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i- INIZwZUlIZgN
The aim of this essay iz to provide s histcricasl and theoretical
context from which to Judge the present controversy regarding

competition in North Atlantic ccmmercial satellite services. The




approach will be to supply the reader with toth information and
methodologies on which to base z decision about this imgortant
policy issues rather than tc make such a decision on the reader’s
behalf.

The palance of the paper is orgarized as follows. Section II
presents a chronology of policy precederts regarding the role of
monopoly =2nd competition for tzlecomrunications facilities and
services. All of the cases reviewed irvelve either international
markets or sstellitesy anc usuzlly 20th. Trey include the

Communicatiocns Satellite Acty the orizinmal and renegctiated INTELSAT

L]

agreementsy the J.5. Frasicant’s Task Sorce on Communications
Folicys; the domestic satellite ceczte in the United Statessi the
Authorized Uszr Cecisicn 2nag its reverssl by the Federal
Communications Cormission (FCZ)3 INTILIAT®S colicy of leasing
transpcnders for domestic satellites systemsi 3and recent policy
hearings and stucies of the U.3. (onzress regarding competition
policy in teleCCmmunications.

Sectionms TII and IV present arguments respactively against and
for the i1ntrocuction of competition wath INTELSAT. while current
policy interest focuses on the hijh-censity Neorth Atlantic routes,
the reassoning is couched in a mora generzl framewoerk.,. It makes use
of tne historical oasta marshalled in Sec¢tion II, persgectives drawn
from economic thecry, and U.5., forelzcn pgelicy considerations., Much'
of the conceptusl mate}iél stems from racent advances in industrial
organization theory, including tha nctions eof econories of scope,
sustainmapility of_ﬂetural monopclyy and contestability of market

structure., Other theory deals with competition a3s an efficient and



autonomous information sourcej; cptimal pricing and economic welfare;
and, within the context of pgricin3 theorys the issue of
herpame-skimming™ whicn has btzean so centrzl to the transatlantic
competition debate.

Foreign policy sreas to ba explored include INTELSAT"s global
crice averaging 2s an engine of internationsl telecommunications
gevelopment zsszistarce zmary 133 nzticns. More zenerzlly, we will
examine INTELSAT‘as 3 Uede forzign pelicy success 3and discuss the
extent to which foreign policy consideratiors can coffset objectivas
based on econamic reasoning.

Section V prasents & sJurmary and terntative zonclusiens.

I1- Ha3IGBILAL_EZESBZLIIVE
This sactiocn explores irportant pelicy actions regsrding
competition 3ne orivate entrgorenrsarship in the srovisien of

telecommunicaticns facilities snd servicssy, many of them directly

—+

invelving internmctional satellite traffic,

Thne ¥irst artificisl satellite wss launchec by the Soviet Union
im 1557, snc¢ the uUnited States scon followed suit. As satellites
pacame commercislly viable for communications purcoses in the early
13603y Congcress cansjidered wﬁether srivate ¢r public ownership and
operation would ae.preferable. There w3ss ngo debate about "monopoly"

per se--the scarcity of the n2y resource mada tha salectionm of 3
1

single provider 2 foregone conclusion. Instezd, detate centered
around the guestion of whetrer tne mcnopcly should Ee swarded to

private i1nterests or retained by the Federal government, Arguments




for Federal ouwnershig stressed the unknowun aspects of the infant
tachnology and uwarned against 3 "sellout™ to private interests (see
Kinsleys 1574). Those favoring private ownership, in turn,
disagreed with each other as to whether the satellite enterprise
shoulcd %elong to existing overseas carriers--ATET, Western Union
Internationalsy RCA Globcomy and ITT--or whether the public at large
should swn the shares. Aftsr acrimomisus debate, private ownership
yas declcec upon,y, and 235 3 compromise half cf the stock of the newly
formed Comrunicetions Satallite Corporation (Comsat) was purchased
by existing carrierszsy while th2 other half wss sold to the public at
large. The carriers sold their interest during the 1970s.

Comsaty theny 433 awsrced 3 monopoly inm U.S. commerciasl
satellite trsffic overseas., The technoleczy was too new to ccnsider
any domestic apglic=ztions, cr tre possisility of two or more firms
competing for the overseas Tarksat. with derand and supply at very
low iavels, economies of scals seamed strong enough to argue for
entrusting the warket to a sinsle carrier.

- Ibe INIZL3AT 4grgemgnis

The oricsainal INTELSAT agresmants (U.S. {epartment of State,
1%964) conclucec in 1354 wera negotizsted 2t Amerizan instigation
amoenyg nineteen Tostly ilnqustriziized courtriesy basically those with
earth stations or the prospect cf soen opotaining one. The dramatic
successes of the eariy transatlsntié telavision transmissions made
§o591ale first bty expefihental ang then Lty INTELSAT satellites
increased the number of countries wishing to accede to the
agreements. Thus, the original agreements were made provisional in

nature to accommocdate those courtries wanting to share in the



technology but not desiring to perpetuate the predominant position
of the United-States in satellite, launch, and earth station
technology. @Gverall policy.direction as.well as medium-term
management was therefaore témporarily vested in an Interim
Communications Satellite Committee (ICSC) on which voting quotas
refiected investment sharess OJay-to-d3ay operation was contracted
out to Comsat, acting =23 INTELSAT s Manszger.

The parmanent cr Zefinitive agreements (U.S. Cepartment of
Statey 1371) wers arduously rensjotiazted aguring 19%49~1971 and
entared into force eérly in 1373, Trese rerlaced tke ICSC with 2
Boarae of Governcrs which still votes by imvestment shares, but on
which smaller users have more rights of representation and greater
protection against unitue influa2nce by 3 small number of large
users. 1n agditiory two ovarzrching membership structures were
creazted for long~rance policy msttersy, 22ch kaving one vote per
members the Assembly of Partiezy composed of the states that had
signed the interjzcvernmental ajrezement; and the Meeting of
Signatoriesy consisting of 2perzting 2ntities cesignasted by those
governments.

Two elemantz of the INTEL3AT agreements are important for
present purposes. rirsty INTELSAT wes estatlished along cooperative
linesy in toth the technical and, one can arguey the informal sense
of thne wera. As aﬁ economic cocperative of investors and users‘(sep
Snowy 1376y pp. 147-1-3% Colino, 1983, Appencix No. 123, INfELSﬂT
was finmnancially siructured so a3s to balance out the investors”
desire for high tariffs and the users’ incentive for low tariffs.

2y periodically aligning investrent cuotazs with recent past usage



cshares for each Signatory, INTELSAT makes the tariff level
technically irrelevant. For cases of temporary imbalance of
ownership and usagey 35 well a3s for non-using investors and
nen-memper users, the tariffs sre set at 3 level that pays INTELSAT
members & cumulztive annual raturn of 14% on their net investment.
Reflecting dramatic advances in tezchnology &snd increases in usagey
the original anru3l rate of $32,000 for =z single voice-grade channsl
nhas nou cropped to celiow $54000C.

A secona isszue in renegotiating the zgreements,y crucial to the
purpeose of this articley involved the prchibtition of systems
competing with INTZL34T. 2y the late 1540sy such a threat had

already become ccommercislly fessinle. The Canadian domestic system

»

(2]

was 3already in ¢perstion, Indconssia Palapz system was being
gesignecy and tre regional zystems in Turope and among the Arab
states were under consiseration. In the original agreements
INTEL3AT s memcers nacd awardecd the organization exclusive rights to
operate "the" jlosal cormercial satellite systemy, although in the
context of the mi14-1560s the possibility 2f credible competition wsas
still remote. This haa ¢hangea five years latsr, and the issue of
separate systems was easily tne most contreversial during the
process of renecgetiation.

3asicallyy the industrialized members of INTZLSAT other than the
United States wanted to reserve the right to participate in separate
international or regiohai systemsy partly as a counterpoise to what
they regarded 3s continued Amarican domination in INTELSAT, and

partly to subsigize national =2fforts in promoting domestic aerospace

and satellite 1ncustries. The Lnited States and most developing



members of INTELSAT, on the other hand, favored--often for different
reasons--the retention of a tight monopoly for INTELSAT in
international traffic. Many observers believe that the United
States threatened to make lsunch venicles unavailable if
prohibitions againgt INTELSAT ccmpetitors were not strong enough.
The resulting compromise appears in the language of Article XIV of
the renegotiated intergovernmental agreement (U.S. Department of
States 19712. In it, gomestiz facilities separate from INTELSAT are
alloweg subject only to consultstion uwithk the 8ocard of Govehnors
cﬁncerning "the tachnical compatibility of such facilities and their
ogeration with the usze of the rzdio freguency spectrum and orbital
space oy the existing cor planned INTELSAT space segment™ (Article
XIVCz))e "Internztional rpuolic telacommunications,™ howevery are
subject not-anly to techrical cempatibility, out also to
consultation with the Zoara of Coverrors "to avoid significant
economic harm to the ;lobal system of INTELSAT" (drticle XIV(d)D.

C- Ibs_&utbgrizeg Ussr {ecisien_znd_ iis.Beversal

The Communications Satellite dct referred to M"authorized users®
and "authorizaed entitlies.” Since these were further unspecified in
the acty, many larze user sroups sousht tc octain access to INTELSAT
directly through Comsat rather than first going through the
internationzl common carriers. The FCLC cetermined in its 19486
Authorized User Cecision {(Nalson, 1377, pec. 65-55) Qot to allow thig
bypassy declaring Comsaf'srrcle that of & "carrier’s carrier." At
issue was whether Comsat would be allowed to introduce more
ﬁompetition intc the L.S. market for overseszs carriage by INTELSAT,

The internstional carriers argued that they wsre disadvantaged in



any such competitiony as they cculd not directly approach INTELSAT
but had to go-through Comsat. The deciszsiom reflected the extrame
market segmentation orientation of the FCC in the mid~1960s,
generally under the influence of the lar¢ce carriers whose
representatives still sat on Comsat’s board of directors. Recently,
in the interest of competition &nd deregulatien, the FCC has
overturned the Authorized User Cacisiony, and Lomsat can now compete
directly with certain large usaers for INTEZLSAT traffic (U.S. Senate,
1383, pa 122).

