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l. INTRCOUCTION

In 1952, &mid much attention and fanfare, the wWorid Center for
Computer Science and Human Resources (Centre Mondial de
i"Informatique et Resscurce Humaine) was opened in Paris [1]. _

v French President Francois Mitterrand personally supporte
thie vaentures proclaiming as its gosl the understanding of
computerization of socistyy and the development of caomputer
applicaticns for social and economic growth, particularly in the
Third w®warld. A noted journalist and politician, Jean-Jacques
Servan-Schreiber, was the primary French organizery and two eminent
fmerican computer sciantists from M.I.T., Seymour Papart and
Nicholas Negropontes wers chosen 1o direct ressarche. This proajects
it was asserted, would fuse American technical know-how with
EFurcpean social c¢oncarn and bumsmism in the service of society and
the Third World. The canter was genercusly financed by the French
gaevernmenty, and lavishly presented to the public as a major

accaomplishnment. :

Yet within a year the center was paralyzad, and the American
sciantists had left. Why had things gonre wrong? Amang other
reasons, the Amarican scientists and the French peliticians had
different conceptions of the center. The French wanted to do
"eomething" in the glamorous field of computers and high technrology
in order to demaonsirste France’s mational commitment te
technological lesdership. The M.1.T. scientists, an the gther hands
took the humanist mission of tha canter seriscusly. They believed
that “"personal computerization should be democratically avgilable tso
all people in the world. As a vehicle of change the [center] should
[be} independent of commercial 2nd political interaest? (Papert.
queted in Etheridge (1%83), P. 313. They also belisved in &
¢ollegial process of decisien-makingy “American in stylay but alien
to [tha) French uay of doing business™ (Negroponte, guoted in
Etheridge (1983), pa. 32). Ironically, the American technocrats
favored a damocratic style of managament and goals which clashed
with tha style of the leftist French politicians who controlled and
subsequently took over the direction of the center.

Instead of becoming a world center with an internationsl cutlock, it
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acguiraead a parochial outlock}i Megreoponte said he was "asked %o take
the interests of Frenck industry increazsingly Lnto account,™ an
assertion fresely admitted by Servan-Schreibers who stated that the
"French ewlectronics industry...is a lot mare backward than I

realized."

This episode illustrastes the dilemnz of EBuropezn couniries zs they
attempgt to cope with the revolution in information and
tglecommunications technologias. European leaders are awara of the
importance af this sectery and they rgalize that the {.5. and Japan
are makihg impressive gains in it. Thaey want to d¢ "something" in
order to attain rapid results and are willing to-commit monmey and
prestizes. In the end, howesvers these offorts cannot transcend
fungdamental constraints) the self-imterests of buresucracies, the
bureaucratic and hierarchical style of decision-making, the
short=~term intarests of domsstic manufacturers, and sciontific
nationalism,

5y and larges Eurcpeasn countries are operating in a mode very
similar to the old ATET regime ia the United 3tates; that is, one
moropely {though publicly ocwned and ocperated rather than privately
ownad and publicly regulated) supplies the vast bulk of '
¢communications servicaesz, both demestic and internztiornal, in each
country [2].

Most of the technolegical advances available in the U,85. are wqually
availaple in furope. In some instances, the technology in fact
originated in Europeszn ¢ountriza. Hences institutional changes
gimilar to those in the Uu5. c¢ould have occurred in Eurcpe, had they
been primarily techrology=-driven{d].Why have Europeans maved in a2
different direction #rom the tUnited Statess ors more accurately, why
have they essentially maintained intact their instituticnal
arrangsments in the telecommunications field, while the {J.5. has

radically changeg ifits cuan?

2. EURLPEAN POLICY OPTIONS IN THE YELECOMMUNICATIONS AND
INFOGRMATIDON SECTORS THE POSTAL-INDUSTRIAL COMPLEX

Within the spectrum of Eurcpean policy recsponses, one extrame 1s the
United Kingdomy shose government under Prime Minister Margaret
That¢her supports a free market ecomemy. No%t surprisingly,
therefore, Eritish telecommunications pelicy has bpeen influenced by
the American pattern. The British government has, in several
stages,; brought zbout the separstion aof tha telecommunications
manopoly of Eritish Telacam from the postiz)l services, and has led it
towards reorganization as a private carporation subject to some
competitiom [4].

While Britsin iz consciocusly attempting to raise its high technroalogy
standards through market forces, with the government supplying an
entreprengurial gnvircnments French peolicies have relied anm an
increase in the gevernmental role. This is rooted in a statist
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fﬁaditiﬁn, and in the economic and social pHiioéaphy of the '

Mitterrang government, The Ffremrch governmant has set development of
a high technology electronics industry &3 a natisnal priority, and
has choesen to nationalize much of the Franch electric and
telecommunications equipment industry to gain a lever for the
achievement of this geal [5].

The affect is that the Fremch have now created anm analsjue of thae
old Bell Systemi & vertically integrated complex af egquipment
manufacturing ¢oupled with 3 telecommunications tramnsmission
monopoly and an RLD laboratoryy 3ll of it government cuneds Thus,
at the same time that the ATLT telecommunications monopoly in the
United 5tates has been divaszted into several component parts, the
French havae done the opposite and hsve assembled, for the first
tima, the major elements ot telecommunicastions under ons cwnership.

