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Implementing ONA:
Federal-State Partnership Needed
To Connect Network Of Networks

PERSPECTIVE

BY ILI M, NOAM

First Of Two Paris

Sule regulatory commissions have
only begun to explore Open Network
Architecture,

New York and Mgine have proceed-
ings, California a task force, and several
others have -studies under way, Some
states harbor suspicions of any jdea initi-

] "% gted by the PCC, while others view ONA
© a5 an aftempt lo unchain Bell operating companies. The
FCC, for it part, sends out mixed messages 10 the plates
regarding 1t intentions.

nfortunately, these perspectives, supplemented by conflict-
ing invocations of jurisdiction, will noi get the lssues developed.
in a parrow gense, ONA is & process of granting equal access
to enhanced service providers, or ESPs, while allowing provi-
sion of enhanced services by the BOCs. But undersianding ONA
requires a broader context. For iwo decades we have witnessed
the erosion of a centralized and wniform monopoly network.
Public policy trecked fundame nta! trends based on changes in the
underlying economy and technology. These changes were first
manifest in the United States, later in the United Kingdom #nd
Japen, and are now reaching Western Europe. What it emerging
is & system of great institutional, technical and fegal complexity,
which may be best described as a network of networks, serving
different regions, user types. and software layen.

Whoever controls the rules of interconnection controly the
petwork sysiem iself, ONA deals with interconnection on the
level of exchange services, and is the next Jogleal siep in the
evolution of the network. The question is who controls the rules
for such ONA interconnection: the PCC, the states, or both.

For the PCC 1o eswblish a federn! predominance over Inter-
cohnection 1 Jocal exchanges is to establish fedsral control ovér
local networks themselves; the contradictions in treatmem of
largely identical service elements would not permit a stable dual
regulnory system to exist over time.

This leads w four major options:

L. An expulsion of the states from the ares, which would
create major political battles, deptive the policy field of 4 major
source of innovation and experimentation, and ¢liminate an
imponant element of policy stability.

. Full federal withdrawal, ucing o telocommunications
Lebanon facing a world of telecommunicstions Japans.

3. Non-coopenative coexistence, characicrized by continuing
litigation, delay and uncertainty, manipulation by various indus-
tries® forum-shopping, &nd wltimate instability.

a. A colisborafive approach, which establishes a4 balance
between national uniformnity and regional diversity.

Once Innovative, Now Coutious

There are, of course, Important Industry groups who desirc
uniformity in policy 1o facilitate technical standardization. But
those parties usually are counting the obvious benefits without
considesing the hidden costs in terms of lost innovation and
flexibility. A more careful analysis establishes the need for a
system in which uniformity and diversity coexist.

There was & time, oaly aboul two years ago, when several
tegionsl Bell holding compenics embraced ONA as a vision of
e future, Some of their Compater 01 fitings before the PCC showed
{nnovative thinking, hinging deregnlation and entry int informaaon
services on the opening and disaggregating of contl office funcs
tions. Perhaps for the first time. the Bells proposed making it easies
for compettors 1o access the network. They seemed to understand
that Intense utilization of the hetwork was in their own best intereyt.

But now, in their February ONA filings. the Bell companies
have revealsd considerably more caution. (In fairness, the FCC

gsve the regional holding compaales litde time to plan or
impiement.) Hence, the plans, while u step in the right direction,
concentrate on the here and now, and Iarpely repackage ¢xisling
offerings or those features already conterplated. .

Possibly, Judge Greenc's initially more negstive holdings on
Bell participation n information services also had sn impact. Possibly,
o0, the Bells wanted to keep down the cost of the unbundling process,
Whalever the reason, te ﬁ.Enp & not explicitly deal with severad of
the Jonger-ange implications of ONA. .

These long-range effects include: )

® future compelition in exchange services, including poten-
tig) incursions across franchise territories by other local ex-
change carriers;

® enhanced possibilities of bypass and of private networks,

® built-in sreins between the two main functions of local

exchange carriers—local gansport and exchange——that could

lead in the future to full-scale structural separation;
® 3 move towards & *‘distributed’” mather than centralized
physical architecture of central office functions.

