in their cars to enhance pro-
ductivity and increase productivity in this country, the specter of spec-
trum wars is increasing,

I'd like to start with Dick. [ know that there has been a spectrum study,
the results of which have not yet been released by NTIA. It was started
last year. Why did the Commerce Department think it important to look
at spectrum issues?

Richard D. Parlow

Mr. Parlow: Well, Patricia, I think we can look at the subject of spec-
trum and the use of radio communications and agree that new technolo-
gies provide the potential for many new service offerings to our
governmental agencies, the private sector, and to the general public at
large. Spectrum and the management of the radio spectrum is an
extremely important subject that has received a lot of recent attention
nationally and internationally.

If you look back over the years, you'll see that spectrum management
hasn’t received a real hard look in over 20 years. Our view regarding the
need to review the process complements the actions of a lot of U.S.
industry—and I think it’s something that we see happening in govern-
ment more often—the concept of total quality management, where we
can look at processes and the products and the customers, recognizing
that there is always room for improvement.

Our view was that a need to look at it existed, a need to look at the
processes and a need to look for areas of improvement. We also recog-
nized the fact that it’s a subject that is extremely important to our fed-
eral agencies and our industry and to our competitive picture around the
world.
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It was our view that it was timely, and there were a number of key areas
that had to be looked at. We felt that it was important to take a look at
our regulatory process and the relationships that are there. We felt that
it was extremely important to take another look at the way spectrum is
blocked out by various services. Anyone familiar with the process can
recognize, just by looking at the allocations table, that it’s a real
hodgepodge of services and of footnotes, and this tends to be somewhat
restrictive in terms of opportunities for innovation and flexibility. It’s
important to look at ways of incorporating more flexibility in the pro-
cess so that our entrepreneurs and industry can move on and do a much
better job.

One other area that we felt was important to look at is the concept of
spectrum value and the introduction of economic considerations in the
disbursement of spectrum. This morning, Henry Geller made some com-
ments with regard to this subject, and clearly it’s an area that needs to
be addressed.

Ms. Dennis: You mean a different way of allocating spectrum?

Mr. Parlow: Of disbursing spectrum other than by just the processes as
we see them today, a process that takes into account the economic
dimensions, the value of spectrum, and competitive bidding. That’s a
subject that I'm sure has received, and will continue to elicit, a broad
variety of views.

Ms. Dennis: Dick, I have one final factual matter. I've read a lot of con-
flicting analyses of how much spectrum is allocated for government use,
how much is allocated for commercial use, and how much is shared.
What is NTIA’s view of the actual fact?

Mr. Parlow: Well, the Dingell bill said that the government controls 40
percent of the spectrum below 5 gigahertz. If you look at all the alloca-
tions and the footnotes and things like that, I think you will find that in
that block of spectrum—

Ms. Dennis: What do you mean by ‘‘footnotes?”
Mr. Parlow: Footnote allocations. In addition to the allocation table,
there is a footnote that says that a particular block of spectrum or group

of frequencies can be used by any number of users, government and
nongovernment, for the various purposes.
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So getting to the bottom line, roughly about 15 percent of the spectrum
is used exclusively by government users and around 30 percent is used
exclusively by nongovernment users. The rest is primarily shared. So
most of the spectrum is shared in one form or another. But there is a
certain amount of imprecision in coming up with those numbers. I think
that the key is how you take and meet the national needs and the
mutual interests of both the government and the nongovernment users
in the national interest. I think that’s what the spectrum manager’s goal
ought to be.

Ms. Dennis: Have you reached any preliminary conclusions? In other
words, is the process broken, and do you need to fix it?

Mr. Parlow: I think that there are a number of things that can be fixed.
Right at the present time, we’re just in the process of doing the final
editing and putting points together. I think that it will be out on the
street very soon.

Ms. Dennis: Anything you can share with us now?

Mr. Parlow: I think there will be a definite recommendation to apply
competitive bidding for new spectrum that’s made available. I think
there is also a need to incorporate significant additional flexibility into
the allocation process. I think that is extremely important because the
services are becoming much more blurred. If you consider mobile satel-
lite, there is maritime, and aeronautical, and land mobile. All services
look similar; they're all being provided from similar platforms. Why not
just call them all the same thing? I think that this would provide addi-
tional flexibility. These are just two very short little examples.

Ms. Dennis: Doctor Stanley, when I first came to the Commission in
June of 1986, there was a docket ongoing at that time, the 800/900
megahertz docket. It was quite contentious. I was told that I was going
to break a tie, although it was one-one-one-one vote and not a two-two
as some thought. It ended up being a three-two vote and we ended up
allocating 10 megahertz to cellular carriers, 6 to public safety, and 10 to
private radio; 4 were held in reserve.

I remember that in going through that process, there had to be a better
way because I did not know where truth was. | had engineers who I
thought were scientific—apologies here to engineers. But there were
conflicting analyses by different engineers. It was very difficult, if not
impossible, to assess the conflicting needs. How could you balance a
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need of a fire department to have spectrum in Los Angeles against the
need of the cellular industry in that same city? It was very, very tough.

Has the Commission, because of the difficulty of making spectrum deci-
sions and allocations, had the same approach, or is it looking at some-
thing different from the historical allocation process along the lines of
NTIA? Are you going to listen to NTIA? What are you guys doing at the
Commission?

Mr. Stanley: That’s a very good question. I would say that the Commis-
sion is largely following the same process that was there when you came
and was there when you left.

Ms. Dennis: A political one, then? You just get beat-up by all sides and
throw your hands up and hope that you guess right?

Mr. Stanley: I would prefer to describe it largely as one of an adminis-
trative decision.

{Laughter.]

Mr. Parlow: You're the salami in the sandwich. Remember that.
[Laughter.]

Ms. Dennis: Salami in the what?

Mr. Parlow: Salami in the sandwich. You're always pressured from all
sides.

[Laughter.]

Mr. Stanley: Spectrum allocation is an administrative decision. For
example, it was our job to bring forth the technical aspects of the admin-
istrative decision. There are significant policy and economic aspects. Not
unlike other processes that are clearly judicial decisions, the current
process depends on the political astuteness of Commissioners, such as
yourself, as to how the commodity spectrum should be used.

I think that anyone that has done the job for more than 2 weeks would

say that surely there must be a better way. We have struggled over the
years to try to get more technical and economic information upon which
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to make the spectrum decisions a little clearer in one direction or
another, but, I would say, that'’s still largely one of administrative detail.

Many of us inside the Commission look to a more economic distribution
of the spectrum resource as something a little closer to being fair—to a
decision that many people could probably live with. Spectrum economics
is the longer-term way out of this; the Fcc certainly has not been shy
about pointing this out to a variety of Congresses and to the administra-
tion over the past decade.

Ms. Dennis: I know that there have been some interim steps suggested,
for example, flexible use of the spectrum. Do you want to describe that
and then tell us why the broadcasters objected to it?

Mr. Stanley: Shall I describe it?

Ms. Dennis: Yes, Tom, go ahead and describe it.

mas 'Stanley
FCC

Thomas P. Stanley

Mr. Stanley: Let me just pick the example that I would consider
semisuccessful. There is a very large hunk of prime real estate in 800/
900 megahertz that you referred to. We have 50 megahertz allocated to
two cellular carriers in each community. Currently those numbers
largely are—

Ms. Dennis: And we’ll get back to that set-aside later.

Mr. Stanley: This is largely, I would say, a vestige of policies from the
1970s and the early 1980s as to how much spectrum that industry
needed. It’s pretty clear-—and it became clearer in the mid-1980s deci-
sions that you assisted with—that in some areas, if the pace of growth
was to continue, even that spectrum was going to be used up. So the
Commission asked, Why should the cellular industry have to come back
to the Commission and ask for more spectrum or to be able to come up
with a new technology?

‘So the Commission said in this particular band, the spectrum resource is

largely the cellular industry’s to develop in terms of technical standards
and operational principles. So the use of alternative technologies, alter-
native operations that would lead to a more complete use of the band,
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was virtually exclusively in the hands of the cellular providers them-
selves. In effect, this will be the means for getting from the first genera-
tion of cellular technology that we're using now to the second
generation.

If you look at it this way, you’ll see that the first generation took us 11
or 12 years to implement. The second generation is simply a matter of
sending a postcard to a deputy division chief in the common carrier
bureau. So we really feel that there is no regulatory barrier now because
of this flexibility. We're very happy about that.

Ms. Dennis: Why did you oppose it then, Barry?

Mr. Umansky: Because of our concerns over the flexible use of spec-
trum, based upon some of the most fundamental principles that have
governed NaB’s (National Association of Broadcasters) position on most
spectrum issues.

Ms. Dennis: You mean that we got it and we want to keep it?

Mr. Umansky: Basically, we want to have a nice, clean signal. We
depend on the spectrum as our only mode of getting a program from
point A to point B. We were quite concerned that the concepts of flexible
use of spectrum and effective interference and many other principles
that were being discussed during the 1970s and 1980s would not work
to the best interests of our signal quality.

Right now we would like to see a continuation of the notion of block
allocation of spectrum so that we can use that spectrum with certainty.
The notion of progress and advancement in technology is not foreign to
us. In fact, I'm hopeful that later on today, we'll be talking about a
whole variety of ways that we would like to have that certainty of allo-
cation in order to enjoy technological advance. We're on the cusp of
HDTV,

Digital audio broadcasting is within our grasp provided that there are
the right choices made by this government in terms of spectrum alloca-
tion and taking best advantage of that mass of stations now distributed
equitably among states and communities. There are 11,000 radio sta-
tions and 1,500 television stations. We think that this group of broad-
casters, providing a free service—as George Vradenburg discussed
earlier today—should not be ignored as we move into the future. There
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is no reason why we couldn’t use new technologies to enhance that ser-
vice for the public free of charge, something that no one else at this
table plans to do.

Ms. Dennis: Leonard, your former Chairman of the Board, Bob Galvin,
gave a fascinating speech a few years back. He talked about that big
hunk of UHF spectrum that broadcasters currently have allocated. Would
you like to share with us his vision and respond to Barry here, if you
can?

Mr. Kolsky: First, let me say what Bob Galvin didn’t say, because that
misconception aroused the furor in the broadcast community. Bob was
not giving a view of 1988, 1989, or 1990; rather he was projecting over a
40-year period. He carefully pointed out that if one went back in time
and tried to project what the world of telecommunications would have
looked like in 1987 when he made the speech, it would have been dra-
matically different than one could have foretold.

It was his belief that over a 40-year period, it would be improbable,
unlikely, and undesirable for the radio frequency spectrum to be the
carrier of what we’ll call entertainment communications. He felt, and
feels, that that is ultimately going to be carried by cable and that those
channels, that spectrum, will ultimately be freed up for more 21st cen-
tury kinds of developments.

I think that on a logical basis, he is correct. I agree with what you said
earlier—and this doesn’t apply just to NAB—all the “haves” want to
keep on having and they don’t want “have nots” in. I don’t expect NAB to
embrace this concept today, but ultimately we’re going to have to make
spectrum allocation a part of a national policy and not just the purview
Leonard S. Kolsky of private interest. I think Bob Galvin was pointing in that direction.

Ms. Dennis: There is an underlying assumption in the Dingell bill-—it’s
not so underlying—that there is a spectrum shortage and that there
indeed will be spectrum wars. Morgan, do you believe that?

Mr. O’Brien: Yes, I think there is a spectrum shortage as long as there
are businesses who would make the investment to provide a service if
there were spectrum to do it. We know from the PCN (personal communi-
cations network) proceeding at the Commission that there are probably
dozens of such businesses, all of which, if they knew where to put it,
would be putting some kind of a new personal communications network
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in place. But at the moment, there is no such place. You would have to
say that there is an example of a shortage of spectrum.

Now, there may be spectrum that has been misallocated and that is
being underutilized. In that sense, if you want to step back, you might
say that there is sufficient spectrum but that there is just a faulty allo-
cation and assignment process.

Ms. Dennis: Can you give us an example of that?

Mr. O’Brien: If you look at all of the uses of spectrum in the private
radio area, where I have most of my experience, you'll see that you have
a great deal of spectrum that is allocated into fairly discrete blocks for
particular users. Those users are not distributed evenly throughout the
country, but the block allocation concept assumes that they are. It's a
simplifying assumption, which in a lot of cases is wrong. For us to have
maximum utilization of the spectrum, we’re going to have to find a
device for moving away from the rigidity of the block allocations.

Ms. Dennis: Dale, do you have any thoughts on how to move away from
the rigidity of the block allocations? Everybody on the panel can just
jump in as well.

Mr. Hatfield: I think that we’ve already touched on this matter, to a
certain extent. First, existing users who have large chunks of spectrum
should be given the option and the flexibility of using their spectrum in
the way that will put it to its highest-value use.

Ms. Dennis: As long as it doesn’t interfere with anyone else.

Mr. Hatfield: Right, just like we do with real estate and so forth. The
government has a very definite role in protecting property rights, and it
would do the same thing here—

Mr. Shooshan: Can I interrupt for just 1 second?

Mr. Hatfield: —The government should allow the licensee to decide
how to use it and give them the ability to transfer it to others.

Mr. Shooshan: Dale makes a very good point. What if the recipient of

that largess doesn’t want it, as in the case of the NAB? It said, “Thank
you, but we don’t want that flexibility.”

Page 84 GAO/IMTEC-91-52B Communications Policy: Panelists’ Remarks



Panel 3:
Spectrum Management

Ms. Dennis: Does the government then force it down their throats?

Mr. Hatfield: I guess I ultimately believe enough in the marketplace
that I would give the individual broadcasters the right to use spectrum
in the way they chose. If for some reason they don’t choose it then they
are not profit maximizers; I think we have other problems in the
economy. Our system is based upon profit maximization, and if people
were given the flexibility, they would use it. So, yes, I would give them
the flexibility.

Barry D. Umansky

Mr. Umansky: You're talking about the ‘“haves” and the *have nots.”
For example, I think that if you remove video from the spectrum and
rely on fiber and cable television, it would be a tremendous loss. In
terms of the issue of using the same portion of the spectrum for dif-
ferent purposes, that takes away a very critical element of certainty for
receiver manufacturers, for the public, for broadcasters, and for eve-
ryone else,

It's really unrealistic to think that you can use in Des Moines a fre-
quency for over-the-air television and use it for something else in Missis-
sippi. I think that these are interesting theories, but they don’t really
wash in the real world.

Ms. Dennis: Why is it upsetting?
Mr. Umansky: Why is it upsetting?

Ms. Dennis: I didn’t quite hear the word that you used, but you said
that there is a problem with using the spectrum differently in Des
Moines than you would in another city. Why is that?

Mr. Umansky: The notion is that consumers should be able to invest in a
receiver and use it nationwide. Manufacturers want to have certainty of
knowing where that spectrum is going to be and having technical stan-
dards that are clear and distinct. That’s another thing that we're trying
to push with the rcc now. While you have the non-decision in AM stereo,
the FcC moved back to the right decision with TV stereo. We hope for the
same for HDTV. We hope that for digital audio broadcasting there will be
a single selection of a standard so that we can move ahead and have
that kind of certainty for investment.
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Block allocation has taken a bum rap thus far in our discussion, It has
been that kind of certainty that has led to the kind of investment that
has resulted in tremendous technological advances in this country.

Mr. Shooshan: Maybe Leonard can comment on this. It seems to me to
be an assumption in what Barry just said that we couldn’t, with all of
our microprocessor capability and fancy electronics that we have avail-
able today, build equipment that would work unless we had a block allo-
cation approach.

Mr. Umansky: At what additional cost, though?

Mr. Shooshan: That’s the question I want to ask Leonard.
Ms. Dennis: Is it cost prohibitive?

Mr. Shooshan: Right, is it cost prohibitive?

Mr. Kolsky: I can’t really answer whether we could apply techniques
that are going to be used in the land mobile field to broadcast, but there
is no doubt that we’re moving to a point at which transmitting and
receiving—

Mr. Shooshan: I want to make sure that you understand my question.
Maybe I asked it inartfully. The suggestion was that one reason that you
couldn’t use UHF spectrum in one part of the country for television and
in another part of the country for mobile radio was that it would impose
certain costs on the building of transmitters and receivers that would
swamp the value of having that mixed use.

I'm just asking you, from your perspective, from a technical point of
view, Couldn’t we build radios that worked in that environment?

Mr. Kolsky: I think I was answering your question. I'll answer it in two
ways.

Mr. Shooshan: Okay.

Mr. Kolsky: First, as | started to say, we're going to have transmitters
and receivers that are essentially frequency insensitive because chan-
nels are irrelevant to the typical user, whether he be a broadcast listener
or a land mobile transmitter. All he wants to do is talk and be received.
So we can do that.
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What I don’t know is whether that same set of technical principles can
be applied to broadcast spectrum commingled with land mobile.

Now for the second question. What we have today, at least in the land
mobile field, is an urban congestion problem, We don’t have a national
congestion problem. If you go to Wyoming or Iowa, you can find broad-
cast channels available and you can find land mobile channels available.
Now we're getting to the point that if we're going to implement a—let’s
call it technical flexibility, for example, digital—the issue is, Should we
impose that technology on the entire nation even though there are large
geographic areas that don’t need it, in order to achieve economies of
scale, or do we just put those improvements in where they are needed?

If you're talking about cellular, you might argue that as a national
system you would have to put in a common technology for an across-
the-nation compatibility. In the private land mobile field, we don’t think
that’s necessary. And we expect that there will be a surgical scalpel kind
of approach, not a meat-ax approach, to bringing these telecommunica-
tions improvements in. I don’t see why you couldn’t apply the same
principle to all services.

Ms. Dennis: Morgan, speaking about being much more surgically ori-
ented, do you want to tell us a little bit about what Fleet Call is trying to
do?

Mr. O’Brien: Well, we're a company that very much believes what the
FCC says about improving the efficiency of spectrum voluntarily. It just
makes a lot of sense.

We acquired a number of frequencies in the most congested markets in
the United States that were available for SMRs (specialized mobile radio),
and we have consolidated them and aggregated them. We now are
seeking permission to move the technology to the next generation and
digitize and whatever. So although there is no Commission requirement
that we do that, that we make the investment to do it, our desire to
serve the market that we see out there is driving us to do it.

So if the Commission creates an environment—and I really think it
has—an environment in which entrepreneurs are given incentives
without the need for regulatory intervention to move to the next genera-
tion of technology, as the Commission has done with cellular, which
Tom talked about before, it makes perfect sense. It’s just a much better
way of doing it. If we give the entrepreneurs the incentive, they will
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make the investment to bring new technology in and increase the
capacity of the spectrum.

Ms. Dennis: When you talk about increasing the capacity, isn’t the cel-
lular industry itself having difficulty picking a standard to go digital?
Tom, do you want to address that?

Mr. Stanley: Sure. Having difficulty, yes, but it’s not an easy problem to
begin with.

Ms. Dennis: But won'’t that enhance the capacity of the spectrum?