O~ Ihe_Pregsigent’s_lassk_ZCarcg_qon_Cornucications Poligy

Late in the Johnson administraticn, the President’s Task Force
on Communications Psllicys chaired by fugene Rostowy issued its final
report. It urged continuesa supger+t of INTELSAT as a single global
systems:

The global system enables substantial asconomies of scale to

pe realized, This is true Lecause large satellites are

capable of flexibtility in use 3and provide high

communications czpacity and lower costs per channel. They

alsc permit economies in the use of 2arth stations,..sThere

are other important advantases te 2 glotsl system in

integrated system planning, financing, grocurement,

managementy, and control {(U.S. President’s Task Force, 1348,

Fe 12J
in additions requests had been filed with the FCC since the
mid=1360s 1o estaplish domestic satellite systems in the United
Statesy, and the Task Force addressed this issue., Again on the
grounds of economies of scale in production and management, it
recommendeqg that Comsat be selected as the sole purveyor of domestic
satellite services (Snow,y, 1376, pp. 103=-104).

Wwhile the Task Force’s report became an instant dead letter

after the inauguration of the Nixon administration a month later, it



is significant in being one of the first policy documents to make
axplicit use of the "natural monopoly" argurent, 3t that time
egquivalent {o the existence of scale economies, to Jjustify
prohibiting competition in-satellite facilities and services.

E- MOpeo.Skies"_ in.UsSa._Domesii¢_Satellite Jsryviges

Early in 1570 the Nixon White House issued 3 memorandum to the
FCC chairman urcing axzztly the cprposite policys on the basis that
"mo natural moncpoly conditions appear to exist in the provision of
speclialized communicstions via satellite®” (L.S. Office of the
P}esident. 197GY., Furthery it proposed to allow

competition Cin provicing & domestic satellite systemld teo

act within well-definea limits necessary to preclude anti-

competitive cractices snd tc assure that the competition

works towarc the public interast (U.S. Cffice of the

President,y, 15703,

is later implemented »y the FLCy, this policy became known as the
"dpen Skies! zpproach to domestic sztellite systems in the United
States (Nelscn, 1%77). In cpposition to the chosen entity approach
used with INTELSAT internationally, the FCC implemented a policy of
almost maximum competition in tre dorestic market. As & result, a
number of systems hava evolved ¢r3adually since the early 1970s,y and
by all accounts nave proviced & broaa range of new and conventional
services at acceptably low prices. This differs from the domestic
policy of a number of countriesy suchk as Carzda and Indonesiay where
early go&ernment entrecraneurshipg rather than market forces '
determined the pacé of intéoduction, usuzlly throush a single
entity. Other countriesy however, notably Japan, Australia, and the
United Kingdomy have adoptsa the evolutianmary, market-based approach

of the United 3tates, albeit with l2ss competition.




F- INIEWLSAIZs_Deomesiic_lcansponder_Leasing_Pregran

article 8-of the INTELSAT {perating Agreement requires, or has
been intercreted to requirey thst average—-cost pricing be the
guiding rule of the glooal system’s tariff structure:

INTELSAT space segment utilizastion c¢harges...shall have the
objective of covering the operating, maintenance and
administrative costs of INTCLSAT, the provision of such
operating funds as the B8ecard of Governors may determine to
be necessary, the amortization of investment made by
Signatoriss in INTELSAT and compensation for use of capital
by Signatories,

This policy was confirmed »y the ICSC’s Fimance Subcommittee as
early as 1571y tefore the [perating i4greement had entered into force:

We recommend that the metnod to be adopnted as the norm (for
INTELSAT charzirg policyl should consist of dividing total
system costs, cr total zprortisned costs of the capacity
proviging tne service or facility in duestion, by the
number of units of that service or facility expected to be
requested (INTELSAT, Interir Communications Satellite
Committez, 1371y P 3D,

INTELSAT’s policy decision to begin leasing wheley half, and
guasrter transpandere for domastic usage on a pre—-emptible bHasis—--a
poiicy still esszantially intact today--wzs sdopted in the early
1970s,y, when the sorgsnizztion faced a3 situation of considerable
excess capacity under the sveraga=-cost pricing regime. The Finance
Supcommittee touched on the genersl topic of marginal (incremental)
cost pricing in the following staftement:

Circumstances [mishtl arise...in which an incremental cost
approach might te thougrt Justified in the interests of
earning revenua from otherwise idle capacity. 8ut it would
be very importart to avcid creating seriocus anomalies Dy
comparison with other INTZLSAT tariff offerings. If, for
exampley trznsponcgers were rade available to meet special
regquests 1t wouls be unrecascnable to deny Signatories
already using the spsce sagreni the cpportunity to make
similar applicationy and if tne rate were a favorable one
it would enzble Signatories with large voice circuit
reagquirements to economizey 3t the expense of INTELSAT

-10-



revenues, in their space charges (INTELSEAT, Interim
Communications Satellite Cormittee, pgp. 10-11).

This describess of course, the zasic protlem of separability of user
groups in price discrimination, It was solved quite handily by
INTELSAT s decisiony in 1373 at the instance of Algeriay to charge
what was essentislly a marginal~cost price ($1,000,000 annually,
subsequently reduceda o $30C,00C) for a3 transponder to be used
exclusively for comestic gurposesy and subject to service
pre=empticon (thaere has not yet teen & service pre-2mpticn on any
leaased transponder). Regarding this degarture from INTELSAT's
globaly averazge-cost nricing golicys the Firnance Subcommittee stated
that "most® of its rembars

a3jreed that it wowuld be in tha interest of INTELSAT +to

es35taclishecea new type cf space segment utilization for

gomestic servicesy using spere capacity at & reduced

charge.- It seemed reasorstle...to expect that by this

means traffic cculc be attrzcted tos, or retaineg bys the

INTELSAT system on 2 3¢3le whicn would improve the

financial pesition of INTZLSAT 35 3 whola and effect a

reguction 1r the spsce segment cest for each user in the

whole system {(INTELSATy 3o0ard of Gevernors,y, 1973, p. 15).
Today, INTELSAT lesses transponcers to thirty-one different
countries (ses Paltcn, 1984, p. i) for 2z broad rsnge of domestic
purposesy inclucing ER;}lin; plztforms 3t sea, communications with
noen~contigucus national territory, snd ceneral economic development
programs.

dne ¢can interpret the purpss: and motivztionms of INTELSAT s
transponder leasing policy from 3 number of viswpoints. It can, for
axampley, be seen as sn exarcise in mergiral-cost pricing. This,

incidentally,sy wculd not be consistent with the profit-maximizing

behavior usually attributed t9o 3 moncpeolist, which is to produce at

-11=-



the level for which marginal cost equals marginal revenue. More
plausiblys perhapsy it can tce regarded as a type of value-of-saervice
pricing (price discrimination). This means that the value of a
sarvice to the user (as meésured oy *the price elasticity of demand
of its consumers) is inversely rtroportional to the price
charged=--the assumption being that domestic customers are more
price-responsive than intarnaticnal users. A refined version of
value-of-service pricing is Ramsey pricing, which is used when
marginal-cost pricing f3ils (a3 it d22s in the presence of economies
sf scale) to recover total crerzating costs. Ramsey grices are
markups from marginzsl c¢cst in invarse proportion to the price
elasticity of demanc for each user group. Both marginal-cost and
Ramsey pricing bave widely rezognized optimality
(welfare=-maximizing) procarties (s=2¢ Ramsey, 1%273 B=zumel and
Zracdford, 1570).

Aside from thase maore *echnizazal interpretations, INTELSAT s
transponcer lessing Zdecision c¢an be seen 1n a broader policy
context, First, it can be regarded az zn affort to meet the needs
of the develoging anq Zurocean courtrissy which constitute the bulk
of transpondsr lessee;?kéach groupy for cften conflicting reasons,
had been critical of vestiges of United States domination in
INTELSAT in the eazrly 1370s. Ce¢r purposes of this essays the most
relevant intercretation of ths transgonder leasing decision would he
tc consicer INTZLSAT"s acticn a3z an attempt to forestall the
establishment of saparate domestic or recionsl systems that would
atherwise have accormodated the traffic that INTELSAT was

subseguently able to attract. Thus the threat (as opposed to the



reality) of competing separate systems wzas abley in this vieuw, té
galvanize INTELS#T to depart quite radiczlly from the average-cost
pricing principles enshrined in its {perating Agreement. The
ability of potential competitors to enter and exit a market at
relatively low cost and thus to affect the behavior of the
monogpolist or incumbent firr--even if actual entry does not
cccur==1is a salient feature of the theory of contestability of
market structure to te 2xamined in Sectien IV, where it will be
applied to the North Atlantic competition issue,.

G- Efgeent_fiC.znd.Clonaressional_Ailitudes

In this final part of Secticn II we survey two recent committeeo
reports which ccnvey the mood of Congress and summarize the position
of the ~C{ toward competition ir internaticnal telecommunications.
Issued auring the 2&rly part of the first Rezgan administration,
they ars incdicative of the strang support thst deregulation of the
teiecommunrications incustry has foynd in the United States. While
the work of both committees was completed before the specific issue
of competition far INTELSAT s Nerth Atlantic routes zrosey the
repcrts cserve to illustrata the technrolczicaly economic, political,

ana cften igeolcsical enmvironmment within which Admerican policy

toward such comgetition will pe davelopec¢, chosen, and carried out.
Late in 1581, the mzjority staff of the Subcommittee on

Telecommdnicatisns, Consumer ?rctactiony and Financg of the House

Committee on Ener;y'and.Commerce issued M"Telecommunications in

Transition: The Status of Competition in the Telecommunications

Industry" (U.S. House of Regresentatives, 1581). Its major

conclusions included the folloawing:

-13-




There is general agreement that a more competitive
environmentess.esis desirable..ssCRJecentlysy because of the
major changes in technologys there is the possibility that
today s limited alternatives can develop to the point where
competitive market forces will zovern the industry (U.S.
House of Representativesy 1%58l,y p. XIJ.