The Bypass Problem

The Bell filings talk almost exclusively about sccess for
enhanced service providers, thus giving the impression that
ONA it only sbout software nerworks. Bul the principles of
interconnecyion and unbundling really go much further. The
FCC has already decided tha! interstate ONA elements, while
based on expressed ESP needs, should be available to anyonc.

Whoever controls the rules of
interconnection controls the
network system itself.

This could Wso Include & wide armuy of inerconnectors puch as
AT&T, other interexchange cariers; long distance re-sellers; facilie
ties bypassers; ptivale networks; independent teloos, o¢lluler opera-
tors, radio common carriers, other BOCs; and even foreign carriers.
There are mejor amifications. For example, bypassers could
transpon interstate traffic (on their own or on lessed lines) 1o the
local telco’s exchange, have it switched there, and take at least the
interstate part (depending on state rules] of the pearmenged traffic (0
its destination. Similasty, they could use the elephone companies’
subscriber lines and switches 10 assemble their own hetworks.

The distinction between private fined networks and public -

swiichad ones would blur further. Competitive regiona] and local
exchange companies could emerge. And LECs may stant to
compei with xen;ceh other for t?oi business of switching ;be u;:'fiﬁc
of bypassers, independent feloos, or cellular opendors, imilady,
inferexchange cuners cowd in effxt enfer ‘oce T Wy
These are ONA scenarios for the foture, though not & very
distent one. They make participation more readily possible for
small users. These chenges must pot be viewed a5 necessarily
negative if they would Jead to substantial technological innova-
tion and cost efficiencies.
1n any event. if the experience of rwo decades is a guide, such
developments canhox be prevented in the long run by regulatory
means. But they can be channeled to effect an orderly tranaition.
To deny staies & 1ol 1n this issue is to deny them their ability
to affect the nanure of local scrvice. B 1o leave ONA inlervonnection
entrely up 10 each staic could create moompatibility. Local serviee is
traditionally a statz concer.. Here, this responsibility overlaps with
s federa! policy of assuring unobstructed interconneciion.
Next week: is this what the FCC meont by “‘unbundiing’’?

El M. Noam is @ commissioner on the New York Public Service
Comeission. He is on leave as professor a ihe Columbia Universie
ty Business Schovl, where he also served as Director of the Cenier
for Telecommunicasions and Information Studies.
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Federal-State Teamwork
Is Key To Juggling ONA Issues
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Second Of Two Parts
B The PCC intended Open Network As-
chitacture a5 an aid (0 competition and
innovation. A fundamental direction weas

3R that local exchange companies unbundle
B cxchange services into discrete basic ser-
vice elements, or BSEs, that could be
bought separately and as needed by users.

;O W  However, appurently 10 prevent pure
msgm interconnection thal woul Jmmit the piscemealing
and bypassing of their networks and challenge the existing

pricing structure, the regional Bell holding companies now
uniformly seek to establish something called BSAs, of basie
terving Afrangements.

BSAs consist of two or three elements: an access link from the
intarconnector to the central office: basic central office func-
tons; and, sometimes, ranspon berween central offices.

smalogous 10 present

Diffent types of BSAs e offersd,
sccess-line artangemeats, such a8 Cir-
cuit- and packet-swhching service or

ivate-line circuits. By establishing

SAs the Bells in effect sidestzp an
important part of unbundling. To mix
metaphors, they unbundle the bells and
whistles, but not the meat and pota-
toes. Besic switching it not considered
8 BSE; only the fesure add-ont are.
Thus, in order to per a BSE, one first
needs a BSA, ard sometimes o particus
lar BSA, such as & private line.