The telecommunications policy of the Fedaral Republic of Germany
iies somewhere between the liberalizatien of the United Kingdom and
nationaiization of France. The Deutsche Bundespost (D8P) has been
locath to relinguish ilts monspoly power avear domestic and
internaticnal telecommunicationsy; and has orimarily striven to
protect the status guolfl.5ut it has zlsc broadened ite definition of
the telecommunications sector-=in which i1 is legally
privileged--and has created pressures to use the public switched
network. DOne such action has bean to reduce customera” abili<y to
leases private lines at a flat rate.,

Thesa three positions-=liberalizationy nationalizationy and status
qua==are the primary pelicy choices of Eurspean countries, with the
latter ganerally preferrsd by the key governmentzl agencies in the
telecommunications ¥ields the PTTs {the post, telephone, and
telagraph agencies). In supporting that position, several
govearnmental and private interest groups have Jainmed in 3 broad ansg
informal cosliticn that may bae tarmed the "postal-industrial
complex. " :

Tha key elements in this cozlition ar¢ the PTTs themsalves. With
thelir vast grocurshent budgets and huge labor forces, PTTs are
fregquently the largest investors and employers in their countries.
They are uvsually stsffed by z=ble and experienced publiec servants whe
gre effoective advocotes of their positions anmd sessoned
practitioners of institutional ealf-preservation.

Apart from their cun pasitions of direct influence, much of thse

- PTTa" power arises from allowing other groups of society to share in-

the benefits of their monopoly. D[One such group are the enuipmant
manufacturerz;y; typically very large privste companies, In most
Eurcpean countries the market share of the largest four
manufacturers {n total telecommunications aguipment is abeva 20X,
These companies are amcong the most potent Eurspean firms znd tend to
set the tona for the orivete secter’s telecommunications policy
preferences within genaeral industry associations. In the eguipment
markets, PTT=z fill the role of a monopsonisty &r primary buyer. The

--

LU TP S S



maximum of Jgint profit far botﬁ ﬁnnapﬁonis{ {whé.iﬁ.i.haﬁﬁﬁoliﬁt

supplier of the final product) and a group of cligepelists usually
lies in some form of cooperative behavior. The PTTs therafors are
instrumental in coordinating the industry, an arranzement that can
be advantageous to suppliers, who as a result need not wijgorously
compete against sach othar.

A variety of barriers are sot to protect this cocperationi thesa
include an wnuwillingness to procure foreign equipmenty coardinated
development of new technologyi and PTT-organized satting of
equipment standards.

One consaquence of this protective system is that European prices
ware said to be &£0% %o 100% higher for switching equigment and 40%
higher for transmission e¢quipment than in Horth America {7].

The laber unions are in a similar positiony, since PTTs are among the
largest national employers, and since employees benefit from salary
levels and job security that may not be sustainsble under a
competitive regime. Furthermerey; for unigns &% well as for the
political left; the existing PTT system merits support net only for
material but often also faor jdeological reasonsy as a nationslized
key industrys The freguentily more pronounced political and <lass
divisions in Eurcpe lesd te a strong fesling that a zritical part of
the infrastructure, particularly one with svch fuilure importance in
the informatioen society, cannot be entrusted to private interests
dedicated to the profit motive. :

Other members of the postal-industrial cozlition ara tha poors the
elderlys the fsrmers; and the small towns, 2ll of whom support the
PTT systam tecause they fear that a liberalized regime would
threaten the subsidy of their service.

The office eguirment manufecturaers; new computer companies, and data
progcessors have bHeen somewhat outside of the postal-industrial
complex, at least in the past. In recent yearsy however, the PTTs
have been able to draw them into their orbit, often assuming a key
role in domestic industrial pelicy. This role makes the PYT an
impertant financial backer, valued customery domastic pratector and
intermationsl promoter in high technolegy markets. They can channel
development contracts to domestic industries and undertake tasts of
suth technelogy. They can also coordinate RED among manufacturers
and provide non-tariff protection and export sdvantages. PTTs thus
assume some of ithe cests of the varly part of the learning curve,
and in effect subsidize the doevelopmant of producte that zre then
gffered in the world market. Buropeans,y of ctoursey assert that
defensa spending in the United States has filled many of these sams
functions in the past for American industry, and that the
encouragement of a nigh=techneleogy industry is an important
gevernmantal function,

Some PTTs, such as the French,; have forqign technical ssslistance
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organizations which telp developing countries plan and ocperate their

telgcommunications systemsy ano which are closely linked with
national export drives. This makes sensey since the PTTs reap the
benefits of future ecunomies of scale and production due to foreign
countries” crders. I+ foreign bduyers embrace domestic eguipment, it
tends to retlect favorably on the PTTs” own good jJjudgment in the
origrinal selectien of the hardware.

3, EURGPEAN VIEWS ON U.S. UDEREGULATION AND THE ATET DIVESTITURE

Developmants in the United States challienge the European status quo
in the telecommunications field amd threatien the bread
postal—ingdustrial cealition that supports and benefits from it.

Informed Eurcpean interpretation of U.S5. developments is usually
celored by the preveiling view of telecommunications expertsy who
are cften closely affiliated with the postal-industrial complex.
The ATLT divestitore was the largest dismantling and redrganization
of any industrial company in history, and vet European ¢overage of
the event was superficial. Publications suc¢ch as Ls Mgngde., Le
£igargs: Der Spisssl amd Erankfyrier Allsismeine Zeilypny reported thae
basics of the divestiture agreement of Janusary, 139B2 but with
limited interpretive follow-up. The divestiture itself was
gengrally deascribed as sdvantageous tec ATET: it was dropping the
costly baggage of the regulsted operating companies and ceould now
take on I2M., The repoertage showed & germeral lack of understanding
of the Federal Communication Commission’s (FCC"s) Second Computer
Inquiryy which had slready permitted ATLET aentry intoe competitive
markets under & fully separated ATELT subsidiary {8].