Mr. Stanley: That is correct. The same system that is currently being
fielded was designed over a decade or so ago, and the industry is right-
fully proud of going through a very rigorous process of looking at next-
generation alternative technologies for feature-related improvements,
for spectrum efficiency improvements, and so on.

Standards-setting is not an easy decision process. In a sense, I'm kind of
happy that the industry is doing it, and I'm not having to understand the
issues and then try to package them up and convince a Commissioner
that it should be cDMA (code division multiple access) or TDMA (time divi-
sion multiple access). I think the best people making those decisions are
those close to the problem, namely, the operators and the
manufacturers.

Ms. Dennis: But you heard earlier today that there are some who
believe that government should intervene more, that standard-setting is
an area where there should be more government intervention and not
less. In fact, Barry just mentioned the catastrophe of the early 1980s
when the Commission did not choose a standard for AM stereo but
indeed left it to the marketplace, and the marketplace is still thrashing
about between two standards. What do you think?

Mr. Stanley: The point is a good one, and maybe the cellular is a great
contrast. But generation one of cellular was completely defined,
detailed, and developed and then put under the Fcc’s rules. It’s the most
regulated thing you can imagine. The second generation is virtually
without the same kind of technical detail. We have some relatively min-
imal interference requirements. Not interference to yourself, but inter-
ference-to-your-neighbor-type rules.
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HDTV is another very good example, although the FcC has yet to package
up the alternatives. I don’t want to call the process regulatory or deregu-
latory, but my guess is that the decision will involve fairly clearly
defined options as to what the service is, where it should go, and what
some of its major features are.

So I would hate to characterize the Commission in any one of its deci-
sions as very regulatory or deregulatory. It looks as though it’s a
shifting partnership. In some areas, the Commission is very clear about
wanting certain details nailed down. In others, it’s not necessary for the
FCC to specify every little jot and tittle of the regulations.

Personal communications, as several people have mentioned, actually
has both regulatory and deregulatory extremes. Many people look to the
radio part of pcs as not necessarily having to be regulated, since it’s all
very low-power communications—microcell-——and very close to the per-
sonal side. But by the same token, they leap in and say that, therefore,
you also need a particular worldwide uniform numbering system.

So some degree of detailed structure or guidelines in communications
regulations seerms to be necessary. We kind of look at each system and
service as the decision comes up. We don’t look for things not to do.

Mr. Shooshan: It seems to me that there is a fundamental trade-off
that'’s sort of lurking beneath the surface in a lot of comments here. I
want to see if I can bring that out.

To some extent, it appears that it’s the trade-off between getting more
spectrum and using the spectrum that one has more efficiently and that
in effect we have perhaps a skewed environment today, meaning it’s rel-
atively costless to an industry to go to the government and ask for more
spectrum. In fact, once you go through the regulatory process, we give it
away for free, in effect.

On the other hand, it’s very costly to change the technical standards to
use the spectrum more efficiently. It imposes costs on the service pro-
vider and on the consumer who has that equipment out there. So the
tendency under the current environment is always to go the government
and ask for more spectrum rather than creating incentives to use the
spectrum that industry has more efficiently.

Is that a legitimate concern? If so, how can we change the signals so that
government can make a more informed decision along those lines?
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Mr. Parlow: It seems to me that basically there is no more spectrum.
That avenue seems to be foreclosed right now.

Ms. Dennis: At least in the short term. I mean, if the Dingell bill gets
passed—

Mr. Parlow: But even there, Patricia, it's going to have to be taken from
somebody on the government side and handed over to somebody on the
other side. The days of the rcc—and the 800/900 megahertz—were
taken away from UHF television use. Everything is going to be in the
nature of refarming. There will be no easy decisions.

Mr. Shooshan: How are we going to make those decisions, then? Is it
going to simply be a political call by the Fcc?

Mr. UmansKky: It can be a technical call. If you look at the future that
we talked about from the broadcast side, you’ll see that the HDTV sys-
tems that we begin testing this spring by and large are much more spec-
trum efficient than the NTsC (National Television Standards Committee)
system, as it is used right now for over-the-air television. Digital audio
broadcasting, the Eureka 147 system, which is being given the most
scrutiny by the industry right now, is four times more efficient than FM
radio.

So I think the broadcasters that we represent are not the spectrum glut-
tons that they are sometimes characterized to be. We look toward a
future, after a transition period, of much more efficient use of the spec-
trum. I think that the Dingell bill and the Inouye bill are good ideas.
We’ve been supporting them publicly.

Mr. Parlow: I also think that if you look at the spectrum that’s out there
today, you’ll see that there’s nothing that’s going to be coming free. 1
think Morgan brought that out. If there are going to be changes in how
the spectrum is being used, there will have to be changes, transitions,
and people will have to be moved, whoever they may be. Morgan men-
tioned earlier quite specifically that his organization, Fleet Call, saw an
opportunity. The opportunity was to be innovative and try to make that
spectrum that he has available more efficient and more effective in
bringing in new technologies.

I think you're seeing that same thing happening in the cellular side. I

was out to the CTIA (Cellular Telecommunications Industry Association)
convention and talked to a number of people out there. When I see what
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things are being done in terms of looking at all the different modulation
schemes, sectorized antennas, and lots of other things, I can see a tre-
mendous amount of capacity. That capacity is now being generated
because of the demand that is being created out there in those very
highly congested areas. As Leonard said, the problems are in the city
areas and not out in the boondocks someplace.

Mr. O’'Brien: If the cellular industry thought that it could get new, clean
spectrum for nothing, obviously it would take that because that’s the
cheapest solution. But it’s clear that there isn’t any more free spectrum.

Mr. Shooshan: Let me ask a question. Let’s assume that the Dingell and
Inouye bills pass and we have 200 megahertz of spectrum at some point
that can be utilized. How should we make the decisions about what it's
utilized for? And once those decisions are made, who gets to utilize it?
The administration, in its latest proposal, has talked about a spectrum
auction of some kind, I believe, for about 30 megahertz of that spectrum.
There at least is a suggestion that has been put on the table.

Let’s assume that we do find more spectrum for commercial application,
How should it be allocated? How should it be assigned? What are the
mechanisms that we ought to use? Dale, do you want to address that?

Mr. Hatfield: First, let me go back to your earlier point and take that
one on directly.

Mr. Shooshan: Okay.
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Dale N. Hatfield

Mr. Hatfield: When you say that there is a choice here between trying
to get more spectrum or trying to use existing spectrum more efficiently,
I think that’s the right issue. What do we rely upon to do that? We rely
upon price signals. You have to have the right price signals, and having
them then guides the behavior in the marketplace.

We have the same thing here. The obvious solution is to try to go to
some sort of market mechanism, particularly an auction sort of scheme
or something like that, so that people make rational choices concerning
whether to use more spectrum, use wire, or use another technology. So
to me it goes right back to the pricing.

Ms. Dennis: How is public safety going to bid?

Mr. Hatfield: Well, we don’t give public safety free gasoline; we don’t
give public safety free ambulances; and I'm not so sure why we necessa-
rily, as a matter of public principle, have to give it free spectrum.
Having been here in Washington a few years ago, however—

[Laughter.]
Mr. Hatfield: —I realize that may not be politically possible.

Mr. Shooshan: Did you ever get visited by the Los Angeles County
Sheriff's Department?

Mr. Hatfield: You bet I did. And I understand that. So if that’s true, the
same way we allocate land by setting it aside for public parks and for
other public uses, if we need to do that here, that’s fine.

Mr. O’Brien: [ would argue that that’s what the Fcc does well. It can do
that.

Mr. Hatfield: If you don’t do it, though, you're going to count on the
fact that public safety will put in multiple channels when it could get by
with one because it will get the spectrum free. You should realize that if
you give it to public safety free, you're going to encourage some ineffi-
ciency on its part. But maybe that’s what we have to do to move toward
a more market-oriented solution. Maybe we just have to zone it that way
to begin with.

Ms. Dennis: Leonard, do you want to say something?
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Mr. Kolsky: Yes. This issue is always sort of amusing to me. In the first
place, Patricia, I thought that you, as Fcc Commissioner, did a fine job,
given perhaps inadequate information.

Ms. Dennis: You also got 10 megahertz, Leonard.
[Laughter.]

Mr. Kolsky: Then I have an office that has been driven to try to
improve that spectrum because there isn’t any more.

But let me get back to the auction point. In the first place, every time
auctions are mentioned, people say that we can’t take on broadcasting.

Ms. Dennis: Why do you think that is, Leonard?
Mr. Kolsky: Because we can’t take on broadcasting.
[Laughter.]

Ms. Dennis: Come on.

Mr. Kolsky: I see that Dale is now going to exempt public safety. Pretty
soon, you'll have three or four cats who are fighting over a scrap. That
scrap, therefore, is going to have a disproportionately high value. What
we have been advocating is that if you want to auction spectrum, let’s
auction all spectrum. Now let’s create a real valid balance between
supply and demand. Then if the market value of spectrum is whatever it
is, that’s fine. But I think that if you take a sliver of spectrum and take
services such as cellular private land mobile, and some others and argue
over it, what’s going to happen is inevitabie. If you go to an auction,
there isn’t much doubt about who is going to win that battle, is there?

When you start to exempt public safety, I think, there are two problems.
First, you have to make a decision about how much you’re going to save
for public safety. Then let’s assume that the auction is a success. Does
anybody really think that next year, people won’t say that public safety
can get by with a little less because that would put more in the auction
pot?

I think you make those judgments all the time. If you want to—
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Mr. Shooshan: Leonard, don’t you think, though, with all due respect,
that the problem is that if we do this in one area—such as this new
spectrum for PCcs—it might work and that will undermine all the myths
about how we can’t use a market?

A

Morgan E. O’Brien

Mr. O'Brien: Are you suggesting that it would be new spectrum today
and old spectrum tomorrow?

Mr. Shooshan: I'm saying that—

Mr. O'Brien: What need do we have for auctions once the only available
spectrum has been made available?

Mr. Shooshan: Proceed on my premise, Morgan. We're talking about
new spectrum that is going to be made available after the passage of the
Dingell bill.

Mr. O'Brien: Right.

Mr. Shooshan: Let’s assume that happens. As a matter of public policy,
how would you assign that spectrum, and then how would you award
the use of it and the licenses for it once it’s been allocated?

Mr. O’'Brien: I'm somebody that has been through dozens of private auc-
tions for spectrum, so I think anybody who argues that we don’t have
spectrum auctions now just has never been in one. I would much rather
see that money go to the government than to every Tom, Dick, and
Harry.

So I'm in favor of it. I'm just trying to raise the question of whether
you’re looking at auctions as a redistribution of existing spectrum
mechanism.

Mr. Shooshan: I'm looking at auctions as a way of getting some market
signals to come back to decisionmakers so that Tom Stanley’s job can
perhaps be done more efficiently. Tom, do you want to comment on
that?

Mr. Stanley: Yes, let me respond. I would say that the most direct
response to your question really is that we have two major paths.
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First, we have the existing administrative process, sort of a battle of
hyperboles, in terms of who needs more and who needs what. That’s
something the Commission can sort out.

Ms. Dennis: That’s a kind description.
Mr. Stanley: Yes, I was trying to be polite.
[Laughter.]

Mr. Stanley: The alternate path, I think, is a political one. It is a polit-
ical process, and it will take a political process to change it. You're
hearing a lot of this here—and, I guess, we've heard it in different
forums—that if a particular community—say manufacturers; opera-
tors; or, heaven forbid, the communications bar—has no real reason to
change a particular process, it doesn’t get changed. In a sense, who has
the incentive? Where do you hear that there has to be a better way? You
hear that largely from the Federal Communications Commission, which
has to implement a change. It knows how imperfect a process it is.

Ms. Dennis: One of the things that we would like to do is to encourage
more audience participation. I understand that there are some people
out here with burning questions. Now they have become silent. Is there
anyone who would like ask a question now?

Mr. Shooshan: Who is on fire to ask a question?

Mr. Webre: My name is Philip Webre with the Congressional Budget
Office.

I was interested in talking to the people who would be arguing against
the NAB position, When you talk about putting in essentially smart land
mobile radios that can tell your frequency, you're talking about a situa-
tion where you have at most a few hundred thousand of those units.

There are, I think, about 200 million NTSC receivers out there. The ques-
tion of changing them over to different parts of the spectrum strikes me
as not a technically or economically small issue. So I would be interested
in hearing more about what you're going to do if, in fact—and I suspect
that Mr. Hatfield is right and that he can auction off his spectrum—they
start doing it and pretty soon all the 200 million television sets out there
are useless.
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Mr. Shooshan: What's the question?

Mr. Webre: I'm interested in playing out the economic scenario. If that is
the inevitable road, as I think you are forecasting, that you're going to
go into, as a political animal, I would say that there are going to be a lot
of forces that will go in there to stop it, even the small auction that there
is, because of the inevitable train of events that might follow.

Mr. Hatfield: I think you have an underlying hypothesis there that I
don’t think I'm quite willing to accept. For example, the way that HDTV
will be done is to put a signal into currently unoccupied channels in a
way that will not cause interference to existing sets. So I would argue
that if one can put an HDTV signal into an unused channel, one could also
put a digital audio broadcast signal in that same channel and not obso-
lete existing television receivers as well.

So I'm not sure that the issue is quite as either/or as you're saying. Obvi-
ously, we do have a huge investment in existing receivers out there, and
you can’t allow people to run high-powered land mobile radio systems
on channel 12. I don’t think that that’s what is being proposed, though.

Mr. Parlow: Dale, you’ve also brought up a very good point, that we’re
going more and more toward a digital world and a digital bit stream is a
stream of information that can, in fact, be controlled. So there are many,
many things that can be done with that. I think that we have to be inno-
vative in our thought process in terms of trying to take advantage of
that.

It may turn out over the long run—depending on what direction HDTV
takes—you're going to have a totally new system out there and NTSC
may just, at some point, cease to exist.

Mr. Umansky: I think you're both right. The question you had about
land mobile’s interference with existing television is absolutely a
problem. It would be a huge problem. There is $66 billion worth of
equipment in the hands of consumers, and they don’t want to see these
receivers not work,

The future for over-the-air broadcasting—there has been mention of
HDTV and digital audio broadcasting—will, by and large, concern the
movement to new spectrum. For digital broadcasting, there will be a
transitional period. We want to have new spectrum to occupy, then
eventually perhaps give up the existing FM spectrum.
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AM can'’t really be used for much other than broadcasting and might be
retained primarily for long-distance coverage. For HDTV, there are sev-
eral scenarios being painted right now, but again, I think you're talking
about how after a period of years, you won't have these kinds of
conflicts.

Mr. O'Brien: 1t is true, however, that we share spectrum with the broad-
casters right now, after the last 20 years. It can be done.

Ms. Dennis: I'd like to ask a question—and you all just join in. The big,
sexy issue right now is personal communications services. Chairman
Markey asked at lunch why it suddenly became pcs after being PCN
beforehand. I don’t know whether that’s important enough to answer
right now, but on rcs, where do you think the spectrum is going to come
from? Doctor Stanley?

Mr. Stanley: That question should be directed to other countries; the
answer is roughly in the 2-gigahertz arena. The Commission’s inquiry
into the process asked rhetorically, Why not 800/900, or why not this 2-
gigahertz band? We may have mentioned others. But I think that in a
sense, it is relatively wide open. We cannot look the other way, however,
when a large fraction of the world seems to want PCN at approximately
twice the current frequency.

Ms. Dennis: Does everybody seem to agree with that statement?

Mr. Parlow: Well, I think the technology is driving you into that block
between one and three and it’s a matter of where you select. I think that
there are a lot of factors that come into play, one of which Tom brought
out. Where is the rest of the world going? We’re no longer an island. If
we're going to talk about some kind of seamless communications infra-
structure over the long run, if we want to have any type of mobility and
roaming, if mobile is going to be the wave of the future—which I think
it is—you have to recognize where the rest of the world is going. Either
you influence it to go in the direction you want, find some middle
ground, or go in the direction it wants. So it’s a big trade-off. Where is it
going to be? That’s a good question.

Mr. Kobb: I hope that we get back to that point, but I have a question
about an earlier matter.

I'm Benn Kobb with Federal Communications Tech News.
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I'm interested in how the advocates of spectrum auctioning propose to
deal with the role of nonlicensed radio services, which promise to play
an even greater role in PCS of the future. A number of the parties in the
PCS inquiry are advocating nonlicensed services as ways to meet at least
a portion of the need, possibly a lot of the need, for pcs. The FcC also has
a proposal for a new part 16, which would take some of the successes in
part 15 and fine-tune it a bit to make it more attractive and less risky
for manufacturers. Who is going to advocate for an adequate allocation
to nonlicensed services when there are no particular parties who would
come in to contribute money to the federal government?

Mr. Hatfield: I would just make a quick comment. I think that a nonli-
censed service, by definition, doesn’t convey a property right. If it
doesn’t convey a property right, it’s kind of hard to auction it. I would
look at that as more of a common area in which everybody has rights.
Everybody can go into the Boston Commons. I think that that’s more
what you're talking about. I see those as being two very, very incompat-
ible things. I don’t see how you can auction something that you can’t get
any kind of exclusivity for.

Mr. Shooshan: Let me ask a question just to try to get another set of
policy issues out on the table here. One of the, I'd say, controversial
aspects of the cellular decision, depending on how you approach it, was
the set-aside of spectrum for the wireline carrier. To the extent that we
are talking about policy decisions, Dale, I wonder if I might ask you to
lead off on this question. What do you think, as a matter of public
policy, about establishing set-asides for particular industries in the allo-
cation of new spectrum?

Ms. Dennis: For pcs?
Mr. Shooshan: In any context.

Mr. Hatfield: Let me go back. Since I was associated somewhat with
that original set-aside, I think that part of the problem is that we
delayed cellular so long that it seemed like that was one way to move
things faster. I think that there was a special situation that led to that
decision.

I think what concerns me more is the fact that the telephone company

has been able to acquire the other side, in many instances, which I think
has discouraged the potential for cellular to compete with the ordinary
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local loop. That'’s a long way of getting to the current situation with per-
sonal communications. I hold out some hope that it can be competitive
with the local loop. Therefore, you can more comfortably get rid of the
line of business restrictions and some of the things that are tied into that
monopoly.

So I would hope that pcs could lead to some of that competition. That
then leads you to the question, If we allow the Bell companies, for
example, local exchange carriers, to have that spectrum, will they then
be able to discourage additional competitors? I think that comes back to
a whole bunch of things that we talked about this morning, like open
network architecture and things like that to make sure that they can’t
leverage, if you will, their existing wire-line monopoly and dominate this
new wireless technology as well. So we need some good protection there.

I probably stopped short of saying that we ought to have an outright
ban, but we ought to be darn sure that there is protection so that they
don’t destroy what could be a potentially new competitive—

Ms. Dennis: Do you really think it’s going to be a quick decision, Dale?
Mr. Hatfield: A quick decision?