Fuarthers

The policy detate has now shifted to hou best to create a
competitive marketplace for common carrier and cther
telecommunications technologisse..the debate is now between
those who feel that it is gcvernment regulation which
stands in tre way of a fully competitive marketrzlace, and
those who pelieve that 3 conbination of deregulstion and
some active regulatory invalvamert is necessary to make the
transition from essentially noncompetitive markets to fully
competitive cnes while continuing to prctect the public
{U.5. House of Representativesy 1381, p. XIIL).

In discussing internationzl telecommunications,s the Subcommittee
staff reviewed racent FIC actiorsy including the raversal of the
Authorizec User Zaclsiocny tc document the Commission’s efforts to
extend dercgzulastion ints tre internstionsl zrenal

These aecisicns gcemonstirate the Commission®™s attempt to
transfer its recent domestic policy erientaztion toward
deregulatior ard structurzl reform te overseas markets. In
particulary the Commissicn seems determined 10 remove
traditicnal dichoctomies in the provision of facilities or
services, 3ilowirg unifcrm 2ccess to internstional or
domestic markasts. These decisions gromote freedom of entry
ang provide customers with greater choice or control over
the means cty which they mest their communrication needs.

3
Moweveéry lmportant vestiges of bSahaviorzl regulation
remainy a2nd there are still faormidable barriers to further
competition which FCC policy has failed to diminish:
foreign entities consistently oppose the Commission”s
competitive initistives (U.S. House of Representatives,
1561y peo 1383, ’

Because of such oppositiony the FCC has not yet been able to
stimulate as much ccmpetition 2broad as at kome:
The FCC’s program for stimulating competition in
overseas telecommunications markets has not had the impact

of its domestic efforts....the opposition of foreign
correspondents to competiticn is a crucial barrier and the

-1l4=-



one which is least likely tc be overcome (U.S. House of
Representatives, 1981, p. 157).

For these reasons

it appears that "the jury is still cut" on the long ferm

ocfficacy of the Commission’s attempts to create

international competition C(L.S. House of Representatives,

1981, ps 139).

The Se2nate Committese on Comrercey, Science and Transportation has
issued an aven rore recent (March, 1983) ragort entitled "Long-Range

Goals in Internztionzl Telaccamunications and Infeormationd: An

2 .
While the House regcort

OGutline for united States Policty."
respondecd grimarily to the dJdomestic situationy including attempts to
rewrite the_Communicstions dct ¢of 19344 the Senate paper is set in a
more international contaxt ang seams more defensive and ideological
in nature, rescting in part to the heavily politicized atmosphere at
the 1538Z International Telecommunication Union (ITU)Y meeting in
Nairobi. It also covers INTELSAT=-relatsd issues in greater detail.
The report was prepsrad by the staff of the National
Telecommunicaticns and Information Administration (NTIA) of the
Cepartment of Comrmerce.

The repcrt cegins by asserting two oversrchinmg "principles of
policy" in U.S5. telecommunicaticns and infoermationy, namely to

anhance the free (without restricticen or control) flow of

information across natilienzl borderss with limited

exceptions condoned eonly for the most cempelling reasons)

ana

nromote zn international envireonment for the prbvision af

telecommunications and information fzcilitiesy services,

ang equipmentesein which maximum reliasnce is placed on free

anterprise, cpen and caompetitive markets, and free trade

and investment with minimum direct government involvement

or regulaticn (U.5. Senzte, 1983, n. 12J.

Citihg the International Telecommunications Act of 1982 with

-16~



particular reference to the international sphere:

The policy ¢f the Unitec 3tates is to rely wherever and

whenever possible on marketplace competition and the

private sector to provide internationazl telecommunications

servicesy and to reduce or eliminate unnecessary

regulation. This is Ddased upon the...belief that

competition enhances technological i1nnovation, efficiency,

and provision of services to the puclic at reasonable

rates. When it 1% necessary to regulate international

telecommunications servicesy 1t rust be the absolute

minimum necessary to achiave the purposes of fthisl act

(UeSe Senatey 1933y pe 12),

The NTIA report assarts in gassing that INTELSAT is a "triumph"
of U.5. foreign policy (U.S. Sarste, 1382y £. 1143y and then
discusses the issue of compe*tin: "ragionsl" satellite systems--a
dasignaticn that indicates the uwhrolly unanticipated nature of
progposals for private North Atlzntic satellites financed by U.S.
antrepreneurs that were to reack the FLL so0cn thereafter.
Competition today, it notes, i3 "a reality in the U.S. domestic, if
not Lnternationzly satellite market" {(U.S. Senatey 1983, p. 117D,

The NTIA staff 15 careful tao point out that Article XIV(d) of
INTELSAT s intergcvernmental ssreement contains no spegific
prohioition of the estavlishment of 3 szeparazte system even if the
prescrited coordination with ithe 3o0ard of Governors discloses the
potential of "significant economic hara"™ to INTELSAT (U.S. Senate,
1983y po 1192. Finally, corresgondenca in 13781 between the FCC
chalrman and the Under Secretary aof State is cited to the offect that

rembers Lof INTELSATI] may decide to rely osn space ssgment

facilities separate from the Intelsat glebzl system to meet
their internaticnal public telecommunicztions service

requirements (U.S. 3enate, 1932, p. 1192,

3
Further,

{Clertain exceptionzal circurstances may exist where it
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would be in the interest of the United States to use

domestic satellites for public internatiocnal

telecommunications with nearby countries.
This policys the NTIA report concludes,

affirms this country®s stroang support for Intelsat, but

recognizes that under certain exceptionsl circumstances, it

would be in the interest of the United States and other
countries t¢ authorize use ¢f domestic satellites for
international ccmmunications (U.5. Senate, 1983, pp.

116-120).

In zdditiony many responderts to the NTId study

agreec that the Lnites 3t3tes should comtinue to sugport

Intelsat, but suzgested th2t U.S. czrriers should be able

to use competitivey non-Intelsat space segment for regional

communicsticns (LU.5. S2n3atey 1983y pe 1207,

The repcrt co2s nct address tne zoparent conflict betuween
INTELSAT as 2 Ue3s foreign policy "triumph®™ and the possible
symbolic and eccnomic gsamsge thet ssparste traffic and
systems-=supported Ly <urrent &rmerican deregulatory policy~-=-might
inflict on that orgsnizztion, This is & theme *that is constantly
used by INTELSAT officizls in opposing separate North Adtlantic
facilities (see Colinocy 1983, pp,., 23-2%53 Alegrett, 138423, p. 233
Alegretty 13340y pPs 450,

As these policy dccuments sugzesty there is ample evidence that
in examining the Nortn Atlantic traffic cohtroversy, the United
States will te asnimsted more stronaly bty technical arguments and
political veliefs regarairg the efficacy of competition and free

markets than by the real and symbolic aghievements that INTELSAT

represents for L.S5. fcoreisn poalicy.

[ %]

III- ARGUMENTS AGAINST COMPETITIGN IN TrHE NCRTH ATLANTIC COMMERCIAL
SALCLLIIE MARKET o e mmm e e m e cm—————— ——————— -

-17=-



In this section we examine the economic and foreign policy
considerations that have besen advanced for raintaining monopoly
against competitive entry. Some of these arguments are gquite
seneral and abstract, while others have teen adapted specifically to
tne isgue at hand. Mosty howevery, will be discussed in the
framework of telecommunications markets.

A- Natural Moncpolys Zconories cf Scale and Scopey and
Susteinabpility _of Meogpedy e

Sy far the most commen Jeferse of monopecly 1in any public
utilities market is tre allsgsd presence of uhat is usually called
"matural monopoly." Traditionslly, this has often meant nothing
mare nor less than economies of scale in a2 single output: the
average cost of grocuction declineszy, over the releyant range, s
outgput increases. Ir other wordsy any given level of output can be
producaed mora cheaply by a sinzle producer than by two or more who
split the markety, assuming thst 211 rroducers have the same cost
function {(i.e.y the same technoiOQY).

A more racent concept used to Jefine natural monopoly iz that of
cost subacoitivity, emanating from the sustainactility of

4
\—7 .
monopoly/contestadility of market structure literature. Costs

are said te¢ be subadditive when the cost C(x) »f producing a total

amount x of 3 sincle outpu* is less than the cost C{(x ) +JC(x pl

1 2
of having two firms groduce amnounts x and x 4y respectively,
-1 2
where x = x $ x .
1 2
In a3 single-outgut sottingy economies of scale and cost

subadditivity are the sazme. larelys however, does a firm produce

only a single ocutputy particularly in the telecohmunications

_la_



sector. Most large carriers,y, fcr exampley provide voth video and
gata services 3long with telephecny. Even telephony cannet be
considered a single commadityy since it can be classified into
submarkets base¢ on time of day, length of transmission, route
densitys and so forth. Although there is a temptation from an
engineering perspective to assuma that telecommunications providers
supply 3 single output called “banduidth" or perhaps "bits of
information," 3 mere fruitful spprozch 1s to differentiate markets
and products whenever vsriations in the price elasticity of demand
aFe observed, as “etween, for examgley resicential and commercial
users.