Eurcpean PTTs, in particular, had a great amount of zdmirstion and
sympathy for the fold™ ATET. Although the American telepghone
operatinmg company was privately cwned, i%? had an ocperating dominance
similar to that of Zuropean entities., International cooperation in
such areas as tramnsatlantic communicaticns had resulted in c¢lose
iinks as partners rather than competitors, Indeed, ATLT had aven
aveided entering the Eurtpesan egquipment market, thersby reducing
poterntial ftrictienm with Furopean eguipment manufacturers and FTYs,
The furcpean PTTs were therefore beuwildered by the dismantling of
ATLET., The daecision zeemed arbitrary, inafficient, and political.
The belief that the efficient and successful ATET had been
needlessly dismembered by the government is at odds with the
appesing viewy, mamaly that the divestiture was a great success for
AFLT. But this inconsistency is net surprising. The notion that
the divestiture is advantageous to ATET is neld primarily by those
who think in political and strategic terme. s

The PTTs” views on the octher hand, 1s essantially that of ths
enginear, with emphasis on orderliness, system continuity, and
centrally plsnned end=to-and service thst satisfies econcomic
infrastructure needs as well as social functions of redistribution,
and all this in a technically efficient and elegant fashion. This
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”&iiﬁFiﬁég;”ﬁﬁfucﬁihéidantally{'tha PTTs"sklf-ihagt. H}nén;.tho. .

notieon of the United S5tates, with its advanced technolegy and
successTul telecommunications mancpoaly, choasing veluntarily to
dismember such a-system craates deep insti?utional shocksy though
this is rarely admittad., In the past; development and adoptien of
new technologies provided security to the PTTs; thess nsuw
technolegies now appear to have undermined that securitys, This
prercegtion h#s resulted in sirong defensive resctions, including =n
interpretation ¢f American developments as being rooted in
politicsal-ideclogical values rather tham in engineering and
technolegys and thus as cutside of scientific ratiomality.

The PTTs slso portray the American circumstances as inherently
diffarent from these in Europesan countries, and hence not applicablae
te the situation back home. In ooing so they often misinterpret the
presant and the past in the United S5tates, In some ways this
¢losely resembles views the United States, whsre theg ATET
divestiture agroement znd its implementation have crested an instant
nastalgia for the old 2ell system, which usad to be almast
averyone s favorite wnipping boy. Inm this view, ATET is seen as
having besn one of Americs’s ocutstanding organizationay torn apart
by seonmomic zazaloets,

Some Europeans regard U.3. telecommurications liberaiization in
glebal strategic terms =% an American "war™ on Japan. This theme is
particularly widespread in Frsnce, whose leading newspaper Ly Ygnde
expeunded upon it in in & seeries of lengthy articles{9].The main
argument was that the United States is engaged in two wars, 23
military-peolitical one agaimst the Soviet Union and an economic ane
against Japan,

These observstions contain soms truthy although the simplistic
thasis is mislgading., CQuits clearly, the U.S5. liberalizatien policy
is a response to the wigespresd dasire to induce econemic growth and
innoevation throsush market forces. The Jaspaneses may be used as a
gemestic argument within the United Stetes, but therse is no lack of
others,

Some European observers also see the ATET divestiture ss cart of &
strategic battle of ATLEY versus IBM, This theme was anticipated in
the widely circulated Franch report on informatization by Nora and
Ming(1980) [10). The Nora«Minc report hsd coemparsd lBM’s pouer and
global reach with the universal influence of the Catholiec church ang
the Communist International. These globsl-strategic views
conveniently justify the need for major governmental invelvement in
stemming the IEM colossusy since sconomic and tecnnological rivaley
has been itransformed inta international and stretegic issuves. What
is not clear is why the American technological offensive would be
advanced by reducing throuvah divestiture the power aof ATET.
Asauming a global objectivey, 3 more plausible American strategy
would pe to unrisash ATLT with all its resources,; rather than
reducing them and tying up the giant for years with reorganization.
The enly logical coneclusion is that America expects to advance its
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global war stratsgy against Japan through a domestically competitive

regimey in which the regulated monepely sector is separated and haeld
to a minimum core. The American strategy against Japan i< to reducse
government involvementl the Franch strategy in the 'same war is the
cpposite,

When Europesns sssert, 3s they frequently do, that ths American
syst1em is different from the Eurcopezn one, they usually mean that
the Americam system is run for profit while the furcpesan systaem

fulfils social go2ls as well.

Thare are serious flswus in this simple contrast. On the most basic
leval, telecomsmumications poalicy in the United States has had social
goals nearly from the beginning-—and continues to hava
them=-including 5 universal servi¢e that assures an affordable
access for rural areas and for the poor. The percentage penstratioen
ot telephones in the United States has been higher than in any
Eurcpean country,; despites the fact that vast areas of Admerica arse
sparsely papulatedy and that a much larger parcentage of ths
population is poory or migrants or cutside the main langusge of
cammunication,

Nor do the West European rate structures reflect more social cencern
than these in the United Statssy where basic subscriber rates 2re

approximately equal or lower, and leng distance rates are markedly
lowser. In many furcpean countries,; ne rate distinction is made
batwaan residentisl and business customers, while in the United
States business customers pay @& substantiaslly higher rate. Rural
telephony in the United States is subsidized in 3 variety of ways.
primarily threugh the rate structure and by low-interest loans frem
the fedaral governmant.