Ms. Dennis: Yes, of where that spectrum’s going to come from? You
used that as the underlying reason why there was a wire-line set-aside
to get the service up and running in cellular.

Mr. Hatfield: Yes, that was the original intent.

Ms. Dennis: And you don’t think that this is going to be a lengthy,
drawn-out proceeding either?

Mr. Hatfield: [ think it will be.

Ms. Dennis: And you don’t think that—

Mr. Hatfield: I think it could help, though. I think there is some chance
here. I think that if we allow marketplace forces to work, where existing
private microwave workers can be reimbursed for moving, we can facili-

tate movement into this 2-gigahertz band. Of course, that’s the solution
that I personally would favor, letting the marketplace work here. If it’s
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a higher value to have PCs than private microwave, why should the fed-
eral government stand in the way of privately beneficial transactions?
Let people make the transactions.

Mr. Shooshan: There was a suggestion implicit in your comment about
cellular that I just wanted to explore briefly. Do you see the problem in
the development of cellular to be the fact that telephone companies have
somehow leveraged their switched closed transmission network, so to
speak, to the detriment of the development of cellular? You suggested
that the telephone companies would somehow stifle the development of
PCN. Have they stifled—

Mr. Hatfield: That’s clearly the history. The cellular industry fought
desperately trying to get Type Il interconnection. They’ve still had
problems. Even Peter Huber, author of the “Huber Report,” was rather
critical of the line of business restrictions. He identified the difficulties
that cellular had—and I was involved in some of that—in trying to get
efficient forms of interconnection. As a matter of fact—

Mr. Shooshan: There has also been a suggestion made that once the reg-
ulators said that the telephone company must give the same type of
interconnection to the non-wireline provider as it did to the wireline pro-
vider, that problem was resolved, wasn’t it?

Mr. Hatfield: No, I don’t think so. I think that if you talk to the non-
TELCO providers today, you’ll see that they still have concerns about
interconnection and equality in the sense that saying that I will give you
the same thing that I give myself is not adequate because I may want to
do something different from what you do. In fact, I may want to com-
pete with you. Therefore, it’s not clear to me that the incentive is just to
say that equal is enough. I think that you may have to go beyond that.
I'm not going to facilitate your competing with my business if I can help
it. So I don’t think this is quite enough to ensure that we can get to a
competitive local loop situation here.

Mr. Shooshan: I'd like to make one last point before we leave set-asides.
It seems to me—-this is going back to Barry—that NAB is fast moving to,
if it isn’t there already, a policy of spectrum set-asides for the broad-
casting industry. The solution seems to be evolving from the HDTV delib-
erations of the Commission that we have a set-aside, in effect, of
spectrum for each incumbent television station so that each can begin to
simulcast in HDTV. Similarly, the digital audio radio entry strategy seems
to be to give additional radio spectrum to each incumbent broadcaster so
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that each can adapt to digital audio technology. How is that set-aside
defensible?

Mr. Umansky: Well, again, it seems to make an awful lot of sense if you
try to expedite the introduction of a new technology. We saw the seeds
laid in cellular, which of course is not a mass media issue. The Fcc, in the
AM radio area, as a matter of fact, has decided that the expanded band
should be set aside for applicants operating on the existing band to
achieve a public policy of reducing the interference on the existing band.
With HDTV and DAB (digital audio broadcast) as well, the notion is that
you have an in-place setup of locally responsive video and audio outlets
providing what the Congress asked for, locally responsive service dis-
tributed equitably.

Why not allow these broadcasters to be the ones to get higher tech-
nology, to be able to improve their service to the public, and to obtain
the spectrum necessary to do that? It makes an awful lot of sense to us,
and that’s something that we're trying to push at the rcc, both in HDTV
and with digital audio broadcasting.

Ms. Dennis: Although I remember people coming to the Commission
saying that what that policy essentially did was shut out the likelihood
of increasing the number of minorities in broadcasting and women,
that’s a policy decision that the Commission has to wrestle with.

Now I'm going to give each of you 1 minute to tell us what policy you
think should either be changed or implemented on spectrum today.

Dale?

Mr. Hatfield: Pass the Dingell bill.

Ms. Dennis: All right. That’s less than 1 minute.

Leonard?

Mr. Kolsky: Can I use his 30 seconds?

[Laughter.]

Mr. Kolsky: I think that the present system has been maligned. I think it

needs the increased flexibility that the Commission is now turning to. I
don’t shy away from auctions, I would just like somebody to tell me how
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they're going to work. Basically, what we need is the ability of the gov-
ernment to “fess up” to changing times, changing allocation needs, and
be willing to correct it.

Ms. Dennis: Morgan?

Mr. O’Brien: I also think that the existing system is pretty good. I think
with more spectrum—and, I think, more spectrum is probably inevi-
table, politically—and a more flexible approach with the Commission in
keeping an eye on how successful the marketplace has been in driving
new technologies, really less is more in this area as far as regulation is
concerned.

Ms. Dennis: So you wouldn'’t change any policy currently or put a new
one in?

Mr. O’Brien: I think that the Commission should stay the course. The
more certainty there is out there, I think, the better it is for industry.

Ms. Dennis: Do you think there is certainty with the current process?
Mr. O'Brien: There is some measure of certainty.

[Laughter.]

Ms. Dennis: Dick?

Mr. Parlow: I think that there is a definite need in the United States to
have a more forward-thinking spectrum management process. I think
there is an absolute need to have what I would call strategic planning,
sort of looking ahead to provide the baseline from which the United
States can become more competitive in the world community.

I think, with regard to the distribution of the spectrum—that Leonard
hit one of the points on the head. We need to consider the value of spec-
trum in auctions. I think there has to be flexibility in the allocation pro-
cess. I think that it would tend to make the process more responsive to
our needs, both nationally and internationally.

Ms. Dennis: When you say flexibility, do you mean to allow flexibility
by the user or—

Page 102 GAO/IMTEC-91-52B Communications Policy: Panelists’ Remarks



Panel 3:
Spectrum Management

Mr. Parlow: By the user in terms of the allocation process because, I
think, the process has been very difficult to work with. I think that we
have to provide more flexibility if we're going to get the best bang for
the buck out of the spectrum.

I also believe that if you look at how we use the spectrum, you'll see that
there’s certainly a need to have a more open and responsive process.
Certainly NTIA is going to be going in that direction.

I think that there is a need for better information in terms of how we
use the spectrum in terms of better data bases, because if we're talking
about how it’s being used, we have to have a better understanding of
how it should be used and what the opportunities are. We have to have
a better understanding of how it’s being used.

Ms. Dennis: How are you going to get the Department of Defense to tell
you more openly what it’s doing with its spectrum?

Mr. Parlow: We're heading in that direction. I think that there are some
things that can be brought out into the open and others that cannot.

Ms. Dennis: When do you think you'll get there?
Mr. Parlow: It will take time.

Ms. Dennis: My lifetime?

(Laughter.]

Mr. Parlow: No, I hope not, unless next week you're going to get hit by a
car.

Ms. Dennis: Doctor Stanley, what would you do? If you were a Commis-
sioner, what would you do?

Mr. Stanley: I think that if there were a magic pill to take to make it

better, it would be variations of what Dale had mentioned—certainly
the Dingell bill suitably modified to take into account some economic

mechanisms so that the public exploits the new resource. I think that
either auctions or fees are alternative techniques.

But even doing this is still only a couple hundred megahertz. This is a
hell of a way to run a railroad. Still, to force spectrum either out of the
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broadcasters or the federal government is a very awkward way to mod-
ernize and keep up with the rest of the world.

So it’s just a pill that the Dingell bill is representing. It will make it
better, and I certainly hope it passes, but it’s really not the solution for
the long-term natural development of the resource.

Ms. Dennis: Do you have any solution for the long term?

Mr. Stanley: Probably a better joint process between the FCC and NTIA. |
think that, as Dick mentioned, some openness is certainly a step in the
right direction. That alone would help very much, that is, to make infor-
mation that certainly is available to the Fcc available to the public. It
would certainly make for better-informed decisions.

Ms. Dennis: Okay.
Barry?

Mr. Umansky: Although we support the Dingell bill, I think that it's
important that we not take away any of the spectrum used to make
those Patriot missiles work, first off.

[Laughter.]

Mr. Umansky: But as far as the mass media is concerned, we think that
the government should take best advantage of the existing setup of
over-the-air broadcast stations and make it national policy to allow this
equitable distribution of over-the-air, free, universally available facili-
ties to become upgraded with higher technology. We easily can do that,
in my view. There is enough spectrum for this to be accomplished and
for other techniques and technologies to be accommodated as well,

In the video area, we do not want to see the creation of a system of
“haves’” and ““have nots.” We do not want to see video removed from
people who can’t otherwise afford it or from those who are not being
served by fiber, by cable. We want to see continued universality.

And one matter that we really haven’t talked about as much today as we

probably should have is that we would like to see much more effective
technical standardization by the federal government and especially the
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imposition of realistic and really stringent interference standards. Inter-
service interference standards and intraservice interference standards
have been woefully lacking in the past.
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Mr. Shooshan: A lot of the issues that we’ve heard about today, in
talking about public policy issues in communications, come about as the
result of conscious decisions by policymakers at the federal and state
levels, sometimes assisted by the courts, and occasionally by the Con-
gress, to open markets to competition that heretofore have been closed.

A real dilemma, it seems to me, in that environment, is that once we've
opened a market to competition, what are the ground rules by which all
of the participants in that market play? In particular, where we've
adopted rules to induce competitive entry by restricting or restraining
the incumbent firm, when is it time to remove those restrictions and
allow the marketplace to be truly competitive? In other words, when do
we move away from protecting competitors to simply allowing for com-
petition? I think particularly the sparks that flew on the first panel this
morning indicate that it’s not easy to get industries to move away from
their basic and often rigid positions. But in any event, we want to try to
cover that issue as it stands this afternoon, not only regarding the long-
distance market this afternoon, and the local exchange market, but also
regarding the mass media arena.

I wonder, just initially on this question of what some have called asym-
metrical regulation, regulating like firms in an unlike fashion, if that
sparks any general thoughts or comments from our panel.

Let me go to Bob Crandall right now and talk a little, from a policy and
an economist’s perspective, about the kinds of problems we see with
asymmetrical regulation once markets have become competitive.

Mr. Crandall: Well, to start with, it’s nice to be on the Chip Donahue
Show.

[Laughter.]
Mr. Shooshan: How about the Oprah—

Ms. Dennis: No, don’t get into Oprah, Chip. You’'ve made some sort of
comment about her diet.

[Laughter.]
Mr. Shooshan: You look like she should look.

Ms. Dennis: All right.

Page 106 GAO/IMTEC-91-52B Communications Policy: Panelists’ Remarks



Panel 4:
Market Structure and Competition

Robert W. Crandall

Mr. Crandall: I should explain that my background is that of an econo-
mist, and economists have been studying economic regulation for 40 or
50 years. I think that there’s a general conclusion that comes out of this
study that regulated competition offers very little to be optimistic about.
One of the reasons that we deregulated the transportation industries is
precisely because the regulatory authorities were more likely to act as
cartelizing authorities rather than those concerned with the economic
welfare of the traveling public.

In fact, if you look back at the Interstate Commerce Commission, most
of the rate investigations they did were in response to complaints from
rivals concerning rate reductions. They rarely examined a rate increase,
but were much more likely to examine rate reductions. It seems to me
that that’s exactly the situation you have right now.

You can perhaps ask someone like Joel Lubin to tell you how this pro-
cess works out for the incumbent firm. But it seems to me that—and I
will recommend it, in fact, to the Canadian government—that if you
want to go down the road of opening up competition in industries such
as this, you ought to plan to totally deregulate from the outset and very
early on. Unfortunately in the U.S. case, we didn’t for this competition,
and long-distance services sort of just developed. Now here we are, a
mere 10 or 15 years later, still regulating the incumbent carrier. I would
argue that is a terrible mistake,

Mr. Shooshan: I'm going to take you up on your offer, Bob, and I will go
to Joel Lubin next, although I saw John Hoffman’s temperature rising as
you were speaking.

[Laughter.]

Mr. Fazzone: I was going to say that you don’t even have to get that far.
I'm right next to him.

[Laughter.]
Mr. Shooshan: Go ahead.
Mr. Fazzone: I think that academically speaking, you've posited the

right proposition. I think the rules, from an academic standpoint, are
fine.
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But I'm looking at where the symmetry is. If you wanted to make a case
regarding the long-distance business, we can discuss that. I think that
it’s fairly clear that from the local exchange carrier standpoint, we don’t
have symmetry between the local telephone companies except for a
fraction of the services they offer and their competitors, whoever they
might be. I would just like to say, as we kick off here, that we ought to
be looking at whom we're talking about.

Mr. Shooshan: In order to compartmentalize this a bit and get through
it, let’s deal with the long-distance marketplace first, and then we’ll
come back and talk about local exchange.

Mr. Fazzone: Sure.

Mr. Shooshan: Is it, as Dick suggested, Joel, simply an academic concern
that we have this asymmetrical regulation? From AT&T’s perspective,
would you say that the different regulatory ground rules under which
you must operate promote the public interest?

Joel E. Lubin

Mr. Lubin: From my perspective, I don’t see the asymmetry as pro-
moting competition. Is there substantive difference between now and,
let’s say, 1984 or 1982, when the consent decree was entered? In the
interexchange marketplace, we see substantive difference in that cus-
tomers now have several choices of interexchange carriers. We know
that customers understand that they have choices by virtue of surveys
that are taken.

We also know that customers are executing their choices by virtue of
AT&T’s market share going from approximately 100 percent at one point
in time in the early 1980s, to roughly 63 percent in aggregate. If you
look at the business community, you'll see that our market share is
under 50 percent.

Then the next question is, What about new customers? Maybe they
(long-distance competitors) have just peaked out and there is just no
more capacity out there in the interexchange marketplace to take any
additional customers. If you look at that, you’ll see sufficient capacity
by our competitors in which they can take additional customers. So we
see that the marketplace is very different from than what we saw 9
years ago.
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Now the question is, In terms of good public policy, is it appropriate to
have asymmetric regulation? From our perspective, we say absolutely
not. And in fact, it’s not a question of whether AT&T wins or whether our
competitor wins or of trying to figure out the winner and the loser. The
question is, What is good public policy for the customer? In fact, we see
asymmetric regulation as harming the customer.

Mr. Shooshan: Let me ask you to be specific for a minute, Joel. When
we talk about asymmetrical regulation, what kinds of regulatory tasks
or hurdles do you have to deal with that, say, US Sprint doesn’'t? Where
does the asymmetry rise?

Mr. Lubin: First of all, the biggest asymmetry we have is the issue of
who files tariffs. As of today, the language is that dominant inter-
exchange carriers must file tariffs; therefore, nondominant inter-
exchange carriers do not file tariffs. In fact, that one ingredient is a
major substantive difference.

Let’s assume that you're the customer and I'm the seller. We sign on day
1 to have a contract, and then it takes us 30 days to file a tariff covering
the contract. Then normally it is filed on 45 days notice. And then our
opposition seeks delay for various reasons. The average delay is
approaching 50 days.

Mr. Shooshan: John Hoffman, what’s wrong with having AT&T operate
under the same ground rules that Sprint does in terms of signing up the
large user, for example, as Joel has just described, where two parties
make a deal?

Mr. Hoffman: Let me answer that by going back to the first question
that was posed on asymmetrical regulation. I think that the reason the
rules have to be different is because the positions of the carriers are
different.

I agree completely with the way Richard stated it, but I would state it a
little differently. I disagree vehemently with Bob, and Joel is a lost
cause.

[Laughter.]

Mr. Hoffman: The fact is that you cannot ignore that in the history of

the American economic system, we have never deregulated an industry
with such a dominant carrier existent in the marketplace.
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Mr. Shooshan: Dominant in what sense?

Mr. Hoffman: By almost any measure you want to use, but let’s take
market share. Bob mentioned the transportation industry—you can look
at trucking, busing, or airlines—the largest players when those indus-
tries were deregulated had 33- to 38-percent market share. When we
embarked upon deregulation in the telecommunications business, AT&T
had a 90-percent market share.

You simply cannot ignore that. And I'm not saying that we need to have
asymmetrical regulation forever. What I'm saying is that in some cir-
cumstances, you have to provide some kind of reasonable transition
because with a carrier that dominant in the market, it literally has the
power to put its competitors out of business. If you want to have compe-
tition, you have to restrain that power.

Mr. Shooshan: Let me be clear. Are you saying, in other words, that for
AT&T to lose its dominance, it would have to lose market share? Is that
the idea? In other words, to succeed in the regulatory forum, it would
have to fail in the marketplace? Is that what you’re suggesting?

Mr. Hoffman: No.
Mr. Shooshan: Okay.

Mr. Hoffman: Let me use the reasoning the Commission used in the
competitive carrier rulemaking in 1980. The reason that Ar&T was found
to be dominant is because it had market power. A very practical defini-
tion of market power is the ability to harm competition. AT&T has the
size, the magnitude, the strength, the depth to put its competitors out of
business, literally. AT&T can price against our customers; it can cut its
prices in half; it can draw all our customers away from us, MCI, and the
other competitors in the business; and it can withstand the losses it
would have to suffer in order to predatorily price like that because it
has a whole bunch of customers that aren’t exposed to that kind of com-
petition or that have other resources.

Mr. Shooshan: Joel, do you want to respond?
Mr. Hoffman: Well, let me finish the point.

Mr. Shooshan: Certainly.
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Mr. Hoffman: It has the power to drive competitors out. If Sprint, MCI,
or any other carrier tried to do the same thing to AT&T—if we cut our
prices in half or if we gave our services away in order to try to attract
AT&T customers—we would run ourselves into bankruptcy before we
would put a dent in Ar&T. That’s why it was considered that we do not
have market power and they do.

Market share has gotten to be an easy shorthand way to define the rela-
tive size of the competitors in the marketplace. That’s not the answer.
The answer is market power.

Mr. Shooshan: Joel?

Mr. Lubin: | always thought that the dominant firm was an entity that
could exercise market power by raising prices and thus exercise its
market power by earning exorbitant profits. In this case, what we're
trying to do is to lower prices, and our competitors are saying that by
virtue of lowering prices, we will exercise our market power that way.

If anybody thinks that we can put MCI or Sprint out of business by
effectively lowering our price—and one can argue that’s a rational thing
to do, but it becomes rational only if over an extended period of time,
you can raise your prices to the sky and reflect all the lost earnings—Ilet
me tell you that in this marketplace, that simply is not going to happen.
MCI is a very large firm. If you look at Fortune 500, they’re probably in
the top 50 or 60. Sprint is also a large firm. The bottom line is that we're
not going to be able to put those entities out of business.

If you also look at MCI's cost structure, you'll see that the Wall Street
view is that MCI has the lowest unit cost structure. So here again you're
not going to see AT&T putting these parties out of business.