For decadesy colicy analysis 2f "natural moneopoly®™ in public
utilities was chalned to the unlikely assumption of a sinzle
cutput. Since the mia-137Gs,y 2r2alysis of the multi-groduct case has
resulted in 3 numbaer of strikiny new insights. An important one for
thilis discussion i3 that of eccnmemiss of scores Consider a firm
producing two outputs at levels x and yy respectively, at a cost
C{xsyde We define cost subadditivity for this multi-product cost
function 2y the coendition

Clxyyd € CCx sy D + Clx 4y )
1 1 2 2
for all combinztions x = x 4+ x 3na y =y 4+ vy « In other
1 < 1 2
worasy natural monogpoly c3n now oscur under twe quite separate

conditions. First, two smaller firms can procduce the same mix of

proaucts but on 3 sraller sczley 2.3 x = x = x/2 and y
i 2 1
y = y¥/2. In this ¢case, subadditivity would reguire
2
Cixsy)  2CCx/2,y72),

5
which is a multi-product version of econcmies of scale. The
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second possibilityy which bhas no single~product analogues is that
each of two smaller firms completely specializes in one of.the two
outputsy 2+C« X = Xy x = dy vy =0y 3nd y = y. Then

1 2 1 2

Clxyy) € CCxy0) + CLO,yD,

In this casey we say that the cost function exhibits economies of
scopey meaning that 2 single producsr can produce more cheaply than
two firms each specializing in cne of the outputs. Generalization
to any number of gutputs and firms ‘2¢ds no essentially‘different
conclusions. Irtermediaste cases of partial sececialization and
partial cdiversification, capturing econories of both scale and
scogesy are of course more proastle tran the polar examples shouwn,

Economies of z2ccpey akir to the clder concepts of joint 3nd
common costsy reflact complementarities in the production process.
Tney are vital in ccnsigdering tre nature of the cost function and
its implications for rogulatory policy in the face of claims
regarding the presencs of "matural ronopoly." BSefore turning to the
case of INTCL3AT and competing systers, we must add one final
element to ocur conceptual tcol kit,. that of sustainability of
natural monopcly.

In a single~output casay 2 firm with natural meonopoly-=~economies
of scale--need nct worry about msrket entry cy competitors. Any
firm producing &t 3 lower .scale will incur Figher average prices and
can be undersold oy the incumoent firm, thus eliminating financial
incentives fcr small=-scale entry. Thus, the traditional rationale
for government rajulation of single~product monopolists has heen to
protect the public from profit-maximizing behavier cn the part of

the monopolist rather than to protect the monopolist frem entry.



In the multi-product case, however, an incumbent firm enjoying
cost subadditivity or natural monopoly~~and thus generally
benefiting from economies of Soth scale and scope=-might still fail
to prevent profitable entry by rivals. Such competitors would
typically choose to produce 3 croper subset af what is offered by
the incumbent, for example ty specializirg in one or more individqal
product lines. In other words, although a single firm~-by virtue of
cost subacditivity=--is always =zole to offer & given market basket of
outputs at least cost, there exist cases in wnhich rival firms still
héve financial incentivas to enter the mzrket and compete away part
of the incumbent’s business. when this happens, the incumbent must
cut back proguctiony an¢ the overall cost of the same tctal market
output rises. This is the case of an unsustainable natural
MONCEQRLly. If no such incentives for profitiole entry axist, the

moneogely 1s =212 to te sustainabtzle (see Zaumol a2t ale.y 1982, pp.

u

19&*198;_Sharkey, 1382, pp. 2%4-110).
The existence of unsustainasle multi~product matural monapolies
13 & vital pudlic policy question for regulstory authorities.6
Two examples frem the teleccmmunications sector will be used to
illustrats thiz, and then we will discuss iwplicsztions for INTELSAT.
In its ultimately unsuccessful defense ascainst divestiture, ATLT
draw heavily on sustainapility theosry, much of which had been

developed by microeconomists a+ its ouwn 2ell Laboratories as well as

Uy

at Princeton uUniversity. The argument wss casically that ATET was
an unsustainable natural monopoly, and that wuhile new entrants, if
admitteds could rrosper by competing away some of ATET s business,

overall costs to consumers would rise (see Evans, 19833 MacAvoy and



Robinsony 1383). A second instance derives from an important study
of west German telecommunmications policy by economists consulting
far the German Monopaoly Commission in 1981.7 At issue was whether
the serman 2undespost, that courtry’s telecommunications carrier,
should be prohitited from entering newly developing terminal
equipment markets as a matter of pro-competitive principle. The
economists arjued that it would %2 unuwise tc prohibit the 3undespost
from entering; in facty it should Se required to enter., iIn that
way, they ctserved, any ecoromias of scere the 3undespost enjoyed in
providing c¢th transmission and terminal equipment services,
concelived of senericslly 3t two separate outputs, could be

realized. If the fundespost <ig in fact possess both economies of
scope anc a sustzinable monopolys they arguedy this would be
revealed throuzh the preccess of compatition with smaller terminal
sgulpment supplliersy who woulz presumrably pe unable t2 held their
own and would axit the markst. 4&n 1mportant proviso to this
conclusion was that pricing or sccountsncy sleight-of-hand was to be
prohilbited s¢ that the 2unaespost could mot subsidize its terminal
equipment service t¢ arive awsay possionly lower-cost competitors. A
guestion left unznswered was whether, if the 3undespost had an
unsustainable momopoly, compatition sheuld ne excluded so as to
minimize overall proauction costs to consumers.,

INTELSAT i3 cleerly 2 multi-outout enterprise., Its service
afferings arse difterentiated by technical faatures (voice, data,
video); by route; by region (Atlanticy Pzcificy, and Indian Ocean)}
by user restrictions (pre-ctptible transponder lesases); and by many

other c¢riteria. UJoces i1t have economies of scale and scope,y, is it a



natural monocpolys and, if soy is it 3 sutainable one?

One important point oftem cited in defense of INTELSAT (see
Colinoy, 1533y p. 45 and Appendix 5) 1s that it represents only about
ten per cent of total sateliite communications costsy the remaining
ninety per ¢ent residing in earth station and various terrestrial
trarsmission expenses. Refarence is often made to the claim that
frar an engineering poirt of view, system "optimization" would be
possible only 1f the same anrtity ocsrated both the earth and space
segments. wWhat 1is grocably meart by this 1s that there are
eéonomies of scope in crovicing both earth and space segments
through a single entity rztrer than thnrough over one hundred
CINTELSAT anc 103 Siznstories, azzh of the lztter with its omn'earth
segment). Cue to the poli*iczl and 1nstitutional impossibility of
unifying the earth and space za2sm2nts==-wkick is not st issue in the
North Atlsntic route zenate--ws will neglect this rather obvious
gourc2 of potential economies in what follouws.

Even in the spacs segment, 1%t is congeiveble and perhaps
propbaosle that INTEL§AT 2njoys a multi-output matural monopoly and

]
economigs ¢f sccpe. Suppoze that there are threes hPomogenaous
outputs which we will c&#ll voice, videoy, ang <¢ata sarvicey and that
INTEL3AT presently supriles resgective levels xy vy 2nd z of those

t subscacditivity, tha ssliert groparty of its natural

[T}

sérvices. Co
monopolyy would ther 3ssure that no c¢ombination of two or more
firrs==gresumaoly including INTILSAT--could provide cutput bundle
(xsysz) st lower cost. A4assuma2y howevery that INTELSAT s natural
mbnopoly is unsustainasle. One consequence of that unsustainability

could be that twe competing firrs or systems, specializing in video
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and datas respectively, migsht find financial incentives to compete
away all or part of INTELSAT s tusiness in those services.. In the
case of comglets specializztion, we would than have tha output
vector (xsCy0) for INTELSAT, (Dyy+3) for the vidao firmsy and (0,0,2z)
for the cdata enterprise. Zzeh uwould be earning a pfofit and would
thus have a financial incentives to remain in the market. Yet cost
subadditivity mouldrassure that

Clxsyrz) & CCxy2,9) 4 CCOuy,0) + CC0,0,2),
i.2, that the same cutout zfter z2ntry is prcduced 2t 2 higher
overall costy, tc the presumsed gatriment of users as a whole. The
important gublic policy iszue 13 whethery urnder suchk circumstances,

L3AT "s unsustsirzsble naturzl moncpeoly should be artificially

el

INT
sustainec Sy entry restrictions and/¢r moral suasion by INTELSAT’s
mempershipy oDased on positive findings of "significant economic
hare! under Article XIV(d). Tc b¢ surey we have established a case
for economic harm to satellits us2rs 3s 2 wrole. A4 case for harm to
INTELSAT 1tself would have to e o3sed on the consecuences of losing
certaln categories of traffic te higher-cost competitors as well as
on a3 lack cf diversification of cutput. This might be difficult to
do in an envirenment of exposnentizlly rizsing traffic.,

There sre other nossibilities as well. Zvan though technical
progperties of the gecstationary 2rboit or the s2arth’s tarrain may
afford economies af scope in multi-region or global satellite
servicesy the natural M9nopcly en which such economies are based

¥
might be unsustzinacle. Subslenal systems, perhaps specializing

in particular ocean regions or cther gecgraphic aressy would then

have financial incentives for market entryy, even though
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subadditivity would assure that any given comobinaticn of regional
cutputs would-be more expensiyely provided bty two or more systems
than by the global system alone.

Finallyy in a cooperative of owners and usersy such as INTELSAT,
the threat of competition can ccme from uitkin as well as from
outside. Individual user groups within zn unsustainable natural
monopoly can “seceds" and crea*te their oun facilities or systems
mora chezply for themselves but t2 the detriment of users as a
whole., This msy well have peen the cost dynamic behind the
egtablishment several years sgo of INM&GRSAT, the clcbal maritime
satellite system., ~erhsps reavy users cof maeritime communications,

ot of INTELSAT members plus the Soviet

in

consisting ¢f a small sup
Jnicny perceivec that it was possivle to specialize in the maritime
satellite market profitadblyy althoush INTELSAT may have been able *to
provide any given vector of b3th maritime ard public services at a
lower price. Similar consicerations might explain INTELSAT s
cisinclinaticen or imaoility to specialize in other areass such as
seronautical or land-based rooile services.