Eurtharmore, a prite comparison needs to take inte account the
quality differential of services zvailable in the United 5%tatas,
such as convenient operator assistarmce, itemized telephone billings,
thae ability to place collect and credit card calis, and rspid
installation. while tne size of internal subsidies 1s likely te
decline 35 the U.S5. s5ystem movaes towards cost-based pricingy it does
not imply that subsidies will disappeary though they may be financed
differently in the future. The protaciion of affordablae universal
service is 3 high poelitical prioritys &nd U.5. Congressional and
state regulatery resctions==-as in the dispute over the timing of
telepnone access charges--indicate that it will ramain greatly
sensitive to the maintenance and protection ¢f universival servicey
even within a liveralized setting {11].

It is neverthelese true that tnhe deregulation and divestiture of
ATET have had & distributive effect. To many Furopasns, this is
seen a5 part of tne economiezally conservative policies of the Reagan
agministratisny which 1is regarded as 2 pro-business restoration,

The &merican golitical view is that deregulation is net a Zero-sum
redistributory game, and that it is likely to generate overall gains
due to increased efficiency znd dynamism. While Suropean reports of
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the @ffects of the ATLY divestiture stiress the impact on local
rates, one rarely sees any referance 1o aoverall cost reductions.
Far examples the cost of producing a telephone rgcefver fall fronm
$2.30 to $0.99 within a month [12],

ATET"s goal for 1984 is 3 20% reduction in osverall
manufacturing costs, The company has frozan the salaries of its
managemaent and is reducing its work forcey 25 are the ragiconal
cempanies. In the area of long distance transmissiony, a respactad
fimnancisl analyst stated that aTiT"s crojected oparating costs are
$0.342 per revenue minute, while thoss of its rival, MLI, are only
$0.179 [13]. ) This indicates a
substantial savings potential in the old ATLT system whiech Eurapaan
PTTs considered 5 paragon of efficiency.

4 major argument against liberalization that wauld apen segments of
the market to competitors is that of "cream=skimming." PTTs argus
that ihay must be allowed high prefits in some of their servicas in
order to subsidize octhers that are less profitable but socially
importantil4L,It is, howavear, possible to orovide the same subsidies
to peer or rural customers through direzt taxstion and allocatigny
as is done with most other goods and services. But the political
system would not normally permit these massive cross-subsidies if
thaey were transparent. The commitment %o 2 major subsidy of
universasl service in moest Eurcopean countries would appear to bae far
fram secure once the magmritude of the subsidy became visible.

4, POLITICAL DYNAMICS ANO TRE STATUS LUQ

I+ i$ not clear shy a Reaganite pro=big business policy would bae
promoted by the dismemberment of the biggest business of them all.
Furthermores the Sezgan asdministration’s political prierities are
argusbly not the driving force in U.S. policy. The pace of
technological change dictates some of the options and forces them
inte the cpen. Goevernmental policies in this field raspond to 3
significant extent to the technological reslitias of low-ccsty long
distance satellite and microwave trapsmissien and tha
computerization of telecommunications, While different pelitical
administrations may have approached these questions in a somewhat
different fashion, the basic issues=--the reductisn of the scope of
maenopolys the increase in the range of patential compatitive
sarvices snd the senersl merging of the telecommunications,
computing, and iaformation production industries=--have been breught
about by historic devslopment rather than by links to any specific
presidential sdministration.

The situation is complex largely because of the multitude of
decision points=--the FCC, the state regulatory commissions, the

Daepartment of Justice, the #Hationsl Telecommunications and
information Asministration, Judge Graeney Longrassy and the
Departmant of S5tate. Cach of these is active in some¢ aspect of
telecomnurications matters, and most are largely umcoordinated with
the others” actions. Henes it is surprising to find any genaral
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fleet-footed upstarts such as Apple, Amdapl, Intel, and Wang that
have given IBM the greatest challenga. By backing large
establishment ventures, Eyropean goverrnments seem to owvarleok this
point. (Not coincidentally, several of these large

government~backed manufacturers are alsa the main tnlocummunlcatluns
equipment preducers.) This policy has been due partly to a lack of
alternatives. Suceossful enginesrt in largs European countries tend’
to prefer the security of their aemployer, and patential

entreprensurs are not 3s confident of their ability to functiocn as
are those in the United States.

8yt most of ally it is the lack of capital availability that chokes
off industrial development fueled by smally innecvative firms. There
is s5tiil only & very limited venture capital market in Western
Burope,; whereas in the United States it is an abundant source of
equity funding for entrepreneurial developers., Western Eurcpean
banks are consarvative, tend ta do business with well-established
companiess and demand greater security than a mere invention. They
ceg their funetion primarily =35 that af lenders rathear thsn as
underwritaersy even though in most Eurepean ceuntries the functions
of commercial bamking and investment banking are not separate, as
they are in the Hnited Statas.[19].