So the real question has to be, Is what they’re arguing for in the cus-
tomer’s interest? What they're really trying to do—and legitimately so if
I were they, I would do the same thing—is use every regulatory advan-
tage as a competitive advantage that you can do. I don’t blame them.
Our objective is to try to highlight that to the regulator and ask if the
customer is better off, because, we believe, the customer is far worse

off.

Mr. Hoffman: I'd suggest to you that the facts do not support what Joel

Jjust said. Look at the fact that AT&T now has 85 Tariff 12s in effect, all
of which are price cutting. Those Tariff 12s in the aggregate constitute

Page 111 GAO/IMTEC-91-562B Communications Policy: Panelists’ Remarks



Panel 4:
Market Structure and Competition

almost $1.5 billion of revenue a year. Tariff 12 all by itself has become
the fourth largest interexchange carrier in the marketplace.

Look at what’s happened. All of the carriers have just announced their
1990 financial results. AT&T had record results; MCI’s and Sprint’s are
off, Look at the Commission’s own reports on market share that were
just issued the end of the year. AT&T—

Mr. Shooshan: Let me ask you a question, though. Where is the public
being harmed by all that’s going on? It seems to me that the fight is over
who can give a better price to a large user?

John R. Hoffman

Mr. Hoffman: Well, I think, you're substituting individual large users
that are getting lower prices for the public interest. I would suggest to
you that somebody is paying for those lower prices. I suggest to you that
if AT&T remonopolizes the marketplace, everybody will pay for it.

Mr. Lubin: Absolutely not.

Mr. Crandall: Let me just point out that there are lots of other indus-
tries in which this problem has existed. At the turn of the century, U.S.
Steel had about 90 percent of the steel market. When it was prosecuted
under section 2 of the Sherman Act, it had somewhere between 50 per-
cent and 60 percent.

It isn’t all that long ago, we may remember, that 1BM had a very large
share of the computer market. However measured, it was in excess of 60
percent. It was prosecuted under the theory that it could behave preda-
torily and drive little firms like Apple and so forth out of the market.

General Motors, right after World War II, was supposedly constrained
by the Alcoa decision to say somewhere around 60 percent of the
market. Its share was in the high 50s to 60 percent until little firms, like
Honda and Toyota, entered the market.

These were all unregulated firms, and we had nothing to fear from pre-
dation from such large firms with market power because it’s irrational
for them to engage in predation against newcomers that may well be
more efficient than they are. The notion that somehow small automobile
companies today are afraid of the dominant power of General Motors is
palpably absurd. It seems to me that the same thing ought to be true of
new efficient entrants into telecommunications.
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1 would doubt very seriously that the history of AT&T puts it into a posi-
tion to be such a miraculously efficient company that it could behave
any differently than General Motors, United States Steel, or IBM.

lVlB. uenms. Dut wasn t IBM sueu over ana over agam, ana (ll(ln E me
government fold up its case and go home?

Mr. Hoffman: On the same day on which the divestiture was
announced.

Mr. Crandall: There was no case. During the period in which the suit
was pending, 1BM lost market share nvnrvurhprp The fact was that it
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made absolutely no sense to bring that case to court. The same head of
the Antitrust Division who litigated the AT&T case to the eyeballs read
through the evidence in the 1BM case and decided to drop it. His name
was Bill Baxter.

Mr. Lubin: 1BM’s market share for mainframes is over 60 percent today.

With regard to the large deals that AT&T makes, let’s look at our competi-
tors. They have well over 50 to 60 deals, that we know about—in fact,
it’s very difficult to find out if they exist or not. My guess is that they
far exceed our deals. The reason is that they don’t have to file tariffs.

So, again, that’s what is happening in the marketplace. If there’s an
unreasonable discrimination issue—and I don’t believe there is—but if
there is for AT&T, then certainly there is also an unreasonable discrimi-
nation issue conducted by the other interexchange carriers who are
doing it, and, in fact, started it.

Mr. Hoffman: Those are all very interesting examples, but I don’t see
the relevance to telecommunications. None of those industries was in a
regulated environment, none of them was considered natural monopo-
lies, none of them was—

Mr. Crandall: What does regulation do except make the incumbent inef-
ficient? If you deregulated AT&T totally, why would you expect AT&T to
behave predatorily any more than General Motors or 1BM behaved
predatorily?

Mr. Shooshan: Let me stop on that point—no, not stop on that point,

but I want to broaden the discussion here. I think that we can see these
issues beginning to play out in our domestic market in another area, the
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local exchange market. We're really now beginning to deal with some of
the same issues that were dealt with 15 years ago in introducing compe-
tition in the long-distance market. Bob Atkinson’s presence on this panel
is an indication of the fact that there is beginning to be competition in
some segments of the local exchange market.

Bob, I wonder if you could start out by talking about the perspective of
Teleport Communications, a local competitor at least for some portion of
the local exchange market. What do you see the key public policy issues
being as we look ahead to the next 10 years? And to what extent can we
draw any kind of solace from the way we resolve these issues in the
long-distance market?

Mr. Atkinson: I see some interesting parallels between the last 25 years
in the history of the long-distance business and the beginnings of some
competition in the local area.

First of all, I think that we need to be clear about the definition of the
term *‘local exchange competition.” We are not talking about switched
services, POTS services, or anything similar. The only area in which there
is even a some glimmer of competition is what we call private line, or
special access, services. There is no competition, that I'm aware of, any-
where in the country for—

Mr. Shooshan: Long-distance access service. Let’s call it there.

Mr. Atkinson: Basically private line services, which, perhaps analo-
gously, was obviously where the long-distance competition began with
MCI and companies like that.

I would expect to see the same general evolution in local competition as
we've seen over the last 20 years in long-distance service. I think that it
will probably take 20 years for that process to get to the stage where
they're at least arguing about the issue of whether there is effective
local competition or not. You have AT&T and Sprint here today arguing
about that in long distance. I think that it’s clear that there isn’t any
effective competition in local services, so the question is, How do you
get there from here?

Mr. Shooshan: That’s the question.
Mr. Atkinson: Let me respond to your initial question concerning asym-

metrical regulation. I guess my general view on that, and what I think
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we've seen from the discussion here already, is that asymmetrical cir-
cumstances require asymmetrical regulation and that as the circum-
stances become more symmetrical, then the regulation can become more
symmetrical. Therefore, in the local services market, since the circum-
stances of the respective players are so wildly asymmetrical, perhaps
asymmetrical regulation is necessary for today. Perhaps asymmetrical
regulation won'’t be justified 20 years from now and maybe not 10 years
from now. But as circumstances change, we should change the regula-
tory situation.

Mr. Shooshan: Ivan, New England Telephone, at least, is directly com-
peting in New York with Bob’s company. From the point of view of the
established provider trying to compete, do you want to make some
observations on this?

Ivan G. Seidenberg

Mr. Seidenberg: Probably there are two or three points that I would
offer. First, let’s start with the customer one more time. Think about the
marketplace. We're hearing loudly and clearly that customers want
absolute choice in local services. You may start out with private line
services; you may start out with alternative services, such as disaster
recovery or whatever the case might be. But over a period of time, cus-
tomers have been saying that they want choice.

So the first thing that I would suggest is that we need to straighten out
our issue of asymmetrical policy. If the policy is really to focus on com-
petitive choice, then we need a string of policies at both the federal and
the state levels that will deal with removing all the barriers to entry. We
started that in New York and we started that in New England. I would
suggest that there are pockets to that occurring all over the country.

When you see partnerships between cable companies and cellular com-
panies, when you see partnerships between cellular companies and wire-
line companies, when you see merges of all sorts of different types of
exchange carriers, you're beginning to see alternative forms of tech-
nology and alternative forms of service beginning to nibble at the edges.

I would agree with something that Bob said in that the issue is not the
asymmetrical policy right now, but rather the question of asymmetrical
regulation. The problem that I think we all have in the local exchange
industry, whether you're a very large company or a very small one, is
that the rules of engagement are totally different. There are a lot of les-
sons to be learned from the divestiture and predivestiture times.
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In the 1960s and 1970s, Washington was hell bent on removing barriers
to entry and never paid attention to the rate structure questions, or the
financial questions, and it let the internal plumbing of the industry go to
hell. So here we are in 1991 with Sprint, MCI, and At&T still arguing over
who has market power.

I would suggest when we think of the 1990s, what the issues that we
will all have to focus on beginning this year and throughout the next 3
or 4 years are the financial, rate structure, and depreciation issues; the
alternative forms of regulations; and all of those asymmetrical regula-
tory issues that need to be straightened out between the states and the
feds. The rcc has been woefully inadequate at dealing with those ques-
tions, and the states are just beginning to deal with them. I would hope
that over the next 2 or 3 years, the states would begin to really deal
with the internal mechanisms that really make the industry what it can
be.

Mr. Shooshan: That’s a very good point of departure, because I wanted
to reflect on the fact that those issues that you've alluded to have, to
some extent, been raised around a petition filed by one of the firms
that—Ilike Mr. Atkinson’s— is competing in the local long-distance
access market, MFS (Metropolitan Fiber Systems). MFs has filed a petition
with the Fcc that, in fact, looks for collocation, but what MFS actually
wants is local access.

Mr. Seidenberg: Not to dominate, but I have just one last point. This is
kind of an interesting point, and maybe it’s curious. Every single one of
the RBOCs (regional Bell operating companies), GTE, and probably 15 of
the other largest telephone companies all engage in activities like Bob
Atkinson offshore. So, I think, we understand the nature of the issue
that he faces. The issue is the asymmetrical implementation of incen-
tives to drive the financial restructuring of the industry. That'’s the issue
that has been lacking for probably 15 years.

Mr. Shooshan: What I was getting to is that, I think, there is another set
of issues as well, the set of issues raised by the MFs petition about equal
access and interconnection. In effect, we went through divestiture in the
long-distance market to facilitate equal access for competitors. Do we
need to go through that same process in the local exchange market to get
there? And what is the relative role of the Fcc and the states in dealing
with this issue of the introduction of local competition?
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Mr. Fazzone: Someone suggested that if you go abroad, you will find
tremendous competitive opportunities. I think that that’s very much a
ristake. If you want to engage in local exchange competition or long-
distance service in France, you're going to have a very hard time.

Ms. Dennis: I think that Bob Atkinson can shed a great deal of light on
this issue of interconnection that you've raised, Chip, because he’s had
precisely that difficulty with New York Tel in the past.

Robert C. Atkinson

Mr. Atkinson: Yes, thank you, Patricia. We have been, since 1986,
attempting to establish what we would call equal interconnection with
local telephone companies. Let me explain. We built a local fiber-optic
network in the New York area and in a variety of other cities around the
country, and the telephone companies have built a local fiber-optic net-
work, as well,

Now, the telephone companies’ fiber-optic networks are far more ubiqui-
tous than ours. In New York City today, I think, New York Tel claims
that it serves 450 buildings in Manhattan with fiber, and our network
goes to maybe 250 to 300 buildings.

We would like our fiber network to have the same interconnection to the
rest of the telephone network as the telephone company’s fiber network
has. We want equal interconnection to the rest of the monopoly network:
the switches, the ubiquitous copper local loop, and those things. If the
interconnections aren’t the same, then the telephone company’s local
fiber network has inherent advantages over our local fiber network. The
superior interconnection provides major competitive advantages to the
telephone company’s fiber network.

That is very similar to the situation back before divestiture when AT&T’s
local operating companies provided AT&T Long Lines with a superior
interconnection to the local network compared with MCI’s and Sprint’s.
The ultimate result, obviously, of the unequal interconnection was
divestiture.

I guess a major question, for both the federal government and the states
is, Is history repeating itself? If there is unequal interconnection for
what may be a competitive part of the telephone company’s operation
compared with the interconnection provided to entrepreneurial net-
works, this is the same situation that we had before divestiture. So are
we really looking at divestiture I1?
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Mr. Shooshan: Those issues have been posed fairly squarely by the MFs
petition before the Fcc. I want to get Marta into this discussion.

I think that it’s safe to say that one of the reasons the Commission has
been reluctant to move ahead with the question of equal interconnection
has been a concern about where the states stand in all of this regarding
preemption.

Ms. Dennis: You're going to talk about New York.

Mr. Atkinson: Let me quickly talk about our experience in New York.
In late 1986, we filed a New York Public Service Commission (PSC) pro-
ceeding seeking the Commission’s review of this unequal interconnection
issue. Ultimately, in May of 1989, the New York Public Service Commis-
sion ordered New York Telephone Company to provide us, and others,
with an improved interconnection.

In early 1987, relatively simultaneously with the New York psc filing,
we filed a complaint with the Federal Communications Commission. It is
essentially the precursor of the MFS complaint, except that at the time,
we were focusing only on New York. The legal theories behind the MFs
petition and our 1987 petition are the same.

We filed in March of 1987 and two things happened. All the states came
to the FcC and said that it wasn’t their issue so butt out, please. Then all
the telephone companies came to the rcC and said that it was a terrible
idea and not to do it.

Mr. Shooshan: Are you suggesting a certain symmetry here, Bob?

Mr. Atkinson: No, I think—

Mr. Shooshan: I'm determined to get Marta into this discussion. Why
don’t you—

Ms. Greytok: I feel like I'm in oral argument.
[Laughter.]

Mr. Shooshan: The suggestion has been that—
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Ms. Greytok: Really this is great. I like the position of being quiet until
you hear where they all are.

[Laughter.]

Mr. Shooshan: Now I'm going to put you on the spot. The suggestion
has been here that there is a substantial state interest in resolving these
issues of local competition. The states, at least to this point, have said to
the Fcc, “Thank you, but jurisdictionally we can take care of that.” Can
you give us some thoughts from the perspective of a state regulator
about how we deal with these issues; on the one hand, equal intercon-
nection, as Bob Atkinson talked about, and, on the other, Ivan Seiden-
berg’s concerns about getting the pricing structure realigned so that
we're not sending false signals out there in terms of demand and market
needs?

Ms. Greytok: Obviously, I feel that I need to go back to the beginning of
time here.

Let me just first say that some proceedings of the Texas Commission,
which many of you are well aware of, are going to restrict some of the
comments that I make. We're going to wade in, and wade in deep, in
determining what the definition is of local exchange service, the appro-
priate definition under today’s technologically advancing world, and
that is not too far off. As a matter of fact, that determination was just
made by the Commission very recently. And there are some outstanding
dockets there and some rule-makings that I think will be extremely
interesting to go through.

We want to do that to answer many of the questions that have been
posed here already today. Certainly, we can go back and point to what
has happened in the regulated competitive area with AT&T, which Texas
does have with AT&T. You all are flourishing quite nicely. I thought that
it was interesting that it was such a bad idea.

But at any rate, I think that at the current time, regarding local
exchange service, what you have are all the same concerns that you
heard expressed over here earlier. I'm leaving the FcC alone for the
moment because I need it badly this afternoon regarding something else.

[Laughter.]

Mr. Pepper: Now that’s market power.
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[Laughter.]

Ms. Greytok: The rccC definitely has market power in this issue. But at
any rate, I will say that I am very fond of my friends, including those
who have left the FcC and do not wish to get into any sort of contest
with them. I think that for the first time, the states and the FcC are
indeed communicating well, and we are trying to understand exactly
where the line should be drawn.

I don’t want to indicate that I've made that decision. I do think that the
states have considerable interest here. I don’t want to indicate that the
FCC has none.

Mr. Shooshan: Outside of the context of any particular rule-making that
may be pending, where we obviously don’t want you to predispose your-
self—

Ms. Greytok: Bob would like that.

Mr. Shooshan: The suggestion was made during one of the panel discus-
sions this morning that in the area of creating local service competition
and enhanced services competition, in fact the states—these were not
Marta Greytok my words but those of another panelist—were really in the position of
the states in the late 1950s and early 1960s in trying to hold back the
tide of competition.

Give us some idea of how you would like, generically perhaps, to resolve
these issues, from the perspective of a state regulator. After all, you're
concerned about Aunt Minnie.

Ms. Greytok: From my standpoint—and I've been a very aggressive
Commissioner along this line—I don’t think that you can ever really feel
that you have done the best thing when you substitute regulation for
competition. Having said that, that’s my far-right approach to things.

On the other hand, I think that there is another side to this issue, and
that is, What did I raise my hand to do when I went to the Commission?
Those are issues that I have to constantly balance with the statement I
just made. When I went to the Commission, I raised my hand to protect
the public interest. You have to determine where the public interest does
lie. I think that competition is very good for the public interest. I don't
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think we can ever find a situation where that tension on the issue does
not improve what the public will ultimately end up with in benefits.

To get there, to balance it and to get there, is an extremely difficult job,
obviously. I was sitting back there when someone—was it you, Bob?—
said, “If I were a state regulator, I'd shoot myself.”

[Laughter.]

Ms. Greytok: Well, that’s the way you feel many mornings, Bob.
[Laughter.]

Ms. Greytok: But obviously there is a balance here.

Mr. Shooshan: Specifically, how do you balance competition—you said
that you have this inherent desire to see it or a feeling that it is a good
thing—

Ms. Greytok: It's very difficult.

Mr. Shooshan: In the long-distance market, we've balanced it by saying
that AT&T, although it’s subject to competition, is still going to have to
maintain universal service and is still going to have to maintain average
rates. This goes back to—

Ms. Greytok: That was obviously a very difficult thing to do. You have
a situation where you have to have a certain amount of contribution in
order to provide universal service at a price that allows the penetration
rate to rise. In Texas, we still have a lot of difficulty with that. Our
penetration rate is one of the lowest, if not the lowest, in the nation.
There may be some areas where the situation is worse, but we still have
a need to remember that we are not there yet.

We have a lot of rural areas, and we have a lot of disadvantaged areas.
What is good—and I always find that this is true when I'm with the
NARUC (National Association of Regulatory Utility Commissioners) Com-
missioners—is that you can identify what part of the world they’re
from by their position. It is very interesting to watch their perspective
on things. Those that have large rural and disadvantaged areas have
one particular view of the situation—obviously the view of wanting uni-
versal service and protecting it at all costs—and as you move toward
more urban areas, you see that pattern change.
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Mr. Shooshan: [ want to go to Dick. He’s been very patient, and, I know,
he has some thoughts he wants to inject into this. We have a whole other
set of issues we haven’t even put on the table regarding mass media.
And Doctor Crandall is chomping at the bit. Dick, do you have some-
thing to say?

Mr. Fazzone: No.

Mr. Crandall: I just want to say that this notion that one has to main-
tain these tremendously distorted state and local rates in order to pro-
mote universal service has certainly been dealt a very severe blow by
what has happened over the last 5 or 10 years in terms of the repricing
of telephone service by the FcC. We know a lot about what determines
telephone subscription rates, and one does not have to provide huge sub-
sidies from a group defined as urban businessmen—or their customers,
of course—to a group called rural residential subscribers in order to
maintain universal service.

Competition shouldn’t be viewed here as assigning different weights on
different players to make sure everybody comes out even, but rather as
a mechanism by which prices are pushed toward cost and by which
costs are pushed down through the adoption of new technologies and
more efficient techniques.