It shoulg te claar that any aof the gquesticns posed regarding the
existence and extent of natursl morapoly, economies of scale and
scopey Or sustsimability of natural monapoly for INTELSAT must
depend feor their answers on (1) the sxistsance and svailability of
completey, relisoley anc accurate cost dataj z=nd (2) correct
specification and estimati&n of the relevant cost functions. This
is & task of urgent pricrity if imoportzsnt policy issues are to be
résoived on 3 reasonably objective tasis. Econamies of scale, for

exampley have been estimated for the first decade of INTELSAT




operation (see 3nowy 1375)} in zdditiony more recent studies are

extant.

3~ Compelitien_in.Secyvises.BRatherc Trhan.Eagilitiss

INTELSAT may find it in its interest to make facilities
available for lease to firms that resell them, providing what are
called value~adcded or resale services in 3 slicghtly different
domestic contaxt., This would ce an alternative to estadblishing
separate transmission facilities to furnish such services. In this
way INTELSAT would retsin its fzcilities monopoly but would move
down the marketing c¢hain to the status of a wholesaler in some of
the services for which its facilitias were ultimataly used.

While thne economic 13suas are difficult to sort osut here, oné
might argue 3s follows. 3y croviding circuits to wholesalers for
later ressle as vzlue-addeg services,y, INTELSAT could retain the
benefits of econemies of scale. [¢ s2parate facilities were
estaolished, by contrast, this would cause a loss of economies of
scopes If INTELSAT has a nsturszsl monapoly that is strongly
unsustainable, 1t migcht be possible for competitors to invest
heavily in duplicate or parzllel facilities 2anmd 3till have a
financial incentive for entry. Perhaps zn znalozue of the
indefeasible rischts of usage provided to catle users could be
established for certain catesgories of‘INTELSAT customers wishing to
resell their circuits over an zxtanded period of time (see Colino,
1383,y Appendix No. Sy for a description of INTELSAT's leased
services for private used.

If separate facilities are uniformly opposed by INTELSAT

membars, the ¢oncept of value-adced circuits is unacceptable to most



telecommunications providers outside the United States (see Noam,
forthcoming 1985). This might pose 3 political barrier to their
accommodation on INTELSAT facilities and a greater spur to
completely separate systems, 23:in to the detriment of the user

cemmunity as a uwhole.

Recent stugies of internationszl telecomrunizations deregulation
have included conjecturas avout preferences fér the gtatus guo based
upon plausible crganizational ard psychelozical motives. In‘
Adstralia, fer exampley 5 suostantial mezsure of price stability and
predictability m=y well be greferred dy most of the population to
prices that fell erratically in an 2nvironment of deregulation (see
Lamberton,y forthcoming 153352, Noam (forthcoming 1385) has discussed
such phenomena extensively 1In thre context of Zuropean PTTs.

fistributional mattsrs are zlso caramount in deregulatory
questions. Even when esconomic welfare 3s 2 whole increasesy the
welfare of certzin inaividual user zroups (tre poory rural
customerss low-volume users) may well ceclire. Explicit subsidies
16 correct these difficulties are often proposed by esconomists.
Cirect subventions are more efficient in 2 purely technical sense
than is the retantion of the sutsidy pattern implicit inm most
telecommunications pricing schamesy but they are often politically
impracticable.

Part of INTELSAT’s unanimous opposition to competing North
Atlantic facilities may well cora from tha fzct that most of its
Signatories sre eithar PTT administrations cr other entities in

telecommunicaticns ministriesy with various organizational and
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psychological mctives for oppossing ckhkange. These motives may very
well have validity in terms of FPuman and material rescurces, and
should be considered to the extent possible in the overall calculus
of costs and benefits brought‘tc bear on the ultimate policy
declision.

D~ Cogperation_Instead_¢f Cgmpatiticgn

Among the mzny non-Marxian socialist approaches to econoemic
organizations, the cooperative mcvanert still retains some of its
nineteenth-century appeal 3nd fcllowinzs. INTELSATy as noted, is
technicaily an economic coogerative of ouners and users. Another
ralatec line of tnouzh* is that of the German "social sconomy®
{Zemeinuwirtschnaftd schcol still used b5y labory Secizl Democratsy and
otner grougs to oppoce privats: provision of talecommunications and

other puolic utilities in that country (see 5Snow, 1584), Vose

iy

(forthcoming 133%) has srjued that cooperation is more important
than competition in mogcernizing French telecommunications, just as
thé Soclalist electoral victory of 15381 1s seen more as 3 mandate
for decentrslizstion of the historicaslly overcentralized French
state than for ceregulation of various sactors of the cconomy.
Spokesmen far INTLESAT have invoked similar themes in arguing
against the introduction of competition (see Colino, 1983, pp. B-12
and &5-283 Alegretty 153343, ps 233 Alegretty, 13984b, p. 45}y citing
the harmony and cooperation thst INTELSAT has displayed inm its
twenty years of efficient and apolitical axistence. Indeed, thare
is & sentiment toward INTELSAT zmong its members and many American

proponents much akin to the supportive attitude toward ATELET before

the first big competitive incursions by Microwave {ommunications,
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Inc. (MCI) in the 1960s or before its recent divestiture (see Noam,
forthcoming 198%). Part of this attitude can be summarized by the
aphorism, "If it works, don”t fix it."

Nenethelessy however stronj the verbal sppeal of the argument
for cooperation instead of competitiony it doas not have anyuwhere

l

near the theoretical buttressing of the matural monopoly arguments
10
set forth above.

€~ Ihe.lraag-dkammiag_Acgument

Another defense of INTZLSAT =z3gainst competitive incursions, one
eﬁplcyed Wwith particular frequency orn the high-traffic North
Atlantic route, Ls that of crear=-skimming. It Joes like this:
INTELSAT,y oblized by treaty to e2njssze in globally averaged gricing,
will nave 1ts nighly profitable aense traffic routes competed away
by entrants not so constrained, who will underprice INTELSAT on
those routes anrd 1gnorse the tnin=-traffic routes INTELSAY must serve
at a loss.

This is a3 gquite accurate surmary of the dilemmaz faced by
INTELSAT., It is not gqualitatively different from the 2arguments used
by American communications and transportation carriers when faced
with domestic ceregulation.,

Much has been written about cream=-skimming in the regulatory and
other literaturs (sesy for examgley Kahn, 1571, Vol. II, pp.
220-2462y but the essz2nceg of the problem is easy to_statay
Cream=-skimming is made possible by competitive entry to markets
which were previously part of a cross-csubsiaizing mecnopoly.
Competition. noweaver,y forces costs to be aligned with prices in each

market; otherwise, the incumbant firm would either be underbid and



lose customers (in markets where its prices exceeded costs) or lose
money (in marketls where its costs axceeded prices).

gy interpreting its agreements regarding 3lobal and
nen-discriminatery pricing fU.S. Jepartment of State, 1971, Article
v{ad), pe. 13) strictly, INTELSAT has indeed made itself vulnerable to
cream=skimming ty competitors rclanning to enter its lower-cost,
high=traffic routes suzh as thsa North Atlantic., Preliminary
INTELSAT cost studiess 2t lezst those during the 1970s (see Snow,
1975y anc Snowy 1379), do inceac indicate a subsidy of the Pacific
and particularly of the Indiszn Ccean regions by the Atlantic.

Two options sppear warrantac 1f INTELSAT wishes to foreclose the
ocption of Ycream=-skimming" to potential competitors. First, more
comglete anc¢ sorphisticatea cost studies should be conducted to
determine whetsr (1) potential competitors would have the same
technology (and therefore the szme z2st function) as INTELSATS and
(2) whether INTELSAT®s current global tariff structure sets prices
above costs 1n the horth Atlantic region. With the continuing rapid
evolution of launcher and satellite technalecgysy the answers to these
questions may well crange every feuw vyears.

INTEZLSAT <could cecide to adecpt resionally disaggrejated pricing
to counter threats to entry in its high-gensity, low=-c¢ost routes.

As we have szeny it nas already departed frem average~cost pricing
with its transpcocnder lease programi in addition, other services,
such as televisiony, are oriced in 3 manner cifferent from the global
averaging approach (see Snow, 1576, pe. 50-81). Yet a3ll such
departures have been for specialized services other than publicy

commercial, international telephony. It asppears clear at this point
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that (1) INTELSAT would nmeed to amend its agreements (see U.S.
Department of State, 1971, Article XVII, pp. 53-54) to allou
expglicitly for departures fronm globally averaged prices for its
primary servicej and (2Z) such 2 change would be politically
difficult if not impossibley sirce a policy question of this
magnitude would be resolved on 2 one-country, one-vote basis, and
more countries probasziy recaiva subsidy than provide subsidy with
the global averzging policy. We shall now examine this

distributional issue fror a foreign golicy perspective.

Fear of damzcge from competition to INTELSAT is fed by many
concerns other than tnose *trat ¢can be axpressed in a "technical
(engineeringsy ecorcmic, legel) frarmeuwork. INTELSAT is regarded by
mest 2f its member ccuntries 3nc¢ proponents 235 the ambodiment of an
apoliticaly non-idgsclogical international orgsnization that has
harnessed a new techknology for the gooo cf mankind., Develeping
nations have gsimed zccess te tzlecornunications services they could
not otherwiss nave afforded, an¢ the industrialized world has shared
in the technclogy and asrospace contracting n2eded to maintain the
system. while trare were complzints from hoth Zuropean and
developing countries asbout Amarican domination during the early
years of INTELSAT, these have hacome less numerous and strident
since the rensgectiation of INTLESAT s agre2ements and with the
decline of Amerlcan-usage from cver one-hzlf to less then one-fourth
of the system. Sne is hard pressed indeed to find & similarly
successful international organization anywhere in the worlds there

is certainly none providing commertial services on the scale that
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INTELSAT does (see Snou, 1975;I:D. 144=-145).