Eurcpeans are salf-defeatingly ingeniocus at finding reasons why the
United States and Japan are morae innovative in electronics than they

are. Jne frequesnt argurent is that the large size of the domestic
American market gives its firms sdvantages of economies of scale.
But the Japaness domestic market is not that much bigger than these
of the larger Suropean countirias, and it is considerably smaller
thar the combined market of the European Economic Community.
Furthermere, the economies of scale argument is much cverdone, since
it pverlooks the dymamicem of competition as & means to shift the
entire cost curve downwards rather than merely to move downwards
along & Tixed static cost curve. Americansy it iz also mainptained,
are successful in innavation because of their large defense budget.
The Japanese, at the same timey are considered te be successful
because they do not have to spand resources on defenze. Japan, it
is said, has & high degree af innovation due to the destruction of
its old industrial capacity in World war Il. 2ut the American
prominence in high techrology is based on its head start 2as the
prosperous victar in World War II. Similarly., Japanase successes
sre sttrituted to that country“s centralized gevernmental planning
and disciplined work forcey while for the United States the
nen=-intervention of government and frea-wheeling firm structures zre

sean a5 the keys of success.

The once spectaculer European grouwth rates have alraeady becomh
mediccre or stagnsnt., Unemployment snd secial tensions have risen,
In many <countriesy; the realization cf the emergence of an aeconomy of
limits has not yet bgen integrated inte peliticsl ¢onsciousness. At
the same times the United States, after 3 long pericd of stagnation,
is in the midst of a tachnelogical renaissancs.
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Of courses Eurcpaan technolegy has had notablae success stories and
major achievements, For example, France has baen succaessful in
developing digital main exchangesy and the "Smart Card" has 2 great
numbar of future opportunitiesl20]The Frestal videotex system in
Britain has keen a technelegical advance{2l]Italian companies have
been innovative in assembling robets 2nd in software applications.
A Sarman company is & leader in the production of optical fibers.
Cverall, howevers, these develepments have not been sufficient., The
field of communications and wlectronics is a very fast track, and no
one runs it faster than the Americans and Japanese. Although the
product markets are varied enough to permit niches, this should net
erpate the illusien of an overall success story [22].

S, U.5. TELECOMMUNICATIONS INVCLVEMENT IN EUROPE--
EQUIPHMENT AND SERVYICES

in the egquipment field the primary recent change in American
invelvement in Curocpe if the emergence of ATET ss a major entrant in

European marketsy which is the result of deregulatien in general and
the ATET divestiture in particular, For more than half a8 century
ATEY, despite being the largest teleceamunications equipment
manufacturer in the world, had ne international prasence,
particularly in Western furopes due to domestic U.S5. restrictions.

Thne company”s nqw sirategy is still to have 2 low profile in Eurcpe,
2t the same time alignrimg itself with Furopesn domestic interests.,
This is & realistic sirategy in light af the barriers that any
American cempany faces in Eurcpean markets, ATET has first linked
itself with Philipss the Dutch alectronics giant. Its second major
invelvement nas been through the purchase ¢f sharas in Dlivetti, the
Italian office ang small computer manufacturer {23].

So fary although ATET s entry intc Westarn Europe has not resulted
im actual sales, the impglications are threatening to Eurgpean
telecommunications equipment manyfacturers., ATET s technolegical
know=-hows its rasearch capability through Bell Lsbs, as well as its
vast aconomies of scaley can make it inte a serious prasence in any
national market. Hencey its landing on European beaches gives
Eurgpean ejuipment manufacturers every incentive to push for
protective measures. In this rivalry, the role of the government
becomes still more central, through its roles as procurer of
equipmenty setter of standards, promoter of axport markets, and
facilitator of intra-Eurcpezn protectionism,.

The clash of different policy approaches on the twe sides of the
Atlantic is partizularly scute in the fiela of telecommunications
sgrvices. Historicallys Y.%5. policy inm internatisonal
telecommunicaticns had been to carve up the market inte distinct
sagmentss each assigned to different types of carriers. The Unitad
$tates has, however, restructured the rules of the game radically
‘withia & short pericd, 1hus confronting European countries with the
necessity of responding unuwillingly to 3 new situation,
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The U.5. end of international telecommunicaticvms services is made up
aof several market segmentsi domestic telephone carriers; domestic
receord carriecrsj domestic satellite carrisrsi internaticnal message
toll service (MTS) carriers; internstional record carriers {1IRCs)}
participants in international submarine cable consortis; and the
Vads carrier for international satellite communications (Comsat) in
the context of the INTELSAT eorganizatien. Though in some instances
ATLY participatad in sevaeral of thaese market segments, ganmerally
spvaking the internaticnal markat was hRighly compsrtmentslized, and
ach submarket was subjected to specific rules. QOn the Eurspean
slder things were much less complex. There, the typical arrangement
was for the PYT authority to be the scle communmications address,
both domestically and internaticnally. '

Historically, FC{ regulstieon had not been particularly restrictive
with respect to international communications rates. At the same
time; the market segmentation just described has led to a lack of
competitiony as well as to substantial profit margins. This
situation was largely unstabley perhaps partially because of the
kigh profitability, and ¢racks began to asppear. The artificial
nature ot the market segmentztion becams evident and led to policy
resgonses within 2 relatively short time.

Fram the evidence; it secoms c¢lear that internatiosnal transmission is
highly profitables; in particulsr since the advent of communications
satellites, which resulted jn transmission costs fairly independent
of distance. On thg rate-setting side, market power was rarely
controlled by the FCC, which did not consider it a priority and
which did not have the instrumentation of a maaningful rate of
return regulation at hand. In the contrary, the FCC, through its
pelicy of market segmentationy contributed to the probam by
insulating potential competitors from each other [24].