It seerns to me that one of the things that you have to do before you
begin to admit competition at the local loop is to understand that you're
going to have to restructure rates, as Ivan Seidenberg said. You cannot
possibly leave him in the position of the 1920s railroad, take all of his
manufacturing traffic away from him, and leave him only with coal and
natural resources. That's a prescription for bankruptcy.

Competition is a mechanism that will show us where the rates should
be. I think that it’s incumbent upon those who would argue otherwise
that we ought to have this horribly distorted set of local and state rates
that we now have.

Ms. Greytok: But, Robert, what do you do about the time in between?
That’s a wonderful statement, but have you ever been to the Rio Grande
Valley?

Mr. Crandall: But you don’t have to—
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Ms. Greytok: Have you ever been to Farwell, Texas, and looked at
what'’s there and said, “Who is going to go there?”

[Laughter.]

Mr. Crandall: You don’t have to subsidize the King Ranch while you do
it.

Ms. Greytok: Believe me, I don’t think that that’s the issue.

Mr. Crandall: But that, in fact, is the issue, because a very large per-
centage of those people that you're pretending to keep on the network
by keeping their rates low would not fall off the network no matter
what.

Ms. Greytok: They will fall off.
Mr. Crandall: Well—
Ms. Greytok: They are already off.

Mr. Crandall: There’s a lot of evidence to the contrary, and you just
cannot fall back on religious beliefs to justify these distortions.

[Laughter.]

Ms. Greytok: I admire the position that you're coming from, but I will
tell you that not only will they fall off, but that they are not on. They
are not on because they simply have been unable to afford to put in a
phone and unable to keep it. Part of what has happened in Texas is the
fault of the Texas Commission. We take our hits where we should. The
connection charges were too high, the mileage charges, the extended
area service—many things that we have been working on. We still how-
ever, have had to put in a lifeline rate in order to provide people with an
opportunity to get a job, hold a job, and be able to communicate with
their bosses—things that maybe, in other parts of the world, are not a
problem. But it’s still a problem there.

Mr. Crandall: Lifeline rates are a far better solution than keeping busi-
ness rates in large cities high so that you set up a struggle between
Atkinson—

Mr. Seidenberg: May I just respond to something?
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Mr. Shooshan: Go ahead, Ivan.

Mr. Seidenberg: I don’t want any local exchange carrier’s position to be
taken out of context. I think that we recognize that there is probably a
higher standard. Rather than the intellectual argument over who should
be the supplier of last resort—you're not hearing any local exchange
company arguing seriously that it doesn’t want that responsibility. I
wouldn’t want to take this discussion and exaggerate it to a point where
our position was not credible.

In New York, in the South Bronx, and in Boston and Roxbury, we are
providing a $1 lifeline rate, and we're more than happy to provide that.
In New York state, a $7 billion company, lifeline service is subsidized at
$35 million. So that’s not a hardship to New York Telephone Company
to do that. Sure it’s an intellectual and academic argument to suggest
that you can’t perpetuate certain things forever.

The important thing that I would like to offer to the group is that you
need a symmetrical policy. You can tolerate asymmetrical regulation for
only a short period of time. And you really need greater cooperation
between the states and the feds in order to extend this transition period
over a period of 3 to b years so that we can restructure not only an open
network, interconnection, and open standards, but also open financial
arrangements so that you can create the incentives and enable the busi-
ness to continue to grow.

Mr. Shooshan: When Tom Herwitz and I were talking about his role on
this panel, the first thing he said to me was, “What am I doing here with
all these telephone people?”

[Laughter.]

Mr. Shooshan: I assured him that we were going to get to the mass
media issues, and we are because, I think, there are some similar issues
lurking there, too. We alluded to some of them in the first panel discus-
sion this morning. There again, in the mass media area of communica-
tions, we have seen a lot of change, a lot of competitive entry. But
similarly, we have seen the established players—in this case, the broad-
casters—being regulated in a fashion that is very different-—asymmet-
rical, if you will—from the regulation of the new entrants—in this case,
cable television.
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Tom, from the perspective of someone who has been in both a policy
position in the FCC and is out now in the business of running a television
station, looking ahead, tell us what kinds of concerns you have about
the asymmetrical regulation that exists in the mass media market.

Mr. Herwitz: Let me just start by saying that before I came here this
afternoon, I had spent the better part of the afternoon trying to decide
whether to move Woody Woodpecker and the Flintstones.

(Laughter.]

Mr. Herwitz: So you can imagine what a headache I have right now.
[Laughter.]

Mr. Shooshan: What did you decide?

[Laughter.]

Mr. Herwitz: It’s much too complicated. It involves the Muppet Babies.
{Laughter.]

Mr. Seidenberg: It’s the states’ fault.

[Laughter.]

Mr. Herwitz: I'm not going to say which side that came from.

In a much simpler fashion, a lot of these same kinds of issues arise in
what’s happened in mass media. Our company, which is trying to
develop another network to provide free over-the-air television, is in the
position of trying to deal with a structure for mass media that was
developed in the 1950s to accommodate only three television networks.
So all these “weak UHF stations” that are affiliates and partners in
this—

[Laughter.]

Ms. Dennis: Tom, this is being taped.

[Laughter.]
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Thomas R. Herwitz

Mr. Herwitz: But the issue is that you cannot create an equal-access
scheme or anything else in over-the-air broadcasting. So the question
becomes, Do new entrants, at least in the mass media area, create
enough competition by their very existence, because they go out and do
it on their own, to allow for fundamental deregulation and elimination
of the kinds of concerns that we had early on in the 1960s and 1970s
about the dominance of the three television networks? It’s a different
situation because there are three television networks, even though
they’ve always been lumped together.

At the same time, when the FcC, the Congress, or any of us try to decide
about broadcasting and the things that should happen in broadcasting,
are we taking just a sliver of an overall issue? Who cares whether the
Fox Broadcasting Company and the three networks are competitive
with each other? There’s another group out there, the cable industry,
that have total and final control over all programming that goes to cable
houses because they maintain the final gateway between anybody who's
trying to broadcast and the viewer. How is it fair that that group of
people are regulated in a fashion different from that in which broad-
casters are?

Then, of course, over the next few years, we're going to deal with the
issue of yet another entrant, possible entrant, in cabling the country—
whether telephone companies or somebody else comes in—and what
kind of scheme is it going to be subject to? There has been lots of talk
about their being subject to regulation that keeps the provider of this
service away from the programmer, the distributor and the programmer
away.

In the mass media area, in effect, you have this scheme where there is
this group that developed in the 1970s, the cable industry, which really
may end up being treated more favorably, asymmetrically, than every-
body else, whether it came before or after, due to nothing more than the
chronology of history.

So it is a continuing problem. I guess that my thoughts at this moment
are that in my role of operating a television station, we're sort of in the
butt end of it no matter what happens with the regulation and probably
will, for a long time, remain in that position.

Mr. Shooshan: One of the interesting things is that in the last several

months, the FCC has embarked on a look at the structural regulations
that have been imposed on broadcasting. I was hoping that Bob Pepper
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would tell us a little bit about where that stands and enumerate for us
the kinds of regulation that constrain broadcasting, but that don’t apply
to some of the new competitors.

Mr. Pepper: Well, first I would like to make a point about your defini-
tion of “‘asymmetric regulation.” You taiked about reguiating like firms
in different ways. Tom’s company has argued that it’s also a problem
when you regulate unlike firms in the same way. That’s something that,
I think, you have to look at as well, on the telephone side as well as on
the mass media side.

What we have done is to undertake an inquiry essentially into the eco-
nomics and current market structure of the television industry. You've
characterized it as a study of the future of broadcast television in the
United States. It asked a very basic question, What is the future going to
look like for a broadcast television station, your local broadcast televi-
sion station, that is a single channel outlet, that is supported by adver-
tising dollars, and that is trying to compete in a multichannel world of
many channels in which most of its competitors have more than the
advertising revenue stream?

What I mean by that is that channel 5 in Washington, D.C., is competing
not just with the over-the-air channels here in Washington but that
when it’s on a cable system, it’s competing in the District with 45 chan-
nels, in Fairfax County with 50 channels, in Montgomery County, in
Prince Georges County, and so on. Most of the channels that it’s com-
peting with have multiple revenue streams, both from some advertising
dollars that are coming into those cable networks, and from direct sub-
scriber fees.

So the buying power of cable networks, in terms of bidding on program-
ming, is beginning to approach that of the television networks. Cer-
tainly, when you take a look at some of the deals—regional deals and
local deals—that have been cut for sports and special events, you'll see
that the direct payment revenue stream to cable operators and other
subscription services give them the ability to outbid over-the-air
television.

You might ask, Who cares? So what? Historically, broadcast television
and radio have had a special place in the regulatory world because we
have granted a unique privilege to the licensees to use this public

resource called the air waves, which we talked about in the last panel
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discussion, We've extracted just part of the grant of this privilege, cer-
tain public interest responsibilities, and they’re supposed to act in cer-
tain ways.

Congress is very interested in this, by the way, because one of those
responsibilities turns out to be equal time for political candidates in
order to get out to the voters with their messages and get reelected.

The question is, What is going to happen to over-the-air television in this
new marketplace? We have rules that are very different.

Mr. Shooshan: Would you enumerate some of those rules? Why, for
example, can’t Fox go out and start a second channel here in Wash-
ington? Why can’t it get into the cable business itself?

Mr. Pepper: We have cross-ownership rules. We have rules that were
intended-—rules that actually go back to the network case in 1938 to
1941-—to increase diversity of voices in the market. Those rules are pre-
mised on the fact-—or they work out to be that a company may not have
more than one television station in a market; may not have more than
one AM or FM station in a market—it can have two radio stations but
only one of each kind—it may not have more than one television net-
work; you may not, as a television broadcaster, own the local cable
system; and if you are the television broadcaster, you may not be co-
owned with the local newspaper. We have all these rules that are
designed to increased diversity of content, but they are designed as
structural rules.

The question then is, When you have a cable operator in Washington,
D.C., that essentially controls which channels get on and how they’re
placed—and we’re talking about a 54-channel system, of which 45 or 48
are on the basic tier—how do these rules compare with the rules
imposed on Tom’s company?

Beyond that, in terms of the asymmetric or perhaps unfair treatment of
broadcasters vis-a-vis treatment of other industries, again in the first
panel discussion this morning, there was discussion of the compulsory
license. I wasn’t here for the panel discussion this morning, but the way
it was described to me was that the Supreme Court said that cable could
take those broadcast signals and not pay for them. That may be the
case, but don’t forget that the Congress defines the copyright liability
and establishes the rules under which copyright operates.
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The fact is that today we have a very different situation in which cable
operators are able to carry, without charge, local broadcast signals. At
the same time, unlike in the early days when that merely extended the
coverage of those local broadcast signals and when cable did not com-
pete with those local broadcast signals, today cable is beginning to com-
pete in a significant way for advertising dollars with those local
television stations in two respects.

First is selling local advertising. But that’s fairly small. That’s only
about $700 million or $800 million a year. Local advertising revenue for
television are $8 billion a year. In a more significant way, however,
there is a little over $2 billion a year that is actually part of what adver-
tisers call their national spot business. That very simply means that
when Coca-Cola wants to buy ads on each local station, instead of
buying time on CBS or Fox, it has a separate budget. That’s money that
usually goes to local stations. That money is about $2 billion a year. But
that money is now going to cable networks.

So you can see a direct effect here where the cable networks are really
beginning to compete with local broadcasters. That’s good because you
now have viable program services that are competing and providing
choices to viewers. That’s bad if you're not allowing broadcasters in
sorme way to be able to correct the imbalance where the cable operator
can take their programming and put it on the cable system without per-
mission and without payment.

Mr. Shooshan: Tom, let me ask you a specific question. We’ve heard the
broadcasters today and previously suggest that the entry strategy into
HDTV, on the one hand for television and for digital radio on the radio
side, was going to be, in effect, setting aside frequencies for each incum-
bent broadcaster to have a second station in the market to do HDTV or
digital radio. Can that happen without the Commission’s repealing its
duopoly and its one-to-a-market rules?

Mr. Pepper: I think the legal analysis is that it can be. There is a ques-
tion whether or not you can go ahead and grant a license without
holding a hearing.

Mr. Shooshan: That’s my second question.
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Mr. Pepper: But they're related. The Commission rule established the
chain broadcasting rule. The Commission, for example, permits owner-
ship of two radio stations in a market, albeit an AM and an FM. The
Commission also—

Mr. Shooshan: Yes, but the suggestion has been that to get into digital
radio, companies would be allowed to own two FMs and that for HpTv,
FCC is going to give a second license to channel 5 so that it can operate in
the interim on HDTV. I'm just asking the question, Can you do that with a
rule that says that a broadcaster can own only one station in a local
market?

Robert Pepper

Mr. Pepper: In fact, the Commission had done that already in the city of
New York. We're talking about simulcasting as a transitional mechanism
to move from NTSC, our existing television system, to this HDTV system.
We did it for several years in the city of New York, when it built the
World Trade Center and there were people who could not receive signals
when the transmitters were at the Empire State Building. Every televi-
sion station in the city of New York received a second frequency in the
UHF band so that people in the shadow of the World Trade Center could
receive the other signal as a transitional mechanism. Sure they can do
that.

Mr. Shooshan: But then they gave up the previous assignment.

Mr. Pepper: That’s correct.

Mr. Shooshan: I don’t think that’s what the broadcasters have in mind.
[Laughter.]

Mr. Pepper: That's not what the broadcasters have in mind, but I think
that it may be different from what we end up with.

Mr. Shooshan: Bob Crandall, do you have any comments on the way
this imbalance exists and affects the development of the mass media in
the marketplace?

Mr. Crandall: It strikes me as somewhat incongruent to start talking

about how the growth of competition now changes the backdrop against
which you regulate broadcasters therefore, and how, a lot of these rules
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are no longer required, when, in fact, the only reason that you had con-
centration of broadcasting in the first place was regulation. The spec-
trum could have been allocated quite differently.

I'm not sure that those regulations were ever there for that purpose;
therefore, I'm not sure that the analysis saying that now that we have
less concentration we can do away with them is either persuasive or
likely to work anyway.

Mr. Shooshan: Are there any other—

Mr. Pepper: In terms of things like the compulsory license and retrans-
mission consent—I don’t follow.

Mr. Crandall: I'm simply saying that these derive from a notion that
somehow you have to constrain powerful actors in a marketplace when,
in fact, the power was initially granted by the Commission against
strong recommendations that an alternative course be taken, which
could have very early on transformed the U.S. broadcasting industry
into something like the Italian system.

Mr. Shooshan: But you're not necessarily disagreeing, just saying that
you question whether the rules ever made sense in the first place?

Mr. Crandall: That's right.

Ms. Dennis: But you're making an assumption that the underlying
reason was to constrain power when, in fact, as Bob said, it was to
increase diversity so that information was not disseminated by a few,
but by many. I think that is a different spin from just concentration as
such. We get our information and news from many sources, at least on
the local level-—nationally there is a different issue altogether—and
that’s why the local rules mandating duopoly and one-to-a-market and
so forth were put into effect. There are many who believe that if you
can ensure that there is one iconoclastic voice that appears in a partic-
ular local market, the rule will have served its purpose.

Mr. Shooshan: The question, I guess, gets back to whether, in a competi-
tive market, if you allow, as Bob said, one cable operator to control what
goes out over 40 channels, you really need to be too concerned about
constraining a broadcaster to having a single outlet in that market?
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Mr. Herwitz: The other thing that you should know is that in Wash-
ington, D.C., for example, the nonbroadcast viewership in the market is
somewhere between 40 percent and 48 percent of all viewers during the
course of the day. So it’s not an insignificant amount. You have one
person in each of these local areas controlling close to 50 percent of the
viewership, and you have everybody else sort of in this theoretical
market that is made up only of broadcast stations fighting for what's
left.

Mr. Pepper: There’s another point here, Chip, as well. Inertia goes a
long way. Old habits are very hard to break. It took Western Union—

Mr. Shooshan: Regulatory protection is a hard thing to give up.
[Laughter.]

Mr. Pepper: That's right. Western Union, 2 months ago, finally got out
of the communications business 100 years after it realized that it had
made a mistake by not buying the Bell patent.

Often what happens is that you have watershed events, things that
break habits, and we may be seeing those today in terms of what has
been occurring in the television marketplace. We won't know if these are
the watershed events, but they might be.

First, we're in a recession. What you've seen is that the advertising rev-
enue flowing to the three major television networks—and I'm not sure
about the case of Fox, I assume it’s similar—is way down. Dollars are
not flowing. The prices are down. Indeed, adjusted for inflation, the
three major television networks’ gross total advertising revenue is less
today than it was in 1984.

The cable networks and local stations are down also, but not as much.
That’s because advertisers are beginning to target, to focus more on
where they place their advertising dollars. That’s being exacerbated by
the recession. When the economy recovers, are the big advertisers ever
going to go back to the old spending habits where they just threw money
at the major mass market audiences, at the networks? Or will they stay
with the more-targeted, more-efficient approach?

The second event is what has been happening in terms of coverage,

viewership, and viewing patterns as a result of the war in the Guif. cNN
still has substantial viewership even at day 25 of the war or whatever it
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is. In fact, it was even a week ago that the 24-hour day average rating
for CNN was approaching that of ¢Bs.

So the question is, Are we now in the period of several major events that
are going to change viewer habits, advertiser habits, and programmer
and producer habits? We may be seeing that happen.

Mr. Shooshan: Those are cosmic questions that are important, but they
are beyond the scope certainly of Gao’s (General Accounting Office)
review at this point right now, which is to look at the public policy
issues. But I think that Bob raises some very good points about the
changes in this environment.

What I want to do now—and you’ll have to help me by cooperating
here—is for each of you to do what we’ve asked every other panelist
today to do: to take 1 minute each to sum up by suggesting one—and I
repeat, one—policy that you would change or that you would seek to
have adopted if you could write this report for Gao. So, Bob Atkinson—
Mr. Atkinson: Start over there.

Mr. Shooshan: No, I'm going to start with you.

Mr. Atkinson: One policy change?

Mr. Shooshan: One policy change in 1 minute.

Mr. Atkinson: That’s a tough one.

Mr. Shooshan: Do you want to pass and come back?

Mr. Atkinson: I'd like to pass and come back. Yes, please.

Mr. Shooshan: You can’t all opt to do that, though.

[Laughter.]

Mr. Shooshan: Tom?

Mr. Herwitz: For the few that care, the financial interest and syndica-
tion rules would be our concern in order to allow a company like ours to

continue to grow and bring the diversity that was intended in the first
place. You have a set of rules that do the exact opposite of what they're
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intended to do. They stifle new entrants, rather than the other way
around.

Next to that, “The Simpsons”” Thursday night at 8:00. That’s all.
[Laughter.]

Mr. Shooshan: Ivan?

Mr. Seidenberg: He's a tough act to follow.