Giobal cest averaging was mentioned in the preceding subsection
as the potential cause of cream-skimming on the North Atlantic
route. Symmetry and fairnéss demand that positive sspects of this
implicit subsidization now be discussed., The net flow of benefits
to the (mostly developing) countries of the Pacific and Indian Dcean
regions can b2 seen frem onz carspective as an extremely successful
and unprescedented exarcise in multileterzl telecommunications
development assistance, the kina ¢f "foreigr aid" that both donor
ang recipient nations aream of tut seldom achieve through
conventional assistance mechanizms, wnetrar bilateral or
nultilateral. Tna pracise ways in which telecommunications can
accelerate sconcmic Zevelopment-=-or is itself in part a conseguence
of such develogment--are as yet noorly understood (see Saunders et
al.y 1581y and nmudson et al., 15733, Nevertheless,y it 1is clezr that
a2 minimum level of teleacommunications infrastructure, including both
gomestic asnd 1nternational links, is 3 prerequisite to sustained
economic develogprent.

We have isclstea here an "externality™ of INTLESAT s pricing
philoscpnyy mearing that the diffuse and osoorly identified benefits
of the subsidy in terms of glo2zl telecommuricstions development
(and aerospace industry gpromrmotion in the inaustrialized world) are
not captured in tne corventional cost-benefit calculus applied to
its tariff structure (see Leff, 1384). The standard reply of the
neoclassical e2cenomist is that it is more economically efficient
(welfare-maximizing) to alisn costs with prices using competition

and to convert the subsidy into an explicit aid package; as we have



noteds howevers this would be peclitically and institutionally

impossible.

IV~ ARGUMENTS FCR COMPETITICN IN THE NORTH ATLANTIC COMMERCIAL
SATRLL AT Y AR e e

This section examines reasons advanced for allowing competition
with INTELSAT on its North Atlantic routes. 3Jnce againy as with the
reasoning in 3Section III, the 2arguments are jenerslizable tc other
satellite marksts and oftan tc cther enteroriszes or industries.

Section IV 13 tbriefer tnan 3ection III, but not because the

necessarily less numerous or valid

[1]]
S
®

arguments fer competition

than those against it. 3Sn the contrary, the general deregulatory
atmosphere'and mindset im United States curing the last decade has
engendered 2 plathorz of strens arczcurents for deregulation which are
so widely known amd acceotea that they will not be repsated here in
detail. Thése include consicerztions such zs the politicsl and
economic desirability cf less scvarnment regulation and
entregcreneurshici market competition as a mecre efficient
decision-maker and zllocative mechanism than bureaucratic fiati and
the unresponsiveress of largey monopolistic enternrises to needs of
particular user groups. Zur attentisn here will be focused instead
on more specialized and less broadly disseminsted reasons for
competition in telecommunications., Many of these arjuments were
first formulatec with zpecific reference to tre domestic American
situationy nowever, znd apgply orly with sttenusted force and
generality to the internationzl setting in chich INTZILSAT operates.
A- Diyersity_of_Jervices_ang_lthec. dypacic_Lonsidacations

It has been seen that once multi=-product cutput is considered,
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traditional conclusions regardirg economies of scale and other cost
relations had to be modified in a guslitative way. This point
applies with particular force when we take so-called dynamic factors
into accocunt.

Most economic reasoning is cazst in 3 ststic mold for
mathematical tractatility and 2332 of theorizing. There are at
least two zspects cf compatitior in telecommunicaticns, however,
whlch cannot recelve ajdeauates appreciaticn in 3 static framework.,
The first coint is that over time, new services emerge, znd existing
services can become pettar anc rore relizble. Thus, analysis based
on & fixed set of cutputs as the arguments of a cost function cannot
do Justice t¢c tra importance of new services and technologjies.
taugncur (forthcomirng 1535), for exampley lists "costs of foregone
diversity™ as one of tuwo major penaltiss to be paid by countries
continuing to entrus+* telacommyunications saervices to a single
supplier. The lizt of new services and technigues in
telecommunicaticns is long &snd varied, including, of course,
sateliite transmission itself. Secondly, techrological change
éauses the cost function te snift cver timey 3llowing more ocutput tao
e obtainez from a given set of inputs. These dynamic efficiencies
aue to changes in the cost function (tecrhnology) over time are to be
glistinguished frem the static cost savings r3de possible Dy
economies of scale and scope within a given technology (see Snow,
forthcoming 1535z).

The burden of eccnomic avidance to date 1s that these kinds of
dynamic afficiencies emerge more naturally and easily in a regime of

competition than one of monopoly. This can be seen in the pressure
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from the busimess user community, consisting often of multinational
corporations as prime movers, tc have Eurogesn PTTs introduce new
services vital to conducting international business (see Noam,
forthcoming 1985). User groups and others have argued that national
telecommunications monopolies dc¢ not have acequate financial
incentives to offer such services. In addition, incentives to
pursue and acopt more efficient, cost-saving technologies are
generally greater ir 2nterorises fscing competition or at least
having 2 break=-sven constraint than in mcnopclies that can count on
téxpayer subsicdias te cover thelr losses.

3- Lentesiabilistv.ef tarket Sicyclure

A succinct description of market contestzoility thaory is beyond
the scope of this essay (see Zaumol et al.y 1382, pp. 4{8; Sharkey,
1982y pps. 151-156). The bssic idea,s however, is that if markets
dominated by a mcnopclist are relatively easy (inexpensive) to enter
and exity, the mere thresty, if nct recesserily the reality, of entry
by rival firms will exert discicline on the inrcumbent firm to
inncvate and to price according to ccst rather than to earn monopoly
profits. Much of the theory of contestzstle markets centers around
the question of how hizh entry znd exit costs are for potential
rivals in monopoly marketsi what assumptions the incumbent and rival
firms make about esch other’sz pctantial tehavicri_and what the
effects of both entry andg the threat of entry are upcn the incumbent
firm if & market Ls‘truly centastabley i.e. amenable to relatively
castless antry ang exit by rivalsi

seathe incumbant may de vulrerable to entry b? many firms,

each plannirg tc operate on a modest scale or in 2
specialized manner. Such latant competition may still
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suffice to force the incumbent tc operate efficiently, to

adopt useful innovations without delay, and to adopt an

optimal vector of prices. In such a casey it may be

essential to avoid any public policy that imposes

additional impediments to e2ntry or that imposes

inapprogpriate pricing constraints upcn incumbents,

preventing them from adjustin3 prices in accord with

competitive presures (Baumol et &sl.y, 1982y p. 463).

In the abssnces of comprehensivey reliable, and accessible cost
studiess we cannot determing whsther the North Atlantic is a
Heantastable® market for commercisl punlic sateallite
communications. There is saome zcehavioral evidencey, howeversy that it
15« Lonsider first two of INTELSAT s recent service innovations,
Vista service feor cdeveloping countries (see Pelton, 1984) and
INTELSAT Susiness Servize (I335) (se2 Perillan, 1984) for
internationsl business applications. Certainly I8S approximates to
some degrese the types cf service proposec¢ by potential North
Atlantic entrantse &4nd the introduction of Vista, slong with
earlier INTEL3AT concessions 2n comestic trznsponder leasing and
small zarth stations, is surely noat unrelated to the threat of entry
by demestic or regional satsllite systems into markets oriented to
the naegs 2% davelecping nations.

dne major impediment tc the costless market entry and exit of
rival firmss and thereby to the contestatbility of such markatsy is
the presence of sunk costs (see Sailey and Eaumol,y 1384y pp.
113-115). Sunk costs are a special case of fixed costs (costs
insensitive to the level of outgut) that cznnot be rediverted or
recovered if a project is terminated! +they are "the difference

between the ex ante opgortunity cost of the funds and the value that

could ba recovered, ex-posty if 1t 135 decided to terminate the
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project" (Sharkeys 1982, p. 1546), Sharkey notes that the capital
cost of an airplane to enter a particular market is not sunk, since
the airplane could later be usea in a different market a2t almost no
additional cost. It would likewise appear that the fixed costs of
satellite systems are not sunk, since satellites ¢an be repositioned
in the geosynchronous orbit at the relatively modest cost of their
on=-bocard fual. Similarly, their antennas can be_reoriented to
accommodate naw marketls should the one ertered pfove
unremunerative., This is sdciticnal documentation that satellite
mérkets sre in ganeral contestaclej it cerroborates the behavioral
evidence from INTZLSAT that we have zlready. noted.

Wwe conclude with data sucggesting that telecommunications markets
in the United States and the uUnitsd Kingdom are contestable. The
Comgetitive Carriesr proceeding cf tne FCC,y begun in 1979, had the

effect of fsciliting competitive antry into the U,.,3. domestic

satellite marvet, mzking it ezsier fer "noan-dominant carriers®" to

Hinstitute or ciscontinue service,y" i.e. to reduce entry and exit

costs (Lipman, 1584y pe &3), The privzte Mercury consortium was
estaglishea in thre United Kingzdem, it seemsy precisely to provide a
competitive check on the moncpolistic pouwer of 8ritish Telecom
{(BT)e Although Mercury’s incursion into 3T7’s market share has been
guite modest to cata,y evidence suggests that the mere threat of such
entry haé galvarized 3ritish Teleccm management to new levels of
efficiency and custcmer améreness (see Jonschery forthcoming 198%).
C- detival.Brigips e Ysximizz_ i¢onomigc_dalface.
The discussion of cream-skiwming in Section III noted that

competition has the effect ¢f fcrcing prices to align themselves
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with costs market by market, and thereby, following accepted canons
of neoclassical economics,y to maximize economic welfare. Given what
INTELSAT percelves to be an atsclute prohibition against relaxing
its global pricing policysy competitive entry into its low-cost North
Atlantic market could indeed inflict "significant™ economic harm
upon it--harm so extensive, in facty as to constitute an argument
ajgainst allcwing such competiticn., Thus, discussion of
cream=skimming wss incluced in Iesction III, devoted to arguments
opposing competition. From a3 broader perspective, however, the
creation of walfare-raximizing prices afforded by competitive entry
is obviously 3 consideraticn in favor 2f competition.