Eventuslly the FCLL and Congress recognizes this snd embarked,
starting in late 197%) on reversing the course of previocus policies
and legisiation. In a series of rulings in 1579 and 1580 ¢FLL
T9-Q42; 30=-5235 @0-585), the FCC largely removed %the dichotomy of
velce and record carriagey and eliminated the rules prohibiting ATET
and the IRCs from ¢ntering each others” markets.

The Internationsl Recerd Carrier Competition Act (Public Law 97-130
of Dgca 29, 13%81) amended the Communications Act aof 1934 to permit
Wegstarn Union to engag® in IRC service. At the same time, the Act
permitted the IRCs to provide domestic record service.

With respect to Comsat, the FCL C(FLL 82=-357) permitted Comsat to go
bayond its rele as a carrjer:’ carrier 2nd t¢ provide service to
customers diréctly., This was conditional upon a major restructuring
of Comsat which the FCC requireds FLC 82=372 separates (omsat”’s
unrégulated compatitive activities from those that are regulated.

The FLU alseo deatermined that it wayld limit, as far a3 possible, its

-12=

LrPCHI Sy 2%, el 1.



rele in the allocation of communications circuits betwsen cable and
satellites, ang would rely instead on competition between thosa twa
transmission modes,

I¥ thg FCC was well on its way to permitting Comsat direct aceass to
usaersy 1t was at the same time considsring direct access of athap
carriers to INTELSAT, bypassing Comsat entirely. In its Second
Computer Inquiry {77 FCL 2nd 384 (13302), the FCC did this by
applying daregulation to international telecommunications as well,
That decision allowed anhanced teleocommunications services to go
beyond "basic" unregulates transmission. In the Telenet-Tymnaet
decision (FCL 82=-377) tna FLC reaffirmed that the Second Computer
Inquiry exitended to international telecommunications services as
wells This meant that enhanced communications services to othar
countries from the United States would not be subjesct to regulation
of facilities or rata of return. [25].

The next step in the logic of liberalization was for the FLC to
reconsider its entire attitude towards INTELSAT by analagy with the
V.5, "Openm Skias" policy that had alloued demestic satellite
competition since 1972 ([26]. In theinternatisonal scherey mattars
started %o come to a head when private sntrepreneurs appliag for
licenses from the FCC to cperate a privately cuned commercial
transatlantic satellite system unmder the name of Orion.

Clearly, INTELSAT and its constituent organizations do nat want to
s@g their profite, both 28 usars &snd shareholdars of the INTELSAT
consertium, beiny whitiled down by competitien([27].Tethat end they
have enlistsd the traditional cross-subsidy argument,. In
international garb,; this argumant says that the profits from the
high=density transstlantic and torth Pacifi¢ routes are needed in
arder 1o provide 3 subsidy for lou-denmsity traffic to and among
Third World countries(2B)But whether sucsidies indsed offset moncpoly
profits 3e thst tne totsl system approximately realizes only normal
profits is fap from clear.

The guestion might &lso be raised as to why Europesn PTTs, if they
arg mindful of the telecommunications needs of developing countries,
cannot assist them by direct contributions in the form of eguipment,
expertise, ar fimnanciasl subsidiesy or through lower fommunications
tarrffs for c2lls to those countrias What is probably of more
cangcern to furopean FTTs is the threst that competitive
fransatlantic rates would pose ts their cwn profitable internmnational
communications service., It should be noted, however; that services
and tariffs recantly introduced by INTELSAT address the needs of
geveloping countrias for dependatle, low-cost communications links.

European countries pursue various defensive strategies against
potential Amsrican satellite carriers, Two of thease may be
described as the up-link and downm-link strategies. The aim of the
up=link strategy is %t¢ prevent the FCC from granting a licenss to
applicants froa the United S$tates or from any other country. This
is supported bty the argument that under the terms of the INTELSAT
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treatys; membar states have assigned te INTELSAT the monopoly over
commercial intermationsl satellits telecommunications. The UL5.
applicants counter this in two ways. DJrieon contends that the
INTELSAT treaty covers only public switched communications and deoss
not include privaete line leasing. The argument of Internstional
Satellite Ince (15134 a TRY subsidiarys is slightly diffaerent, That
company plans to offer approximately 15% to 30% of its capacity for
commen carrier service rather than aexclusively leased linas., It
maintsins that the terms of the INTELSAT treaty prohibit only theose
rival systems that would ¢cause "significant economic harm” teo
INTELSAT; and that its limited operations would not causes such harm,
much in the same way that various regional satelliies systems have
invoked the same treaty clause.

The PTT7s” down=link strategy is to prevent the doun-link segmant of
satellite communications by eliminating the ability of satellide
carriers teo link with Zuropean countriss. This strategy requiresy
in gffecty 2 unified front by 2all European countries against an
American beachhead, If that is impossibles the PTTs will attempt to
prayent its being used a5 & transfer point to othar Turagean
countries, As with other cartegl-like agreementsy they are only as
strong as their weszkest limk. In this instance, it is far from
clear whetker all Eurcpean countries would be willing Yo maintszin
discipline. The United Kingdom, given its general evolution towards
liberslization of telecommunications and ite privatization of
British Telecom, may not go alteng over time, London is of such
importance as an internatiomal telecommunications and service centaer
that a British arrangement with Oricon oer similasr companies uould
probanly be a major blow %o any united PTT frent, Similarly, as in
the case of tax havenss one could expect some Europsan countriess in
particular ths smaller cnesy to find it in their 2dvantage to become
international tramsmission hubs by permitting down-links from
non=INTELSAT carriers. This then leavee as » fzllback position the
attempt to prevent thes use of such countries &s an entry point inte
the intra-Eurspean telecommunications netwarksy a link which in
e¥ffect povuld permit some “hzok doer® liberalization.