I think that building on everything that everybody has said before, the
only new thing that I could add here is that I would like to see a reor-
dering of federal and state regulatory priorities so that the federal side
focused mostly on the interconnection, the network planning, and that
whole aspect of development of the nation’s network and that the state
side really focused on the issue of incentive regulation, alternative
forms of regulation, and everything that goes with that.

I think right now we’re right in the middle of a gridlock in which local
exchange companies are really squeezed by all these poor players at the
table that you can see here.

Mr. Shooshan: I'm going to skip over our two public policymakers,
because they ultimately have to deal with all these things, and go to
John Hoffman.

Mr. Hoffman: I'm going to steal some of the words that Ivan said ear-
lier. He said it twice. The first time I didn’t understand what he was
saying, and the second time the light came on. It was his notion that
asymmetrical regulation isn’t the problem in and of itself, but that what
is more important is a symmetrical policy. My interpretation of what
he’s saying I think is exactly correct.

What we need—and I'm amazed at the parallels between the broadcast
industry and the telecommunications industry—in both is a consensus
of where it is we want to go and then some transition rules that every-
body should follow in order to get there. I think that’s been sorely
lacking, particularly in the telecommunications industry, for at least the
last decade. The FcC has started three times to address that issue. The
first two times, it closed the record and put the case on the shelf without
deciding it, and the third one is the AT&T dominance proceeding that'’s
pending before the Commission now.

Page 134 GAO/IMTEC-91-52B Communications Policy: Panelists’ Remarks



Panel 4:
Market Structure and Competition

I think that that’s an opportunity to decide where we're going to go in
this business and how we’re going to get there. Then once we’ve done
that, if the FCC requires all the players to follow the rules, I think, we

will make great progress.

Mr. Shooshan: Joel?

Mr. Lubin: In terms of the interexchange marketplace, I think that the
consensus is that the FCC wants to have a competitive marketplace.
Approximately 11 years ago, in the competitive carrier docket, when
AT&T was declared dominant, at that point in time, we actually owned
the access facilities. I cited the reasons earlier as to how the environ-
ment 11 years later is very different from what it was in 1980, when we
were declared dominant. |

In fact, if you look at the proceeding that is now underway at the Fcc—
the docket on how to regulate interexchange carriers, in particular
Ar&T—what you'll find is that the rFcc is not even asking the question of
whether AT&T is dominant or not, even though AT&T, in its comments and
reply, tried to raise that question. They only have what I would call
phase I in the evolutionary process of regulating interexchange carriers.

So I think that the Commission can act and implement phase I and allow
the benefits of competition to go to the customers.

One other point that John raised earlier was the point of who would pay
if this form of regulation were allowed to go forward. In fact, the inter-
esting point of what the FCC has done is that it has basically retained the
price cap mechanism for basket one. That jargon simply means that you
retain the cap mechanism for residential customers and for small busi-
ness customers. So, effectively, customers aren’t going to be harmed
because there’s a cap still in place, and you’ll allow the competitive mar-
ketplace to work, and ultimately customers will be better off.

Mr. Shooshan: Dick?
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Richard A. Fazzone

Mr. Fazzone: Looking back at the entire day today, I would like to sug-
gest where we ought to go policy-wise very briefly. On one hand, from a
macro level, we're doing extraordinarily well. Public policy-making at
both the federal and state levels and internationally from the U.S. per-
spective is all going in the right direction. That has been to shrink the
role of monopoly and expand the role of competition. It’s been extraordi-
narily successful, whatever you might have heard in terms of the United
States falling behind. It’s a very long way away.

As a matter of fact, if you go to Europe, and do a little traveling, you’ll
see what Europe is doing now. Their initiatives really are to copy us.
That’s the success.

There is one area, the symmetry area, that is the local exchange, the
most significant part of the telecommunications, and perhaps communi-
cations, issue. I think that there is a way of extending where we’ve been
in the competitive environment. We’ve pushed competition in this one
last area to open up the local network. There are proceedings, several, at
the Fcc right now. It’s a technical, nitty-gritty type of work.

But there is the opportunity to open the public switched network up to
allow the new network that’s coming along, the intelligent network
that’s being installed right now, equal access to program the network.
That capability is going to, I think, free the local exchange carriers to be
in other businesses. But the FCC has to allow that. That’s the next step at
the Commission right now.

Mr. Shooshan: Thank you. Bob?

Mr. Crandall: That’s a good lead-in to what I was going to say, too. 1
quite agree with that perspective. I think, however, given our earlier
discussion, that what is preventing all that from happening is the enor-
mous distortions in rate levels at the state and local levels. As long as
regulators continue to maintain those distortions, they will always be
defensive about competition.

The only recommendation I can make to do anything about it, given our
federal system of government, is that the FCC at the federal level keep
the pressure on by trying to force more and more competition on the
local loop, thereby putting pressure, unfortunately in the interim, on
NYNEX and other operating companies because such a policy will erode
their high margin business by putting pressure also on the regulators to
bring rates into conformance with cost.
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I think that the only way to get there is pressure from the federal gov-
ernment. Virtually any reform at the state level has had almost an
inconsequential effect on rates thus far.

Mr. Shooshan: Let’s go back to Bob.

Mr. Atkinson: The reason that I had a problem when we first started is
that your question was, How would I change a policy? I think that the
problem I was having, from the local competition point of view, was that
there is no policy at this stage.

Mr. Shooshan: I also asked what new policy you would come up with.

Mr. Atkinson: A new policy would be, in fact, a policy that said, as a
vision, “‘Let’s try to get as much competition into the local business as
possible.” That would be a broad policy, not micromanagement, because
micromanagement would be a real prescription for disaster. We want to
promote competition as much as possible. I would encourage the regula-
tors to either lead and, at times, follow and then to get out of the way
eventually. But the long-term policy should be to have a policy.

Mr. Shooshan: I'd like to give an opportunity now for a last comment
from our two policymakers on the panel, Bob Pepper and Marta
Greytok. Does either of you have anything you would like to add?
Ms. Greytok: You can go ahead, Bob.

Mr. Pepper: I just want to know whether you moved Woody
Woodpecker.

[Laughter.]

Mr. Shooshan: We always knew that the Commission was more inter-
ested in mass media issues than in telecommunications.

{Laughter.]

Mr. Crandall: You still watch “The Simpsons.”

Mr. Pepper: The only thing I would add—Dbecause I think what I've
heard makes a lot of sense, especially talking about policies that are

going to move toward competitive answers here—would be to create a
framework where technology can be adopted and deployed by service
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providers—whether on the common carrier side, the mass media side, or
the private radio side—in a way in which the technology can be used to
meet the needs of customers with as little gaming of the process as
possible.

One of the problems is that in the name of fairness we provide a total
elasticity of process, and that becomes dysfunctional. I think that what
we need to do is to create a framework for the appropriate adoption of
technology by multiple providers of services, in the radio area
especially.

Mr. Shooshan: Marta?

Ms. Greytok: I'm just going to wrap up by addressing a couple of things
that I heard very early this morning; then I was out of the room when
states were attacked, so I'll pick up my equal time.

First of all, for those of you who are not aware, I was born and raised on
aranch down in south Texas, where everything either poked, bit, or
stung.

[Laughter.]
Ms. Greytok: So, as a result, regulation has not been anything new.
[Laughter.]

Ms. Greytok: Sometimes it is a little more of the same. We also had a lot
of rattlesnakes down there, and you had to learn how to step very care-
fully and listen carefully. They were definitely dominant rattlesnakes.,

[Laughter.]

Ms. Greytok: Let me just say that one of the comments that came out
loud and strong this morning was that the regulators and the States—
and I guess, you all also, Bob—were supposed to come up with some
sort of policy statements. The Public Utility Regulatory Act several
years ago did just that. Section 18, I think, does a good job of at least
setting out the framework where we begin. In several places, it actually
directs us. Local exchange is one of those areas, so you can’t wander too
far to one side.
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But it definitely says that telecommunications has been, will become,
and will continue to be a growing competitive industry that does not
lend itself to traditional public utility regulatory rules, policies, and
principles and that therefore, the public interest requires new rules, pol-
icies, and so forth.

The act goes on to direct us to look at market dominance, which we did,
and we have quite an extensive report out on that that we submitted to
the legislature. The act directs us to do that every other year. You'll
notice, also, it doesn’t just say in the long distance market. It also says to
do so in the local telecommunications market.

I think that we have made a start. If you're asking what [ would like to
see in the way of something new, let me say that first of all, I would like
to see the lawyers out of it.

[Laughter.]

Ms. Greytok: Once we get rid of all of them, we can get some broad
policymakers in there and maybe we can get to the bottom of the issues.
But, unfortunately, so much of the issues end up in oral arguments, and
you don’t go much further.

I think that obviously the incentive regulation and rate caps are good
starts. I want to specifically address rate caps versus rate freeze. I think
that the commissions, if they feel that certain parts of the agreement are
not being kept, have the opportunity to go in and adjust the rates
downward.

Concerns that people like me wake up in the middle of the night with are
still predatory pricing. They very definitely are cross-subsidies. How
long can a dominant carrier hold out against someone who is not so pow-
erful? Are we going to get into price wars on local exchange applica-
tions? So as a result of these concerns, people like me don'’t get a lot of
sleep.

I think that it’s extremely fine to know, Robert, that you're going to see
that we have 20 years to play this out. I was worried that I was going to
have to do something in the next 2 1/2 years while I was on the Commis-
sion. So I won’t worry about that anymore.

Mr. Pepper: Okay.
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Ms. Greytok: I think that the States are obviously the ones to deal with
these issues. They know their companies better, they know what the
structure is in their particular areas, and they know how much tension
and impact the ratepayers can take. They have to make their decisions
based on that balance. Sometimes however, as I do, you have a strong
urge to say, ‘‘Cut the traces and let them run.” Unfortunately, there are
some folks in the way that may get run over. Maybe in the long term,
that might not look so bad, but in the short term, it’s going to be pretty
bloody. So as a result, we have to hold back a little bit and say, “All
things considered, boys and girls, let’s see if we can work this out
together.”

In Texas, I have really pushed for stronger policy-making and for rule-
making because I think that most of the participants down there can
deal with just about anything so long as there’s some stability in it.
Unfortunately, we have been known for our instability.

I think that if we can come to that and become more and more of an
administrative agency instead of a regulatory agency, it will benefit
everyone.

And quite honestly, last but not least, at&T is doing very well under our
regulated competitive Section. It hasn’t suffered too badly.

Mr. Shooshan: You have all been very patient this afternoon. We
haven’t had a chance, because of the large panel and the complex sub-
Ject matter, to go back and forth as much as we would have liked, but
I'm told that there is at least one question that we want to end up with.

Ms. Lalena: My name is Anne Lal.ena.

I have a question for the Commissioner. I'd like to stretch this a bit and
look toward international issues. The Fcc, of course, has a section 310
restriction on foreign ownership of radio licenses. I think that since so
many Bell companies have invested abroad, it’s a matter of time until
some foreign companies, particularly the British will want to invest in
the United States in a much bigger way than they already have. So from
the states’ perspective, how do you feel about foreign ownership of
common carriers?

Mr. Atkinson: I thought that in Texas, a foreign owner was someone
from Arkansas.

Page 140 GAO/IMTEC91-52B Communications Policy: Panelists’ Remarks



Panel 4:
Market Structure and Competition

Ms. Greytok: That’s about it.

Mr. Shooshan: Does anybody want to give a quick answer to that
question?

Mr. Seidenberg: The question is, Should there be? Or is it, Will there be?
Mr. Hoffman: It seems to me there already is significantly.

Ms. Lalena: As you know, John, there is a foreign ownership limit of 25
percent, and Bell companies very often own more than that in Europe,
So I'm wondering if the states’ commissions are concerned about, for
example, British Telecom’s buying into Southwestern Bell or—

Ms. Greytok: This issue has never been addressed in Texas. We have so
many other irons in the fire that we haven’t gotten to that one.

Mr. Shooshan: Okay.

Ms. Lalena: So does that mean that Texas is not opposed to having local
services opened up to foreign competition?

Ms. Greytok: No, I wouldn't go so far as to say that. We’re pretty pro-
vincial down there, and we probably don’t yet realize that the rest of the
world is out there. It’s probably as basic as that.

Mr. Shooshan: Okay. I want to make sure that we close this off as close

to time as we possibly can. At this point, I want to thank the panel for
providing a good end to a full day. Let’s give them a round of applause.
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Congressman Markey: The Congress is very much preoccupied with
other issues right now, from the savings and loan crisis to the budget
issues and the Persian Gulf, but, I think, long-term thinking would
require us to look at this telecommunications policy.

As many of you are aware, last week the Congress started the process of
reorganizing itself into committees and subcommittees, placing new
Members, and working out agendas and jurisdictions. Now that the Sub-
committee on Telecommunications and Finance has been officially reor-
ganized, we can begin to plan and lay the groundwork for this session of
Congress.

As many of you can understand, for the past few weeks, we have been
going about our business with one eye cast on the Persian Gulf. Never-
theless, I am hopeful that, not withstanding our concern and attention to
the war, we will move forward on a number of challenging fronts in the
area of telecommunications policy.

Even as we watch the war in the Gulf, Americans intuitively understand
the importance of high technology and modern telecommunications in
our world today. In addition to the barrage of peculiar new words that
have entered our lexicon during the war—such as Scud, collateral
damage, and ordinance—we have also witnessed dramatic footage of
attacks by smart bombs, laser-guided missiles, and Patriots, all of which
make use of the radio spectrum and sophisticated software to home in
on their targets. This underscores for all of us, in a painfully graphic
way, the role high technology plays in today’s military.

The kaleidoscope of words and images from the Gulf is brought home to
us courtesy of modern telecommunications. All of us will long remember
the satellite-transmitted images of bombs and antiaircraft fire over
Baghdad, of Israeli citizens donning their gas masks in Tel Aviv, and of
Patriots streaming up to intercept incoming Scuds. CNN has provided us
with instantaneous coverage watched by everyone from Saddam himself
to analysts in the Pentagon.

While we are at war in the Gulf to reestablish the independence of
Kuwait, we are also fighting because of our interdependence upon
Kuwait, our need for oil, and hence stability in that part of the world.
This war provides recognition to the entire world community of our
interdependence upon each other. The broad-based coalition of 28
nations with troops arrayed in the sands of Saudi Arabia is a vivid indi-
cation of this newly understood interdependence.
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This dichotomy between the yearning for independence and de facto
interdependence mirrors what is occurring on a microcosmic scale in
telecommunications. Indeed, many have said that telecommunications
will be the oil of the 21st century. So there is more than one parallel.

Since the divestiture of AT&T, America has witnessed the establishment
of the independent Bell operating companies, along with hundreds of
new telecommunications manufacturers and service providers. The inde-
pendent service providers were given an opportunity, and their emer-
gence has resulted in the development of specialized communications
products and services. The advent of wireless communications, high-
speed data networks, on-line data services, and a host of other special-
ized providers and services are the end products of this trend.

This increased specialization is now leading to greater interdependence
amongst the various providers as the industry sees incredible competi-
tive opportunities awaiting those people that can enable diverse prod-
ucts to work together. For this reason, interoperability and
interconnectivity will be critical prerequisites for the future develop-
ment and growth of our nation’s telecommunications infrastructure.

Telecommunications in the 1990s will embody a robust era of competi-
tion in which we will see the concrescence, or growing together of what
we will often think of as diverse technologies and high-tech products. In
other words, the television will talk to a computer, which will interact
with telephone equipment, which in turns depends on fiber and the
ability to speak digitally.

Will these interconnections and hybrids of existing technologies be com-
puter televisions or television computers? Will we have a phone fax or a
fax phone? Nobody knows for sure, but an educated guess tells us that
we will have some interesting permutations amongst phones, faxes,
computers, and televisions.

The reason for this is quite simple. When we finally reach the time when
all electronic signals for computers, phones, televisions, and other infor-
mation services are transmitted in digital form, they will become, for all
practical purposes, identical. The only difference between the bursts of
zeroes and ones that bring you a phone call from the office, a Motown
tune on a compact disc, or a Boston Celtics play-off game on television
will be whether the digital code represents sounds, pictures, words, or a
combination.
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In essence, we will have achieved technological Esperanto, a universal
digital language. The logical end result will be a flowering of intercon-
nected information appliances which can interpret and convert these
zeroes and ones into various applications for our empowerment and
enjoyment. All machines will be able to talk with each other.

The future will also see the merging of competition, and the handwriting
is already on the wall. We have newspapers and cable companies inter-
ested in providing localized phone service through the use of personal
communications networks. Citicorp Bank has offered an enhanced
phone service to facilitate home banking transactions, while AT&T has
introduced a universal credit card. Our ubiquitous local telephone com-
panies seek approval to offer video programming, and everyone is
aware of the giant multimedia merges between Sony and Columbia, Mat-
sushita and MCA, as well as AT&T’s pending takeover of NCR (National
Cash Register), the nation’s fifth largest computer company.

In the very near future, we will no longer be able to speak in terms of
phone companies or computer manufacturers or cable companies. They
will all become part of a larger information industry. Businesses will
integrate in this megainfo industry.

From today’s standpoint, the emerging industry has three discernable
parts: one, making the hardware info-appliances, such as television sets,
PCs, telephones, and faxes; two, developing the software or program-
ming for the info-appliances, including creating everything from new
shows, movies, music, and databases; and three, building and operating
the telecommunications infrastructure. The networks need to carry the
information and distribute it to wires, satellites, and switches.

If nothing else, the stunning performance of the Tomahawks, the
Patriots, and the Stealths have demonstrated that America is second to
none in technological prowess. But as economist Bob Kuttner recently
noted, the perverse reality is that most of us watched this display of
high-tech firepower on Japanese television sets, a tribute to skewed
technology priorities in our own country over the last two decades.
While our pilots successfully drop bombs down elevator shafts at speeds
exceeding Mach I, the Japanese and the Europeans continue to chip
away at our once proud lead in critical commercial technologies like tele-
communications, semiconductors, and supercomputers.

Not long ago, the Japanese telecommunications industry couldn’t com-
pete with the United States. Today the Japanese have a $200 billion
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plan to bring fiber optics to every major city in their country by the year
2000. The Japanese have spent more than $1 billion on the development
of high-definition television and have already put HDTV sets on the
market. In the United States, the Federal Communications Commission
is just beginning this spring to test HDTV systems in the hopes of setting a
technical standard for American advanced television by 1992,

And as I mentioned a moment ago, the Japanese have two giant con-
sumer electronic companies, Sony and Matsushita, running two of our
movie studios, seeking to marry their expertise and consumer hardware
with our entertainment software and thus achieve a corporate synergy
they hope will lead to dominance in HDTV and consumer electronics into
the next century.

No American company is similarly positioned to bring electronic hard-
ware and entertainment software together in such a manner. Part of the
reason why this is so is because we still talk of phone service, computer
hardware, movies, televisions, and radios as if they were totally distinct
entities and as if their manufacturers and providers are different corpo-
rate animals.