Measures of glebal welfzrey Nowevery ignore distributiaonal
aspects of pricingy 3s we noted in discussing the development
externality features of INTZL3AT”s slobally averaged tariff. Much
of the current furcgean coaliticn ocprosing ceregulation there, which
Noam has charscterized ss the M"postal-industrial complex," is
composec.of groups that would probatly bdecome net lcsers (the poor,
the ruraly largze and:well connectad contractors) in any
redistricution of telecommunications costs and cenefitsy even though
the oversll welfzre level would increase as 3z result (Noam,
forthcoming 1335).

In case a teleccmmunications monopoly is refained. however,
tariff structures are still available that can greatly increase the
levei of bveréll aconcmic welfare above that prcvided either by
global averaging or bty golitical compromisas. The best knouwn of
such tariff policies is Ramsey gricing, which has already been

mantioned. We now discuss Ramsey gpricing further, first in the
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context of an important study of the West German 3undespost’s tariff
policys and then by relating Ramsey prices to INTELSAT and to the
sustainability property.

Neumann, Schweizer ana von heizsgéker (1983: sse also Neumann,
forthcoming 1955) examined the welfare-theoretic consequences of
using Ramsey pricing for the 3urdespecst in 13878, They took two
generic servicesy lccal ang toll telephcnye. rFollowing almost
~uyniversal practicey the 3uncescecst prices local calls below cost and
toll calls abtove ¢costy providing 3 net subsidy from toll to local
uéers. Cetermining the relevant costs ard elasticitiess; they
concluded that Ramsey prices for these two services--marked up from
marginal c¢ost in inverse proportion to tra Hespective price
elasticities of zemang so 35 exsctly %*9 capture ocerating
cests~~would nave preoviced 3 naet osoverall welfare ;éin af over OM 1
billion in 1973 zlone.

If INTELSAT‘:an stave off ¢cempetitive entry 3nd thereby prevent
the alignment of cost with price on =achk of its routes or
submarketsy thes opticn of Ramsey pricin: offers some noteworthy
banefits. The first has to de with the sustzinability of its
(presumed) n3atural menopeclyy wnich we have defined in terms of the
inacility of potential rivals tc enter its submarkets profitably.
Jne important result of sustainzoility theory with respect 1o
pricing is that under auite general conditions, Ram;ey prices render
a natural monoooly sustéinéble zgainst competitive entry (3ee HSaumol
et 3l., 1982y pp. 208~-217% Sharkey, 1982, pp. 101-102)., Thusy in
addition to the welfare-maximizing croperties of Ramsey prices under

conditions (such 3s scale econoarias) where marginal-cost pricing
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does not recover total operating cosstsy Ramsey prices would have thse
additional merit of rendering INTELSAT s nmnatural monopoly
sustainables. An incumbent with a truly sustainable natural
monopolysy in turny need not worry 3bout the threat of entry--apy
such attempt would fail, unless it were subsidized to allow a
strategic foothcld to bte jained bty competitors.

Finallyy it is possibie to interpret varicus of INTZILSAT s

tariff offerings zs embcaiments 2f inverse-elasticity pricing (see

wn

Snowy 1374y £Re #3-453 Snowy 13772y pp. 15-21)y although the more
technical Ramsey c¢riterion has cartainly not veen taken into
explicit aécount. cven glocal svaraging offers a greater excess of
price over (ragicnally disasgresated) cost for louw-elasticity users
(precominantly in the dtlantic region) than for nhigher-elasticity
users (pregdominzntly in the Pacific and Indian ragions). Likewise,
transponder leasing for pre-emptiole domestic service provides
advantageously locw grices for mzinly high-elasticity user groups
(develoging countries, in jenerzl) while retaining higher
averase-cost prices-for users 3%t larce, bhavin: on bslance a lower
price elastizity of demand.,

we Note in conclusicn tuo prsctical impediments %0 Ramsey-type
pricing structures.ll Firsty their calculatiosn depends critically
upon the guality of the theory, methodolsgy agg data used to
estimate the relevant costs and elasticities. Secand, they are
often pciiticéliy unrealistic. For exampley the Ramsey pricing
scheme assumed for the w2lfare study of Eundespost tariff policy

would have almost doubled the price of local service while reducing

toll charges by about thirty per cent (Neumann et sl., 1983, p. 83},
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C- Siipulaticn_of Cyerall Iraffic by Lompeiition

The claim-has been made (see Fiskman, 1384, p. 1120 that in
today ‘s overall context of exporentially increasing traffic,
competition on the North Atlantic route might actually increase
INTELSAT"s ouwn traffic, other things esqual. A less extreme version
of this argument is that this high rate of traffic growth would
quickly compensate zny 2bsolute loss suffered by INTELSAT due to
competitive encroachmsnts.

This reasoning iz reminiscent of similar claims made with
réspect to the guite aifferent szetting of the fast food industry.
Anecdotal evidenze suzzests that whan Fast Food Lhain 3 locstes one
of its restaurants irmediately adjacent to &n existing restaurant of
Chain Ay Lhain A 23pn ozcasicnally increase its business at that
location. Tnes sccnomic thecry cehind this zlleged phenomenon is as
yet poorly undarstocaoy sut one could argue as follows. Instead of
being substitutes, the services affered by competing satellite
carriars (say) 3re in fact complements!: the use of one stimulates
rather than depresses the use aof the other‘.13 Users purchasing
speciaiizec video or oazta services om a small, rival carrier, for
example, mizht find their public telephony reauirements on the same
route increased as a result,

Much of this reasoning cepenrds ugpon zssumptions about what
market niche 13 being t3argetea Ly competitors: (1) services that
INTELSAT has no intention or capability of offering in any case} (2)
services that INTELSAT would offer only if thay were offered
cbmpetitivelyi (3) services that INTELSAT would offer only if there

ware a credible threat of their bdeing offered competitively}) or (&)
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services that INTELSAT would offer in any eventy regardless of
compaetitive consideratiqns. Naturally, perceptions by INTELSAT ang
its potential competitors as to what markets would be involed in the
case of competition differ widsly and are interdependent, and one is
‘tempted to suggest a jJame-theoretic approsch ss the most appropriate
sanalytical perspective (see Sharksy, 1932, Chapter 4). In any
eventy only the actual process cf competition, as opposed to 3
grigri reasoningy could cetermire with certzinty how markets,
cemand, supply, znd prices would interzct. At this stage the claim
that alternative competitive offerings on North Atlantic satellite
routes would stimulate ratner than depress INTELSAT’s traffic,
¢eleris garibusy 1s speculsative i1ndeeg.

- Lompetation as_sn Sfficient Qiscovery frogedyre

This finzl a2rzument offered in fzvor of competition is general
enough to encompass 3ll tne rest 33 special cases. It derives
ultimately from the insights‘of Faie Hzyek, the Nobel laureate
gconeomist of the Austrianm school.

while ¢closely alliea with thke neczlassical outlook, Aus*trian
school economists regard the pgrggaess of competiticon as uniquely
beneficial and efficienty ssicde from its 2ffects on prices and
resource allocation. Hayek (13433 see 2l30 Knieps et al., 1981)
cansiders coempatiticn 3s a decentralized, nonm-tureaucratic,
efficient "discovery procedure" or information system. For example,
the best way-to ¢etermine what rarket-cla2aring pricé and guantity
would prevail 1f compestition were to exicst would be simply to ailom
competition to existy rather than to estimate supply and demand

curves and determine where they intersect.
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we have already noted a telecommunicaztions setting in which this
reasoning has been applied. The German Manopoly Commission saw no
reason to exclude the Bundespost from termimal equirment markets as
a matter of genaral gprincipley perhaps on the grounds that it would
have an "unfair" competitive advantage. Instead, they argued that
the 3undespost should be reguired to ccmpete with private
supgliers. The precess of compatition itself would then "“discover!
whether the Zundespost had 2 cost advantzge--in this case, economies
of scope between the prcocvision of network transmission and terminal
eﬁuipment services, Tnis "“eiscovery" weuid be costless,
non-~bursaucratic, &src both more dependable and less tedious than
gathering the Zat2z ard 2stimating *the cost functions required for a
thecretical mocel thst wowld answer ths same gustion,

In *ha contaxt of the North Atlantic satellite market, this
argument would 3o =s follows. ANeitrer INTELSAT nor any potential
competitors sheulc pe excliuged from coampetition on g prigri grounds,
assuming that routine tacnnical and financizl safeguards were
enforcec. The ensuing competition its2lf would reveal the
underlying cost relationshigps in the most efficient manmer. Several
fzcts, inceed, could be "aiscoverad" by suchk competition.

Firsty INTELSAT might not be a natural monopoly at all, given
its current level of output. Ir other words, it might not exhibit
cost subadditivity. Oiseconomies of large-scale organization, for
exampley, might meke it gossible for INTELSAT and ¢ne or more
compatitors to produce & jiven cutput vector more cheaply than could
INTELSAT itself. Secondy INTELSAT might have a natural monecpoly

thst is sustainable, perhaps by using Ramsey pricing instead of
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average-cost pricing., In this instance "competition" would consist
of the fsilure of competitors tc¢ attain long-term economic. viability
at prices they must charge to attract customers from INTELSAT; they
would ultimately exit the market. %hird, INTELSAT might have an
unsustainable natural monopcly. Herey as in the first case of no
natural moncpoly, competitors uwculd ba 2able %o enter successfully.
Thusy the mere prasence of successful competitors would be unable to
distinguish batueen lack of natural monoroly 3nd presence of
unsustainable nztursl mcnopcliys adaitionzl information, perhaps
including cost function estimaticen, would be necessary. The most
important puolic policy decisicn would be whether to provide
artificial "sustenanca®™ to an unsuystezinztble natural monlpoly, for
example by prohibiting entry. Thris would acpear to be the
theoretical basis of the debate'surrounding the economic
cgordinaticon mechanism of article XIV(Z).