It is mot cleary however; whether limitations against retransmission
would be supported by the Eurcpean antitrust laswes, When European
countries triedy using LCITT and CEPT rules, to impose similar
restrictions an the use of Great Britsin 23 a telex hub by British
telex buredus; the European Commissiomy in 2nm antitrust procaeding,
rescundly struck down these attempts as a vioclaticon of
intra-Eurspesn competitive rules [29].

INTELSAT also has 5t its disposal the oc¢conomic weapon of economies
ot scale, In other words, it csn deter Orion and ISI by offering
services at a rate which would preempt the markets scught by
potential antrants. This is in fact what appears to be happening.
Comsat, whosa stake in INTELSAT is considarable, has announced neu
nign-speed dats services and rate reductions for other services that

can combat the proposed alternstive offarings.
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6+ UYa5. SERVICES DEREGULATIONI
EURCPEAN REACTIONS AND GOPPORTUNITIES

Many complicating factors have now been mentioned that challenge the
orderliness of the carefully nurtured intsrnational
telecommunications regime. {nce the distaste fer this increased
compleaxity has subsidaed, howgver, 3 situation of potential advantage
to the PTTs reveals itself. Being the anly address within their
countries for ATET; MCI and ethers, they &sre in a position of a
moenopsonist that can profitably play off rival imerican tarriers
against each other, This ability is known a8 "uhipszwing," and it
essentially e#ntails bargaining Tor aperating agreements that are the
mest advantageous to the PTTs. )

In ordaer 4o pravent this possipilitys the FLC has sinmce 1977
anforced a policy requiring that international settlement agreements
ba uniform for the same routes, and that 2ccounting and settlement
arrazngemente be identical. In other words, the FCC officially
enforces a cartel among IRCs on settlement agresments.

An instance of potentlial whnipsswing which schieved much attenticn
occurred when Nordtel (the intra-3candinavian telecommunications
body) and the Benelux countries invited all potential suppliers of
data communications services to submit bids, &nd to insluds the
division of accounting as part of their bids., American
protectionist reaction was swift--for champions of
liberalization--and thas Eurocpeans retreatedy at least temporarily {30].

PTTs historically have not been particularly hoespitabla to naw U.5.
carriars. &in extreme exzmple is Jzpamny which has refused to have
any agreement with Western Union: a3 new entrant in imternational
recoro traffic. Tne company, Nowever; has managed to undercut this
Japsnese policy by routing its 4raffic %o Japan through anothar
country. As a result, the Japsnese are loesing revenua of mere than
$1 millien par year,; according to Western Union {31},

This is anm example that illustrates how
aifficult it has become)y in an era of instant inter-linkage with
costs relatively insensitive to distance: to guard the ramgaris of
protectionisnm.

Similar 2nd related problams include the use of value added networks
on A& lezsed lins basis. Im order 14 protect thaeir revenuas,.
Eurepean PTTs have strenucusly opposed resale on leased lines, both
dJomestically and imternationally. 1In the case of value added
sarvicessy the problem is that their provisien cannot be neatly
separated from resale.

Value added services such a5 GTE Telenet or Tymnat provide packet
switching, for which international private lines are leased.
Subscribers to these value added networks pay for their use, In
effect, thersfore, some resole or shared use has taken placey since
presumsblys the. users would otherwise have smgloyaed soeme more
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conventional form of telecommunications from the PTTs.

With the Sacond Computer Inguiry, enhaznced communications services
wers withdraun from FCC regulation, For ATLT, such deregulated
services were sllowed if they uere provided by a3 fully separataed
subsidisry. EBweginning in 1%33, énhanced internaticonal services werse
deregulated by tne FLL., The Commission, however, did not determinae
the treatment of internztional resale servicesl32].

The Buropesn PTTs view all this as amathema. In retalistion, they
have threatensd to employ methods such as the following:

disallowing leased lines altogetheri disallowing all those that are
coennected ta some form of switch at the oppesite endi or, most
likely,; ehanging the tariff structure from a flat rate to 2
ugaga—-sensitive rate,; with the possibility of setting rates so as ta
make the usaga of leased lines unattractive,

Interestingly encugh; howsver, the large-scale deregulation of
snhanced communications services in the United States uwould present
yat another opportunity te furopean entities and PTTs by allowing
them t¢ anter the dmerican market fresly,y through U.5. subsidiaries.
using existing Comsat anmd INTELSAT links, This could ke done
without additicnal internstignal naegotiastions or agresments. The
asymmatry of this pessibilityy when compared to the difficulties put
in tha way of the Amaricsn carriers trying to enter in the opposite
directiony is striking. Such an imbslance would surely #vaka
protectiomist measures in the United States of tha same king to
which the United States objects in Europa.