The evolution of the megainfo industry is toward convergence of both
products and competition. If information is indeed the oil of the 21st
century, we must begin to plan now both in research and development
and in policy decisions to foster the most advantageous environment in
which this industry can prosper.

For far too long, the United States has focused its resources on the mili-
tary industrial complex. It has had no telecommunications strategy, no
coherent plan to bring fiber-optic technology to our homes or to promote
the integration of products and services, hardware, and software. Right
now the FcC, the courts, and the Congress are addressing the critical
issues affecting the future of the industry. Proceedings on financial syn-
dication rules, effective competition in the cable industry, MFJ line of
business restrictions on the Bell companies, and spectrum reallocation
will have a significant impact on the future success of our telecommuni-
cations infrastructure and competitive markets.

But these proceedings are all done in piecemeal fashion in separate juris-
dictions. It is incumbent upon those of us in the Congress and other
policymakers to bring these issues together so as to ensure that we enact
the proper regulatory framework and safeguards that allow competition
to take root and new technologies to flourish. The brave new worlds of
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interdependent integrated technologies and new field of competition,
however, must exist to empower and serve individuals.

The riches and benefits of advanced telecommunications are evident
everywhere. Technological developments in communications spurred
the establishment of democracy in Eastern Europe and enhance our
ability to get news from the Persian Gulf.

Technological developments can have negative as well as positive conse-
quences. The awesome power and pervasiveness of advanced telecom-
munications may mean that in the future, personal privacy will be
threatened in fundamental ways. Even today, companies are seemingly
able to utilize advanced telecommunications to compile, use, and sell
personal information without restriction. Today our long-held values
regarding personal privacy may be threatened by technological
advances in the private sector.

Americans have come to expect and insist on exerting some influence
over information gathered about them. New technologies from caller I.D.
automatic number identification to disc and advanced software applica-
tions mean that a great deal of information—transactions, habits, move-
ments, even information about hobbies—is easily gathered over the
phone lines and is subsequently manipulated by computers to produce
highly sophisticated and possibly intrusive personal socioeconomic data.

In the final analysis, advanced telecommunications technologies can be
used for smart bombs or for even smarter phones. And new technolog-
ical advances can be utilized for improved communications or in ways
that compromise personal privacy.

Thomas Jefferson once said that information is the currency of democ-
racy. Today we stand on the threshold of seeing the fruition of the
dreams of many social planners. Our ability to communicate through
various forms of media can enhance and improve our lives. It has a lib-
erating effect. We can communicate on the move, work at home, and
have access to the information that we need at our fingertips. Let us
begin to harness the awesome power offered by this vision, that of a
brave new world order where everyone can communicate instantane-
ously with anyone anywhere,

Over the next 2 years I hope to create a forum in which we can work

with the people in this room and others concerned about our telecommu-
nications future so that we can have an orderly and coherent policy that
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is articulated and as a result, much more likely to be implemented. I
think when we ignore issues, whether it be nonproliferation, energy, or
human rights, we can see quite clearly the results of that ignorance pro-
duced in the Middle East today.

I don’t think we should replicate that in telecommunications, because we
can be pretty well sure of the consequences for our country if we con-
tinue to ignore such a central part of the world economy and the poten-
tial role that America can play in shaping it. Otherwise we will have to
react rather than have others react to us.

So I think the lessons of the last 6 months in several other major policy
areas that were ignored should not be lost here. The fact that we have
not had a telecommunications policy in the past, or that this administra-
tion has not understood that we should have a telecommunications
policy, does not mean that we cannot shape one now. I think the lessons
we're learning—hard ones in energy, nonproliferation, and human
rights, which will now be implemented, I'm quite sure, by this adminis-
tration, but 10 years too late—do not have to be replicated over in the
telecommunications area.

My hope is that we can work in a bipartisan fashion with Democrats and
Republicans, liberals and conservatives, administration and Congress,
and private interests and public sector interests to shape that policy. I'm
very fortunate to have Matty Rinaldo as the Ranking Minority Member.
We've tried to construct the debate within our Committee in a way that
reflects that desire to work out the differences and to shape policy. With
John Dingell as the full Committee Chairman, I absolutely promise you
that we will be working extremely aggressively over the next two years
to achieve that goal.

Again, I appreciate very much the GA0’s invitation to address you. 1
hope to do so many times in the future. I similarly expect to avail myself
of the superior services that GAO offers in exploring various troublesome
areas of American public policy so that we can be enlightened and move
forward with the benefit of the work that Gao does.
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Representative
Edward J. Markey

A graduate of Boston College School of Law, Edward J. Markey was
elected to the Congress in 1976 from the seventh district of Massachu-
setts. He has risen steadily in the ranks of Congress’ committee struc-
ture. From 1981 to 1984, he was Chairman of the Oversight and
Investigations Subcommittee of the Interior Committee, which has prin-
cipal oversight responsibility of the Nuclear Regulatory Commission. In
this position and later as Chairman of the Energy Conservation and
Power Subcommittee of the Committee on Energy and Commerce, Con-
gressman Markey served as a watchdog over nuclear safety issues,
including nuclear waste disposal.

In 1987 Congressman Markey took over the chairmanship of the Tele-
communications and Finance Subcommittee of the Energy and Com-
merce Committee. This post holds particular interest for him because of
Boston’s growing financial sector and Massachusett’s role as a leader in
the high-technology community. As subcommittee chairman, Con-
gressman Markey presides over interstate and foreign telecommunica-
tions, including all telecommunications and information transmission by
wire, microwave, satellite, and other mode. Congressman Markey’s
recent activities include overhauling the regulation of securities laws to
prevent a recurrence of the stock market crash of 1987.

Congressman Markey has received many awards for his leadership in
the areas of foreign affairs, energy policy, and broadcasting, including
the Outstanding Energy Legislator award from the Union of Concerned
Scientists, the award for Outstanding Leadership in Communications
from the National Association of Black-Owned Broadcasters, the Arms
Control Leadership Award from a coalition of major peace groups, and
the Environmental Leadership Award for outstanding contributions to
New England from the New England Environmental Network.
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Mrs. Dennis is a Partner and Chair of the Communications Section of the
international law firm of Jones, Day, Reavis & Pogue, in its Washington,
D.C., office. Until September 30, 1989, she served as Commissioner of
the Federal Communications Commission, starting in June 1986, when
she was sworn in by then Vice President Bush. Before President Reagan
appointed her to the Commission, he named her to the National Labor
Relations Board where she served from May 1983 until June 1986.

From 1978 to 1983, Mrs. Dennis was an attorney with the American
Broadcasting Company in Hollywood, California. She started her law
practice with the firm of Paul, Hastings, Janofsky & Walker and then,
starting in 1976, worked at Pacific Lighting Corporation, both in Los
Angeles.

Mrs. Dennis received her J.D. degree from Loyola University in Los
Angeles in 1973, and an A.B. degree from the University of California at
Los Angeles. She was Executive Editor of the Loyola Law Review and on
the Dean’s List at both universities.

Mrs. Dennis is a member of the bars of California and the District of

Patricia Diaz Dennis Columbia and admitted to practice before the U.S. Supreme Court. She
chairs the Communications Committee of the Section of Administrative
Law & Regulatory Practice of the American Bar Association and is co-
chair of the Common Carrier Practice Committee of the Federal Commu-
nications Bar Association. She is a member of the Hispanic Bar Associa-
tion and member and former Trustee and Secretary of the Mexican Bar
Association. She serves on the Pepperdine University School of Law
Board of Visitors and on the Board of Directors of the National Network
of Hispanic Women.

Among her other activities, Mrs. Dennis was a member of several U.S.
international delegations, including the 1985 World Conference, United
Nations Decade for Women held in Nairobi, Kenya. She chaired the
American delegation to a 1988 international broadcasting conference in
Rio de Janeiro. She is currently a member of the Board of Directors,
Foundation for Women'’s Resources and a member of New Mexico State
University’s Advisory Council for the Center for Public Utilities.

Mrs. Dennis has received many awards, including the 1989 Woman of
the Year Award from the Hispanic Women'’s Council and Hispanic Busi-
ness Magazine selected her for its “100 Influentials” list in 1987, 1988
and 1990.
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Harry M. (Chip)
Shooshan III

Mr. Shooshan is a vice president of National Economic Research Associ-
ates, Inc. in its Washington, D.C., office.

A veteran of 11 years on Capitol Hill, Mr. Shooshan was active in con-
gressional efforts to reform the nation’s communications laws. As a pri-
vate attorney, he participated in the settlement of the Justice
Department’s antitrust suit against At&T, and edited a book on the
impact of the AT&T divestiture.

Since 1976, Mr. Shooshan has served as an adjunct professor at the
Georgetown University Law Center, where he teaches communications
law. He has written extensively on topics dealing with communications
policy, deregulation, new technology, and the legislative process.

Admitted to practice before the U.S. District Court, the U.S. Court of
Appeals, and the U.S. Supreme Court, Mr. Shooshan is a member of the
D.C. Bar and an active member in the D.C. Bar Association. He is also a
member of the American Bar Association and its sections on antitrust
law and administrative law. He is a member of the Forum Committee on
Communications Law. In addition, Mr. Shooshan is a member of the Fed-
eral Communications Bar Association.

Mr. Shooshan received a J.D. degree from Georgetown University Law
Center and an A.B. from Harvard College.
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Robert C. Atkinson

Mr. Atkinson is Senior Vice President, Regulatory and External Affairs
of the Teleport Communications Group. Since 1972, he has spent his
entire business career in the telecommunications industry working for
both international and domestic common carriers. He has served as Man-
ager, Business Planning at International Telephone and Telegraph (ITT)
World Communications, Inc.; Manager, International Service Develop-
ment with GTE Sprint; and Director, New Services Planning Development
at RCA Global Communications, Inc. He served on U.S. government dele-
gations to the international negotiations that created the International
Maritime Satellite Organization.

In the regulatory and public policy area, Mr. Atkinson served as Govern-
ment Relations Representative for 1TT’s Communications Operations
Group and Counsel for Government and International Matters at Satel-
lite Business Systems. He was a founder of the Ad Hoc Committee for
Competitive Telecommunications, and, more recently, the Association
for Local Telecommunications Services.

Mr. Atkinson received a B.A. degree in government and foreign affairs
from the University of Virginia, and a law degree from Georgetown Uni-
versity Law Center. While at Georgetown, he was a member of the Law
Review, and is presently admitted to the bar in New Jersey.

Kenneth W. Bleakley

Mr. Bleakley is a Senior Foreign Service Officer, now serving as Senior
Deputy Coordinator and Director for International Communications and
Information Policy. Previously, he has been Deputy Assistant Secretary
of State for International Refugee Assistance and Deputy Director of the
Secretary’s Policy Planning Staff. He was Deputy Chief of Mission at the
U.S. Embassy in San Salvador from 1981 to 1984.

Holding a bachelor of foreign service degree from Georgetown Univer-
sity and a masters of public administration from American University,
Mr. Bleakley pursued advanced studies in Spanish at the University of
Madrid and in economics at the University of Oklahoma. He is a grad-
uate of the State Department’s Senior Seminar and of the National
Defense University’s Capstone Program for General Officers. Mr.
Bleakley is a former president of the American Foreign Service Associa-
tion. He received the Secretary of Defense Meritorious Civilian Service
Medal in 1977, the State Department’s Superior Honor Award in 1979
and 1984, and its Meritorious Honor Award in 1988. Mr. Bleakley was
the State Department’s 1987 Speaker of the Year.
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Carl F. Cargill

Mr. Cargill is currently a Senior Staff Consultant to the Manager of Cor-
porate Standards at Digital Equipment Corporation. His area of concen-
tration is the theory, business rationale, and economic/industry impact
of standards. He is the author of Information Technology and Standardi-
zation: Theory, Process, and Organization (Digital Press), the seminal
work on information technology standards theory and organizations; he
has also written many articles on standards planning, theory, and man-
agement, especially in the information technology arena. He is one of the
contributors to the American National Standards Institute’s standards
handbook, Standards Management. Mr. Cargill also writes a quarterly
column on standards for Auerbach’s Journal of Data and Computer
Communications, and speaks extensively on standards and standardiza-
tion to both the public and private sectors. He holds several member-
ships in both domestic and international standards organizations,
including the Vice-Chairmanship of ASC X3’s Strategic Planning
Committee.

Mr. Cargill holds a masters degree in management engineering from the
George Washington University, and also serves as an adjunct professor
of history, psychology, organizational management, and marketing.

Diane J. Cornell

Ms. Cornell serves as Legal Assistant for common carrier issues to FCC
Commissioner Sherrie Marshall. She served in the same capacity for
Commissioner Patricia Diaz Dennis. Prior to that she worked in the
Policy and Program Planning Division of the Common Carrier Bureau
since joining the Commission in October 1987. Before coming to the Fcc,
Ms. Cornell was a senior associate with the law firm of Squire, Sanders
& Dempsey in Washington, D.C.

Ms. Cornell received her B.A. from Wesleyan University in Middletown,
CT, and a J.D. from the University of Pennsylvania in 1981.
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Robert W. Crandall

Dr. Crandall is a Senior Fellow in the Economics Studies Program at the
Brookings Institution. He has specialized in industrial organization, anti-
trust policy and regulation. His current research deals with the effects
of the divestiture of AT&T, the effects of trade policy in the steel and
automobile industries, and the changing regional structure of the U.S.
economy.

A member of the American Economic Association and Phi Beta Kappa,
Dr. Crandall has written for numerous professional journals, including
The Journal of Industrial Economics, The Bell Journal of Economics and
Management Science, and Public Policy. He is also the author of several
Brookings books, including After the Breakup: The U.S. Telecommunica-
tions Industry in a More Competitive Era, and Up from the Ashes: The
U.S. Minimill Steel Industry.

Dr. Crandall was a Johnson Research Fellow at the Brookings Institution
and has taught at Northwestern University, MiT, the University of Mary-
land, and George Washington University. He has also done extensive
consulting work in both the public and private sectors, and was a
Member of the Reagan Campaign Task Force on Regulatory Policy. He
holds M.S. and Ph.D. degrees in economics from Northwestern
University.

William H. Davidson

Dr. Davidson is a professor of business administration at the University
of Southern California, a position he has held since 1986. Between 1980
and 1990, he was a Visiting Professor at several universities, including
INSEAD (France) and the International University of Japan. Since 1984
Dr. Davidson has been Chairman of Management Education Services
Association, a consulting organization he founded that specializes in
policy studies, international business projects, and executive
development.

Dr. Davidson is a member of several domestic and international business
and management organizations, as well as a member of the editorial
board of seven academic journals. He has written many publications in
the international business and management arena. His most recent book

1is 2020 Vision: Winning in the Information Economy, with Stanley Davis

(New York, New York: Simon and Schuster, 1991).

Dr. Davidson received both his masters and doctorate degrees in busi-
ness administration from Harvard Business School, and an A.B. in eco-
nomics from Harvard College. He was the recipient of the Academy of
International Business award for the Outstanding Dissertation of 1979.
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Irwin Dorros Dr. Dorros is Executive Vice President, Technical Services of Bell Com-
munications Research (Bellcore). In this role, he is responsible for all
technical activities, comprising applied research, system engineering,
and software development, on behalf of the seven Regional Bell
companies.

Prior to divestiture, Dr. Dorros was Assistant Vice President, Network
Planning, at AT&T, where he led the planning evolution of the then Bell
System nationwide network. He also served as the technical leader of
many aspects of AT&T’s defense in the government antitrust action that
led to the break-up of AT&T. Prior to joining AT&T, Dr. Dorros led pro-
grams at Bell Telephone Laboratories on electronic switching, data com-
munications, PCM digital transmission systems development, cellular
radio, microwave radio, satellite, network digitalization, Picturephone,
and data communications.

Dr. Dorros received a B.S. and M.S. in electrical engineering from the
Massachusetts Institute of Technology. In 1962 he was awarded a doc-
torate of engineering science from Columbia University.

Richard A. Fazzone Mr. Fazzone is responsible for public policy that affects General Electric
Company on a worldwide basis, both as a provider of information ser-
vices and as a large user of telecommunications services. As a result, he
covers public policymaking in regulatory, legislative, and judicial
forums, both domestic-state and federal-international. He often works
through outside organizations including the International Communica-
tions Association (ICA), the Ad Hoc Telecommunications Users Com-
mittee, the Coalition of Open Network Architecture Parties, and the
National Association of Manufacturers (NAM). He is currently on the
ICA Board of Directors and chairs the NAM Telecommunications Sub-
committee. Mr. Fazzone is an attorney and licensed to practice in the
state of New Jersey.
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Kent B. Foster

Mr. Foster is President of GTE Telephone Operations. Previously, he
served as Group Vice President of GTE Telephone Operations. Mr. Foster
joined General Telephone Company of the Southeast as a supervising
engineer. He was named Vice President, Operations Staff in 1976 and
Vice President, Network Engineering and Construction in 1977. In 1978
he was named Regional Vice President, Network Planning, Engineering,
and Construction for GTE’s Southern Regional Telephone Operating
Group. Mr. Foster was named Vice President, Planning and Analysis in
the Corporate Planning and Development Department in 1980, and was
subsequently appointed Vice President, Marketing and Business Plan-
ning for the Stamford-based Telephone Operations in 1981. In 1983 he
was named President of General Telephone Company of the Northwest
and became Group Vice President, Headquarters Staff, GTE Telephone
Operations in March 1985.

Mr. Foster serves on the GTE Policy Committee as well as the Executive
Committee and Board of Directors of the U.S. Telephone Association. He
also sits on the Board of Directors of British Columbia Telephone Com-
pany, Quebec Telephone Company, and NCNB Texas. He received his
bachelor’s degree in electrical engineering from North Carolina State
University and a masters degree in management from the University of
Southern California.

Henry Geller

Mr. Geller is a Communications Fellow with the Markle Foundation and
in that capacity focuses on telecommunications policy issues and
research. He is also a professor (of practice) at Duke University and an
adjunct professor at the George Washington University.

From 1981 through 1989, Mr. Geller was Director of the Washington
Center for Public Policy Research. The Center was part of Duke Univer-
sity’s Institute of Policy Sciences and Public Affairs, and dealt with com-
munications policy issues.

From 1978 to January 1981, Mr. Geller was Assistant Secretary for
Communications and Information and the Administrator of NTIA in the
U.S. Department of Commerce.

Most of his career was spent at the FCC. In May 1964 he was appointed

General Counse), a position he held until September 1970, when he
became Special Assistant to the Chairman of the rcc.
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Marta Greytok

Ms. Greytok serves as a member of the Public Utilities Commission of
Texas, a three-member panel that regulates the rates and services of 160
electric and telephone utilities. She served as Chairman from August
1988 to November 1989.

Commissioner Greytok is active in the National Association of Regulatory
Utility Commissioners (NARUC), serving on the Executive Committee, the
Committee on Communications, and in the Mid-America Regulatory Confer-
ence where she is Second Vice President. She also serves on the Federal/
State Joint Conference on Open Network Architecture, NARUC Cable Televi-
sion Cross-Ownership Task Force, the steering committee of the University
of Texas Regulatory Institute, and the advisory council of the Center for the
Public Utilities at New Mexico State University.