The Bell companies. according to
their filings. may reject requested
BSEs because they e technically
infeasible, impractical to unbundle or
to bill; are uneconomical to provide;
require excessive customization; or
we out of bounds under the coun-
enforced divestiture rules. In some
Bell plans 2 potential factor for rejec-
tioh iludes & negative revenue of
technical impact on already existing
or ntial services.

t is important 1o recognize just how complicated (hese ques-
tions zre, How finely unbundied sbould BSEs be? How fast
should they be deployed? Whe should pay for their develop-
ment? How standardized should they be across the country and
scross customers? How customized can they be 2nd if 50 how
should the costs be distributed? Can Bsé be resold? What
should the extent of facility unbundling be. when o the same
time technological forces strengthen the importance of integre-
tion. such a3 in ISDN and integrated broadband petworks?

Coordination, Resolution

. Unsvoidably, friction wili develop in the process of develop-
ing and implemenung ONA. A key ciemen:, therefore, is 4
system of dispute resolution.

States do ot favor the Federa).Sune Joint Board amangement
as 3 mode! for cooperation, because it Jeaves the FCC in the
driver's seat. Gives the feders] agency's view that local ex-
change issues are part of its traditional jurisdiction under the
1934 Communications Aet, the FCC insists on parity at the Jeast.

An ONA coordinsting mechanism could have a form such &
the following dual eystem:

(A) Ab intergovernmental ONA forum of the FCC and the
Fistea, & body charged with coordinating the various jurisdictions)
policy interests. It could, for example, egtablish & hierarchy of

uniformity, by defining certain basic functions whose national
uniformity it deamed cssentind ind establishing othert where regional
or local divensity hpmib'!e.smercgtm_ mn%:mum_

. themselves into re

(B) A private-sector ONA forum, which would include u
balanced reprasentstion, including Tocal exchange carriers, en-
hanced-service providers and equipment manufacturers, as well
as telecommithications users, commercial and residential.
The T) Committee Is one mod€l. This body would be responsi-
ble, in the first instance, for technical coordination, standards,
BSE definitions snd dispute resolution. It would openate in &
g:;ible and informal faahionArll_hver than belgo::d By lted

itions] regulatory process. Agreements wou review
by the imtrgog:emmenul ONA forum and forwerded 10 the FCC
and the states for their adoption, if the respective regulstory
bodics 30 chose.

In those cases where the private-sector ONA forum could not
reach agreement within a specified and fairly short period,
mandatory arbitration would govern. On issues of grest impor
tance the intergovernmental ONA forum might choose to make
the initial desermination instead of an srbitrator.

Pricing

The Bell companics seem to Accept the prog of state
ngulalioncf:s ONA pncpﬁl: On the
other hand. most enhanced-service
providers maintain that they want fa-
tionally uniform rules and reles, ser-
vice definitions, intcrfaces, installs-
tion. even agministrative proce-
dures—at teast for *“standard’” BSEs.

This is an understandable inierest
on the part of ESPs, many of which
are fledgling firms that desirc Com-
patibility and portability around the
country., But the need for aations!
wniformity in pricing of BSEs and
BSAs is not as compelling as for,
say, basic protacol standardization—
as long as pricing is not used 1o ma-
nipulate the competitive environ-
ment. It makes po sense 1o have uni-
form prices or pricing rules across the
country without regard to local costs,
conditions of d¢mand, aliernative of-
fenngs, technological state of the net-
work and demographic and economic
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characteristics.

No doubt, the desire for national undormity will lead to calls
for & federsl pre-emption of conflicting stz pricing regulation.
But such pre-tmption wili not work, because it cannot be limited
o ONA. It would establish prices for BSEs or BSAs that are, as

lixely as net. different from those of comparable services pres-
enly tariffed by the swales for nrastaie use. This creates the
potentisl for arbitrage and conflict. o
One can therefore have uniformity only if one pre-empis state
1ariffing of most services, and not just of BSEs: in other words, if
state rate regulstion is fargely cut off. To do so would be an
unprecedantad challenge to federalism in elecommunications
regulation, and would be unwise in almost any respect. Further-
more, because price desermises the quantity of qemand, taking
pricing out of states’ hands els0 denies them an essential tool for
another of their traditional goals, thar of mssuring univerial
service,
A large number of questions need 10 be resalved. Who should
{ONA, Continued on Page 48;