Finally,y we note *that 2z3s8 ¢f market entry and exit, 23
prereguisite for market contestzbility, 3lso contributes to the
process of competition as anm efficient giscovery precedure and
information system. The more ccstlessly rival firms can enter and
exit previously monapolized marketsy the more quickly information

regarding underlying competitive conditicns can be M"discovered.®

V- CONQLUSIINS

The historical survey in Saction II indicates an evolution from
monopaly to competition in Y.3. telecommunications generallys and in
the domestic satellite market in particular. The crucial turning

point, if one can be identified, came in 1968-469. In the final
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weeks of the Johnson administrationy the President’s Task force on
Communications Policy recommended that Comszt be awarded a monopoly
for domestic satellite service. Within a yeary, the incoming
Republican administration had disagreed with the Task Force on the
eaxistence of scale economies anc urged the FCLC to promote
competition. Thas Ccmmission implemented this as its Open Skies
progrim. The Competitive Carrier satellite proceedings at the FCC
are a more recant manifestation of this same deregulatory process
{see Lipman, 13E4),.

In agditicny we rave seen that {engress and NTIA, based on
recent policy documentsy are guite strengly pro-competitive in
telecommunications ratters, including (in the case of NTIA)D
international satellite service. Congresss NTIA,y, and the Department
of State are providins input t5 the dhite Mouse on the North
Atlantic satellits issuej; the shkite House will in turn recommend a
policy to the FCC. If these astorsy all but the Depariment of State
show 3n increasing historiczl symopathy te¢ campetiticn in
telecommunicatiors marxkets.e If 3 voice of restraint is heard, it
will propably se thzt of State, whiznh on foreign policy srounds may
urge moderation of the sovernment’s zeal to deregulate INTELSAT.
Two aspects of this countervailing fecreign policy issue have been
mentioned: INTELSAT as a real zand symbolic U.5. foreign policy
success;.which itsrﬁember statss do rot wish to see dismembered by
"economic zealots"14; and INTELSAf as a uniaue multilaterai
exercise in telecommunications devalopment sssistance for its less

developeg membersy and in serospace technology and industrial

contracting for its industrialized members.
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Sections III and IV reviewec powerful arguments both for and
against allowing competition. The strongest reason for prohibiting
competition with the 3lobal system is the necessity of protecting an
unsustainable natural monopély, if natur2l monopoly cost conditions
(subadditivity) are indeed found t3 exist. Wise public¢c policy in
such a situation would dictate the protection users’® interests by
favoring the lowest-cost production cpticn, namely a single service
provider. This i3 a static arzumant which may nead to be refined to
take 1nto gccount dynamic fsctors such s service diversity and
stimulation of new technologies. W.5. foreign policy considerations
also have a strcng sppesl tut will zZrobably not be decisive.

The strongzest pro-competitive arzsumants cited here include the
grester product diversity ang attantion 10 users’ nesds that seem to
flourish when ccrpetition~—cr cerhaps meraly the threat of
compaetitiony following contestakility theory--~is azllowed. INTELSAT,
howeveary was szen t2 dDe incressingly r2sconsive to special user
needs even withcut sctual compsztition. Another bLenefit of
compatition~-1its role as an efficient anmnc asutonomous discovery
procedure and inforration syster~—2lso provides a persuasive case
for its adcption under quite Jereral circumstances., Due o
‘distrivutionsl znd political considerztions, however, we have seen
that welfare-maximizing tariff structures such as Ramsey pricing,
despite their theoretical =ppesly are less rolitically realistic and
amenzble to imglementation,

Most of the arguments pro 3and contra that have besen assambled
here=-and indeed most cf the historical policy decisions as

well-=-depend for their validity on certain theorstical propocsitions
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that can be corrocbocrated or refuted only by empirical evidence. The
empirical element, howsver, has bean conspicuously absent in this
essay; this is because so few comprerensive, reliable, and
accessiblie studles have been undartaken. It seems almost certain
that UeSe. policy towara competition in international satellite

markets will soon be decided upcn in the =2bsence of any such

stugles Thae "tochnolosy™ for this kind of empirical
1NQuiry=~thenry, methodologyy 2n3s d3ta gatherinj; and

analysis--exists tocay 33 the econonist’s state of the art. What 1is

lacking 13 the politizal will tc make reasources avallable to conduct
13
stugiaszs ¢f Thiz rature.

It wes promlsed mt the sutset that no decision gbhout the issue
of comgcatitrcn on INTEL3AT”s Lorth dtlantic route would be made on
the reader®s oehalfy snc Lo truzt trzt this hss pean the case.
THeor=ticz. 2rsumants 3nec disitorical precedents have baen zdducedy

i¢
But etpirical studies ztill remszin to b2 condugcted, Will

competition itsel.f-~wnich we nave not hesitated to characterize as

=n afficiert intormation systam--pravide the only information abodt
17
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satallite arrangements between the United States and Zermuda, and
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The most complets single compilation of sustainability and
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tesecompunicatiuns,

,.

5
Jee Laumnl 3t fl.y 1357y Thaprter 3 for n multi-product
generaiization 5f r2turns o 3cal: using the conczgt of ray avarage

costs.
o]
It is pot yet sosslible to sive sener3al crataris for prices

tnaet will inzoere sustainapility, Tamsey 2rilcesy howaver, have been

(5]

shown to @szur: sustalmudiilty unmder guite broac conditiosns. See
Sharkeyy 1322, L. 1309-1C2.

7

Anleps 2t fley 1371, “or 2z more thcrough discussion ¢f this
report in the Sverail context 2% West Serman telecormunicstions
collicy ses Shpows 19232, 3na Snow, L1323,

3

The ¢clzim b2z 2asn made {3ee Colina, 1323, pe 22) that
WINTELSAT 435 not & tenogoly™ since 1t cozs mrot bahave likas 2

manopolys that 13, it 2¢ces not s#rn monogoly osrefits by restricting

l
-~
Che

t



outputy for exawp

monopoly we will

subsgditivitys r3
7

Such

looal

=

~
-

"Coln indiv

interconne

inefficient® {focl
13

ven ToJl

Lo

i
&5
[t
[t

a1

(1))

£
o>
the

ik

b

ni

[
()

o

iC 3o

i
o
[ 8]
[V
Li
ar

'l

O

s
4
D

Y]
\

&
il

¥

rather

—~1
T
i

iR

[y

ar

—

-

ctin

,
o

telecommunics

le. 1In discussing whethar INTELSAT is a natural

use 3 property sf the cost function, namely
ther than a beravioral criterion.

sustainability is suggested by the statsment

ugn

dual routes or satellitesy, due to concepts of

ctivity..o.ths INTELSAT system is highly

103, IQBQ [

LN

esrants of socizl econcmy tradition, for

o+
"

1ts lack of theoretical rigor. See Snowy

[=1

soli1tical

in
a

considerations znd the

clasticities of demzand for different

1]

=

LS
)

31) aicd not reconmend the use of

a

<

Fad

rna communicationr tar1ffe,

1S 3 and ¢

s

vy

i~

wrile Courville t al, (1933)

L1

nnicues. “van 132322 1illustrates

st functicns.
3f reasoning is

With this lina

{r

o by the prasence >f zubstitute

=

o DT 3eCt 3 positive

h

-
ar

having

(1}

of demand with each other.

Ui

o

13350 1

n

Fad
0
-+
K
[
al
3
~
ry
(o)
]

[

tnecoming

[}

=
A

)
'

AXQOre 3

i

-

= ~

coilacerative tudies of

fa

ernatianzil

<

See Snow (forthecoming 193502,

vi

-5 3



16 _
The two most carefully conducted studies to date are those

of Jale N. Hatfield fssociates (1333), done for a pctential INTELSAT
competitors and walter Hinchmzan 4dsscclatesy Inc. (1934), carried out
at the pehezt ot INTELSAT., The former arzues, vased on INTELSAT s
publishea operating regports and using an arbitrary allocation of net
investment by recion, *tha* the dtlantic and Indian Ccean regions

-

racalved =2ussidies from tne Pacific regicn inm 1931, This is at

U
-

varlance witr INTLZ3A7 s clair trnat its dtlantic traffic subsidizes
the other rszisns. The rninchman rzoort stresses the effect of
IATZLIAT 73 zubstantisl znd continding excess cspacity. Tt concludes
that neltner o7 %uo zroposed codpating systems could be commercially
viaoie unless IHTZILSAT M"wera zracluaed aither by law or policy from
maxing cost-sazed adjustments 1n 2ts "chargess” for anremental
capaclty to satisfy incremental or sgecialized user redquirements"

(walter Rrirzrman dssaciatezy Incesy 13354y Ge ¥ix). Finally, it

Ll

conciuces that “no simnley straicnttorward 2ttempt to zegregate
LIinTZoe3aT %22 czprnoliities or cosis Sy ccean r23i0ny route, or other
category =f sarvice or ooeratior' can dis2jaracate Ccosts Dy ragion

on the cortroverzial =uestisn ot

{i
—
o
Ul
)
-

and thare2y 3h2:

Nelther =f treaze raporis unrdertakes to estimate 3 cost function
tor JNTELZLT, 35 it i3 not surorisang tngt their results are
contradicteory Hn< LNcorciuzive,

iy

Zn o towvemper 2%y 14854, thna Zescan acmiristration announced
that 1t woula surport a goiicy zlleowing Iivited compatition with

¢f rivair firos were to be
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restrictecd intracorngany vilecy, 0a*a 2and veice transmissions.



Tnterfirm communications of any kind, as well as telephone calls

petween individuals,

could not te carried by new entrants. An

administration spokesman was guoted as saying that the endorsement

of limited competition sought tc reconcile the conflicting goals of

protecting INTELSAT s revenue bzsa and of encoursging competition

and diversity of

ervices in international satellite traffic.
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