Prior to her appointment to the Commission, Ms. Greytok served as
chairman of the Harris County Central Appraisal District. She also served
three two-year terms as mayor of Taylor Lake Village. Ms. Greytok is a
graduate of the University of Texas School of Nursing.

Dale N. Hatfield

Mr. Hatfield is President of Hatfield Associates, Inc., a consulting firm

specializing in engineering, economic, and policy studies in the telecom-
munications field. Clients include firms in terrestrial and satellite long-
haul communications, cellular mobile radio, cable television, and inter-

national communications fields.

Mr. Hatfield is a former Deputy Assistant Secretary of Commerce for
Communications and Information. During the 1970s, he served as Chief
of the Office of Plans and Policy at the Fcc, and subsequently as Deputy
Administrator of NTIA.

Mr. Hatfield frequently speaks before industry groups and has testified
before both houses of Congress. He is currently an adjunct professor in
the masters program in telecommunications at the University of Colo-
rado in Boulder and is co-director of the telecommunications program at
the University College of the University of Denver. Mr. Hatfield is also a
Senior Fellow of Northwestern University’s Annenberg Washington Pro-
gram. In 1973 he received a Department of Commerce Silver Medal for
contributions to domestic communications satellite policy. He holds a
B.S.E.E. degree from Case Institute of Technology and an M.S. degree in
industrial management from Purdue University.
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Thomas R. Herwitz

Mr. Herwitz is Vice President and General Manager of WTTG in Wash-
ington, D.C. He joined Fox Television Stations, Inc., in 1986 and served
as Vice President, Corporate and Legal Affairs. He has been Executive
in Charge of Fox’s highly successful crime-fighting program, ““America’s
Most Wanted,” since it was first developed in 1987. In addition, he was
responsible for developing a new political talk show, “Off the Record,”
which has been called “the next generation of political insight.”

Prior to joining Fox, Mr, Herwitz served, from 1983 to 1986, as Legal
Assistant to Mark S. Fowler, Chairman of the Fcc. He previously prac-
ticed communications law with the Washington, D.C., firm of Hogan &
Hartson from 1981 to 1983.

Mr. Herwitz received a B.A. degree from Williams College, and a J.D.
degree from the University of Pennsylvania Law School.

John R. Hoffman

Mr. Hoffman is Senior Vice President for External Affairs at US Sprint,
a position he has held since 1986. He was Senior Vice President for Legal
and External Affairs of U.S. Telecom, Inc., from 1984 to 1986, and Vice
President, General Counsel, and Secretary of United Telephone System,
Inc., in Kansas City from 1980 to 1984.

Mr. Hoffman holds several directorships including: United Telephone
Company of the Northwest; Center for Public Utilities, New Mexico
State University College for Business Administration and Economics;
Independent Telephone Pioneers Association, Paul H. Henson Club; and
American Royal Association, Board of Governors.

Mr. Hoffman received a B.A. degree in history and political science from
Washburn University. He also studied at the University of Copenhagen,
Denmark. He received his J.D. degree from the University of Missouri
School of Law.
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Stanley S. Hubbard

Mr. Hubbard is President and Chief Executive Officer of Hubbard
Broadcasting, Inc. Hubbard Broadcasting has five stations in Minnesota,
three in New Mexico, and one in St. Petersburg, Florida.

Mr. Hubbard is also President of Conus Communications and United
States Satellite Broadcasting Company (UssB). Conus is the world’s first
satellite news-gathering organization, and has 151 affiliated member
stations worldwide. It uses Ku-band technology to provide local,
regional, national, and international news coverage as well as specialized
services, including event coordination and two-way interactive and spe-
cial programming. USSB is currently proposing to launch a direct broad-
cast satellite system that would serve the entire nation.

Active in community and broadcasting affairs, Mr. Hubbard sits on the
following boards: University of Minnesota Foundation, University of St.
Thomas, Fingerhut, Minnesota Business Partnership and the Science
Museum of Minnesota. He is also a member of various local and national
organizations. Mr. Hubbard received his B.A. degree from the University
of Minnesota.

Leland L. Johnson

Dr. Johnson is a senior economist with the RAND Corporation in Santa
Monica, California. He has dealt extensively with issues of monopoly
and competition in the telephone industry, focusing on the economic
effects of the AT&T divestiture and the increasing competitive pressures
in international telecommunications markets. He recently completed a
study of the potential consequences of lifting the cross-ownership ban to
permit telephone companies to deliver video programming in competi-
tion with cable operators. He currently is assessing the prospects for
direct broadcast satellites to compete with cable.

From 1978 to 1979 Dr. Johnson was Associate Administrator for Policy
Analysis and Development in NTIA, and from 1968 to 1978 he was man-
ager of RAND’s Communications Policy Program in Santa Monica. Under
his direction, the program concentrated on questions of regulatory
policy relating to cable television and the broadcasting industries, poten-
tial uses of broadband technologies, and the effects of television on
human behavior. During 1967-1968, Dr. Johnson was Director of
Research for the President’s Task Force on Communications Policy.

Dr. Johnson holds a Ph.D. in economics, conferred in 1957 by Yale
University.
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Leonard S. Kolsky

Mr. Kolsky is Vice President and Director of Regulatory Affairs for the
Government Relations Office of Motorola, Inc. He is a member of the
Board of Directors of several associations devoted to the advancement
of land mobile radio, including the American Specialized Mobile Radio
Network Association and the National Association of Business and Edu-
cational Radio, Inc. Mr. Kolsky also serves as the Electronic Industries
Association’s representative on the Land Mobile Communications
Council.

Before joining Motorola, Inc. in 1964, Mr. Kolsky worked as an attorney
in the Private Radio Bureau of the rFcc.

Mr. Kolsky is a graduate of Amherst College (B.A.), Boston University
Law School (L.L.B.), and Georgetown Law School (L.L.M.).

Joel E. Lubin

Mr. Lubin is Director of Regulatory Policy in the Federal Affairs Depart-
ment at AT&T. He is responsible for the coordination of the At&T efforts
to achieve regulatory reform at the federal level. He is also responsible
for coordinating AT&T’s efforts to formulate regulatory policy associated
with access issues.

Prior to his present assignment, Mr. Lubin held various positions in Fed-
eral Regulatory, Marketing, Service Costs and Rates, Long Lines, and
Bell Telephone Laboratories.

Mr. Lubin received a B.A. degree in mathematics from Wilkes College in

1969, an M.S. degree in operations research from Columbia University in
1972, and an M.B.A. degree from Fordham University in 1976.
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Vincent Mosco

Dr. Mosco is professor of Journalism at Carleton University in Ottawa,
Canada and Director of the Carleton Media and Communication
Research Center. He is the author or editor of nine books on communica-
tion policy, mass media, computers and information technology, and
popular culture. His most recent books are The Political Economy of
Information (University of Wisconsin Press, 1988) and The Pay-per
Society (Ablex, 1989). Dr. Mosco has authored over 50 papers appearing
in a wide range of publications including the Columbia Journalism
Review; Le Monde Diplomatique; Media, Culture, and Society; and the
Journal of Communication.

Dr. Mosco has been a research fellow in the United States for the Execu-
tive Office of the President, the National Research Council, and the
Office of Technology Assessment; and in Canada for the Departments of
Communication, Labour, and Finance. He is currently President of the
Political Economy Section of the International Association for Mass
Communication Research and a member of the editorial boards of sev-
eral scholarly journals. His major current interests are the political
economy of communications and culture, telecommunications policy,
and the social impact of information technology. Dr. Mosco received his
Ph.D. degree from Harvard in 1975.

Michael R. Nelson

For the last three years, Dr. Nelson has been a professional staff
member of the Senate Committee on Commerce, Science, and Transpor-
tation, chaired by Senator Ernest Hollings (D-SC). Dr. Nelson is assigned
to the Subcommittee on Science, Technology, and Space, which is
chaired by Senator Albert Gore (D-Tenn), and has jurisdiction over NASA,
the National Science Foundation (NSF), the National Institute of Stan-
dards and Technology, and the Office of Science and Technology Policy.
He advises Democratic senators on the Commerce Committee on such
issues as global change research, advanced computing and networking
technology, earthquakes, and the NSF and NASA budgets.

One of the few scientists on Capitol Hill, Dr. Nelson received a B.S.
degree in geology from the California Institute of Technology and a
Ph.D. degree in geophysics from MiT. He is a member of the American
Geophysical Union and the American Association for the Advancement
of Science.
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Morgan E. O’Brien

Mr. O’Brien serves as Chairman of the Board, General Counsel and
Director of Fleet Call, Inc., positions he has held since he co-founded the
company in 1987. He is also a senior consultant to Jones, Day, Reavis &
Pogue, an international law firm, where he was a partner and in charge
of the firm’s telecommunications section until Fleet Call, Inc., was
formed.

Mr. O'Brien has extensive experience in mobile radio and is a leader in
the Specialized Mobile Radio (SMR) industry. He began his career as a
lawyer with the Mobile Services Division of Fcc’'s Common Carrier
Bureau. In 1972 he served as legal advisor for the rcc’s Chicago regional
experiment in spectrum management for land mobile services, and sub-
sequently was named Assistant Bureau Chief for Spectrum Management
of the FcC’s Private Radio Bureau.

In private legal practice beginning in 1979, Mr. O’Brien represented
major SMR operators in proceedings before the rcc, and in 1982 became
counsel to several large applicants for cellular radio licenses. He pres-
ently serves as Vice-Chairman and Director of the American SMR Net-
work Association. He is a frequent speaker at industry gatherings and is
a recognized authority on all aspects of the SMR industry, including its
regulatory environment.

Charles M. Oliver

Mr. Oliver is the Senior Policy Advisor to Janice Obuchowski, the Assis-
tant Secretary of Commerce for Communications and Information.
Between 1980 and 1986 he worked for CBS as its Director of Legislative
and Regulatory Policy, successfully managing the company’s efforts to
obtain government permission to provide direct broadcast satellite and
multichannel multipoint distribution service. In 1987 he joined the rcc
Common Carrier Bureau, where he dealt with Computer III/Open Net-
work Architecture, local exchange carrier price caps, intercarrier billing,
and federal preemption issues. He moved to his present position in the
Commerce Department in November 1989.

Mr. Oliver graduated with honors from Yale College, earned a master’s

degree in communications from the University of Pennsylvania, and a
law degree from the University of Virginia.
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Richard D. Parlow

Mr. Parlow is currently Associate Administrator for the Office of Spec-
trum Management of NTIA where he manages the radio spectrum used by
over 50 federal agencies. He is responsible for the development of
national telecommunications policy, the investigation and analysis of
spectrum-efficient technologies, and national and international spectrum
planning. Mr. Parlow is also involved in the preparation and policy
development for the international radio conferences of the International
Telecommunications Union and other international organizations.

Mr, Parlow is the NTIA principal to the National Communications System
and is involved in national security emergency preparedness and con-
tinuity of government activities.

Mr. Parlow has a B.S. degree in electrical engineering from the Univer-
sity of Wisconsin and a masters degree in engineering administration
from the George Washington University.

Robert Pepper

Chief of the Office of Plans and Policy at the rcc, Mr. Pepper has been at
the Fcc since 1986 when he became Senior Adviser to then-rcc Commis-
sioner Patricia Diaz Dennis. Before 1986, he was Director of the
Annenberg Washington Program in Communications Policy Studies. He
has aiso held several other communications policy positions in Wash-
ington, including Acting Associate Administrator for Policy Analysis
and Development, and Director of Domestic Policies of NTIA. In between
assignments at NTIA, he served as policy analyst for the NSF’s Division of
Policy Research and Analysis.

Before moving to Washington, Mr. Pepper was a research affiliate of
Harvard University’s program on information resources policy and a
professor of communication and program head at the University of
Iowa. He has published and lectured widely on telecommunications
policy issues and has served as a consultant and adviser to industry and
government. He is a graduate of the University of Wisconsin-Madison,
where he also received his doctorate.
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Kenneth L. Phillips

Dr. Phillips is Vice President for Telecommunications Policy at Citicorp.
He coordinates technology advances in telecommunications with regula-
tory, legislative, and legal initiatives before Congress, the rcc, and state
regulatory commissions. In addition, he has been a professor at New
York University’s Tisch School of the Arts for nine years, and along
with Richard Soloman, directs the telecommunications policy unit at the
MIT Media Lab.

Dr. Phillips has published over 30 articles on topics surrounding tele-
communications technology and policy. He is chairperson of the Com-
mittee of Corporate Telecommunications Users, a not-for-profit
corporation representing large telecommunications users. He was
recently named by Communications Week and Network World as one of
the five most influential figures in telecommunications policy.

Dr. Phillips attended Brandeis University as an undergraduate, and
holds graduate degrees in physics and psychology from the City Univer-
sity of New York, and the Graduate Faculty of the New School for Social
Research and Columbia Universities, respectively.

Ivan G. Seidenberg

Mr. Seidenberg was appointed Executive Vice President of NYNEX Cor-
poration and President of NYNEX Worldwide Information and Cellular
Services Group on May 1, 1990. Prior to his appointment, he served as
Senior Vice President of NYNEX Corporation. In that capacity, he was
responsible for overseeing the NYNEX Business Information Systems
Company and NYNEX International Company, and was responsible for
NYNEX’s corporate communications activities.

Mr. Seidenberg joined NYNEX in 1983 as an assistant vice president.
From 1974 to 1983, he held a variety of positions at aT&T. In 1982 he
was assigned to AT&T’s divestiture transition team to plan and implement
the pending reorganization of the Bell System. A year later, he moved to
NYNEX as Vice President of Government Affairs in Washington, D.C., a
responsibility he still retains.

Mr. Seidenberg is a member of the board of directors of New York Tele-
phone, and also serves on the board of the United States Telephone
Association. He earned a B.S. degree in mathematics from City Univer-
sity of New York and received a masters degree in business administra-
tion from Pace University.
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John J. Sie

Mr. Sie joined Tele-Communications, Inc. (TCI) in 1984 as Senior Vice
President. In this position, he is responsible for coordinating all of TCI's
strategic issues in business, programming, technology and public policy,
focusing on the areas of high definition television, fiber optics, TELCO,
cable, and bBS, and manages many of TCI's programming investments
and new business development.

Mr Sie came to TCI after six years with Showtime/The Movie Channel,
Inc., where he served as Senior Vice President of Sales and Planning.
Prior to Showtime, Mr. Sie spent five years at Jerrold Electronics, first
as Division General Manager of the Terminal Products and Services
Division, and later as Vice President of CATV Division. Prior to Jerrold,
he spent 10 years as a founder, and later the President of Micro State
Electronics, and aerospace subsidiary of Raytheon.

Mr. Sie received his B.E.E. degree in 1957 from Manhattan College and
his M.E.E. degree in electro physics from Polytechnic Institute of
Brooklyn in 1958. He was the recipient of RCA’s David Sarnoff Research
Fellowship in 1960, and in 1982, he was awarded the prestigious Robert
H. Beisswenger Memorial Award by the National Cable Television
Association.

Thomas P. Stanley

Dr. Stanley has served as Chief Engineer of the Fcc since February 1986.
He has served in a number of other positions in the Office of Engi-
neering and Technology since joining the Fcc in 1981. Those positions
included Acting Chief Scientist, Deputy Chief Scientist for Operations,
and the Chief of the Office of Science and Technology, Technical Plan-
ning Staff. From October 1982 until June 1983, Dr. Stanley also served
the FCC as Assistant for National Security Telecommunications, assisting
the designated Defense Commissioner and the Managing Director.

Prior to his work with the FCC, Dr. Stanley was also affiliated with the
Institute for Defense Analyses, the U.S. Army Signal Corps, and the Bell
Telephone company.

Dr. Stanley received his Ph.D. and M.A. degrees in electrical engineering

from Princeton University and his B.E.S. degree in electrical engineering
from Johns Hopkins University.
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Jan H. Suwinski

Mr. Suwinski is executive vice president of Corning’s Opto-Electronics
Group. He joined Corning in 1965, holding positions in industrial prod-
ucts sales and marketing. In 1970, Mr. Suwinski joined Corning'’s
ceramics group, helping to develop a business for extruded ceramic sub-
strates used in today’s automobile catalytic converters. Later as mar-
keting manager for optical products, he helped develop and
commercialize several of Corning’s photochromic lenses for prescription
eyewear and sunglasses.

In 1981, Mr. Suwinski was appointed a vice-president of Corning Latin
America/Asia Pacific, Inc., and named area manager for Asia in 1983.
He was elected a vice president of Corning Glass Works and appointed
general manager of the Telecommunications Products Division in Sep-
tember 1985. In December 1986, he was named senior vice president and
general manager, and served in that position until December 1990 when
he assumed his current responsibilities.

Mr. Suwinski currently is on the Board of the Telecommunications
Industry Association and chairman of its Fiber Optics Division. From
1987 to 1990, he served on the Alumni Executive Council of the Johnson
School of Management at Cornell University. He serves on the Engi-
neering College Advisory Council at Cornell University, and is a member
of ASME, AICHE and the Cornell Society of Engineers.

He holds B.M.E. and M.B.A. degrees from Cornell University.

Barry D. Umansky

Mr. Umansky is Deputy General Counsel of the National Association of
Broadcasters (NAB). He joined NAB in February, 1979, following six years
as an attorney at the Federal Communications Commission. While at the
rce, Mr. Umansky specialized in broadcast and cable television regula-
tion and policymaking. Prior to his FCC employment, he worked at televi-
sion and radio stations in Kansas and Missouri, where he worked as a
reporter, news writer, and news photographer.

At the NAB, Mr. Umansky is the attorney chiefly responsible for radio
allocation issues, radio and television “deregulation,” broadcast license
renewal, environmental issues, and a variety of other radio and televi-
sion matters.

Mr. Umansky is a graduate of Carleton College, Northfield, Minnesota,
and the Washington University School of Law, St. Louis, Missouri.
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George Vradenburg III

(670673)

Mr. Vradenburg is currently Executive Vice President, Fox, Inc. At the
time of the conference he was Senior Vice President, General Counsel
and Secretary, CBS, Inc, a position he assumed in 1989. He had been Vice
President and General Counsel, CBs, Inc., since January 1985, and was
elected Secretary of the company in August 1988.

Mr. Vradenburg joined cBs in 1980 as Associate General Counsel. He was
appointed Deputy General Counsel in November 1981 and Vice Presi-
dent and General Counsel in December 1982. Previously, he was associ-
ated with the law firm of Cravath, Swaine & Moore. From 1967 to 1969,
he served in the United States Navy as a Legal and Discipline Officer.

Mr. Vradenburg holds an A.B. degree, magna cum laude, from Oberlin

College, where he was elected to Phi Beta Kappa. He received an LL.B.
degree, cum laude, from Harvard Law School.
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