Eli M. Noam Is a commissioner on the New York Public
Service Commission. He i3 on leave as & professor ar the
Columbia Universiry Business School. where he also served as
director of the Censer for Telecommunications and Informartion
Srudies.
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Perspective: ONA Requires Federal-State Teamwork

.“__ {ONA, Contirued from Poge 17} Bel plans, including wnequal acoess to technical stan-  sion functions.
‘. g&nlﬁﬁ%k%gnl dards, But other concerms remain. Open n?e..r?a!gd 8:&302!8_:

,” become  involootary ventowe  capitalists. Most each  marketing information in onder 0 assess demand for 2 the long erm, and within the b hisworical irend of opening

w. glgmi-laq?n

BSAs, if spprovoed)? Staics do not want 1O sor: CMCPRYSTS iéﬁggysg supporting  Maorcover, O .a%nﬁﬂsg_- EEE%E

BSE/BSA be priced scoonxtmg 0 the same prnciple, or new BSE. Thes, the ESPs could alert the Bells w sﬁaniﬁwsﬂtn:ﬂ!.s

depending on market conditions? At any given time, sowae  poiential market opportunitics. (To their credit, some In the process, the traditional centralized and hierar-
BSESBSAs may face competitive offerings, while others  Bell companies bave ideatified this possible confl lictand  chical ua_ﬂsrono.aﬂgiﬂ&ﬁc .-Q.!Er&.
!:!Fgﬁgwmm.% revepue cover its own  have established BSE revicwers separaie from ESP-BOC  neswosks. Intercoanection of hardware and software net-
oost, or cnly in the aggeegac? And if nol, could these be  product managers.) And if the BOCs undertake their own ggﬁn%wﬂﬁ.ig_gﬂﬁg
cross-subsidization thet would distost competiion? Con-  studics of the feasibility of BSEs, raicpayers as well i nectioo a key clement of regulatory supervision. T

versely, coukd BSEs be defined so fimtly as o permit undue %ﬁugﬂﬁ.gg.!sna_ga maﬁnsnasn!aoﬁonﬁmnﬁﬁsgg
price. discrimination between weers? How mach Gexibility “Part X*° rules, from bearing the ocost of developing Eﬁgﬁsﬁsani&?gﬁgg
4 shouid there be in the rates? Sinilardy, should it be possible  infonaation that may bencfit the BOC-ESPs. strucore. Yel, for states 1o fight the principle of open
= for an ESP w0 obtaia exclusivity 1o a BSE in retom for its intoroonnoctioa it o tilt at windmills.
L spocial developenent? Which cost defimition is usod—aver-  Outiook ?%Esﬁgi&oz issues
A -&n.r.nﬂunll.ggginnrnu The BOCs' loag-range inicrest is in a smoothly work-  camnot be resolved by independent acthons by federal and
s ing ONA awg-!oaﬂvn historic mistuke for themn  seate jurisdictions, and certainly not by pre-cmption. States

to stafl ESPs. AT&T nﬂﬁw&ﬁ?ﬂﬁ.gu &E«Fﬁsgnﬂ.ﬁ%ig

Rﬁgéﬂgg such as Eﬁgggggﬁwsg eﬂul_.ﬁ E%.!&E&rgﬁ |
N ESPs, and 10 peroat the Bell operating companics to  the mcat-cleaver approach of divestinge. If the BOCs  ““tariff shoppang.” What is needed is a collaborative effurt,
m El&%mﬂiigr&g%i@ WETE (0 OSE IMEICoansClion as a straicgac ool to repress  based on agrood-upon insttutions. T © be result-oricmed in

chuded or subdected 0 complicaied forme of organiza- gﬂ@a.uﬁggcag in a docade or two,  secking pro-craption is ﬂa&g%g
a
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