Ta MISCELLANEDUS U.S5.-EURCPEAN CONFLICT ARZAS

One quite impertant concern in internztional telecommunications is
the wiy in which cturopean PTTs utilize american long distance
carriers for communication originating in Eurcpe. It is one thing
for an Amaerican customer t¢ designats MCI,y, GTcsy Sprint, or ATLT as
its carrier of choicey wltimataly routing the c£all to its Suropean
destination., When a Eurcpean customer wishes tc call an &merican
eityy howaver, the cholce as to which U,S5. long distance carrier
will transmit the call and realize the subdsequent revenus is in the
hands of the PTT. Until neow, all voice traffic has been rouied over
ATET, But how shoule the PTTs react to a competitive offering? For
the PTTsy the monitoring and accounting for dealings with multipie
American corraspondents is a3 headache they would prefer not te
incury slthough it may become sasily bezrable if it provides 2
chance to drive a better bargain in the United 5States.

One possibility, of course; would be to permit the European users to
indicate in some fashion which bmerican long distance carrisr they
woulg prefer, An &$x&mpla would be the use of several country codes,
rather than oney for the United 5tatesy, with a different code
assigned to aeach L,5. international carrier. There are a number of
technical objections to this proposal, nomne of them particdlarly
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convincimg in light of the current sophistication of communications
technologys. Another objection is that multiple codes would impose
an extra cost on the PTTs. This extra costy, Rowever, coulg be
compensated by the Americn carriersy who woeuld thus gain access.
The primary problemy one suspects, i3 that the inmtroducticon of =zuch
A choice of communications servicesy together with the possibility
of advertising campsigns by various American carriars directed at
European customersy would drive home the fact that network
competition i$ possible today. For thess reasons, it is unlikely
that this king of censymer choice will be granted te Eurcpean users
in the foreseeable future. Instead, pressnt negotiations center
around the ways in which the PTYs might allocate their U.53.~bound
traffic by choosing among ATLY and its competiters. Cne way would
be to negotiaste market shares in advance,; and anather wouwld be to
have a fixed share 3llocation formwla. The most legical approach
might well be te allocate American=-bound traffic to American
carrisrs in the same proportiom as thosg carriers supply traffic to
Europas '

Another potentially destabilizing development would be for ATLT,
newly awaksned in its inmternationzl involvement generally, 1o bypass

Comsat or INTELSAT. The reverberations weuwld be of such magnitude
that these organizations would seek to protect themselves
pelitically and ecchpomically. uJespite pressure 1o cantain thae
system #s it is, it is clear that @ potential diseauilibrium
situation exists. Thus, it will be difficult te maintain intact the
narrcw funnel through fomsat and INTELSAT, particularly since the
alternative of a tramsatlantic coable i= availatle to ATET.

In additien tc challenges posed by multiple U.5. carriers for
Europe=-U.5. traffic, and by potential satellite bypass incentives
for ATET internationally, there is & third problam argsa--that of
informstion itsel?, and its processing. GEriefly stated, on-line
data irmformation systems have s¢merjed in the United States in
responss t¢ new market ocpportunities. Once these systems are
establishedy; it is relatively inexpensive to service additional
customers in Eurcpean countriss. American on=-line data bases have
thus achieved a very strong prasence in European markets. This
situation is oppossd by the European suppliers of similar services
and by their governments, who fear information and processing
depencence on tne Unilted States [33].

These information flow problems invelve in the first instance the
natuire of protection of naticnal soverasignty. For sxamples the
French governmant has expressed its concern with the use af Amarican
gcopometric forecasting and planning models which could be used %2
forqcast French economic trends, since this could presumnably give
Americans access to &nd some control over confidential French
economic data. Most af the concern, howsvary lies in tha &rea of
privacy pretecticm. Various Eurcpasn countrigs have snacteg data
privacy rules insuring the privacy of data cellected cn an
individual and sicred slectronically{34The internationalization of
data flows, howevar, makes it possible for data to be transperted
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across national bouvndaries; providing a losphope in the national
protection of data privacy [35].

From the beginning, however, theres wss a trade protectionist elament
to regulation and legislation eostensibly ailmed at presarvation of
rational severeignty and individusl privacy, Domestiec computer
manufacturers and data enterprizes could greatly banefit from
regquiremaents that would restrict the flow of data in ways that would
make gomestic processing necessary,

& fourth motive for transtorder data flow {(TECF} restirictions,y in
addition to sovereignty, privacys and trade protectionism, involves
thg desire ot PTTs to shore up their monopolistic positions by
strengthening their new allisnce--one that could stherwise not have
hean axpested=-with the emarging electranic data procezsing
industrias. It is clear that TEBHF can be sffectively maintained and
monitered only if there is a firm conirel by the state over tha
conduits, namely through the PTTs, :

B. EQUIPMENT 3ALES ODPPORTUNLITIES FOR EUROPE PRESENTED BY
U.5. DEREGULATION

‘The liberalization of the Amaericam telecommunications industry and
the divestiture of ATET have proevided Europe with opportunities in
the American tslecommunications eguipment markat [356], The ATET
Hivestiture frees the Bell cperating companies (BOCs) to buy
gquipmant from atner suppliers. Previously, the BOLs had baean
largely dependent on Western Electric, am ATET subsidiarys for
equipment procuremant.

American techmical standards arg samowhat dif¥arent from those in
Eurcpes and thus Surcpean soguipment canmoet =imply Be shipped to the
United Stztes. Aftrer zppropriste modificationme, however,; the vast
Americsn market could be opened to Eurcpean manufacturers i1f quality
ang price waere found acceptzble by American companies and consumers.

Mcst European manufacturers have been slow to examine their export
opportunities to the United States, raeflecting the cautiocus way in
which these firms do business. One cannot axpect them to
permanently sny away from the huge American markety however. The
potential opening of the American market is some of the best news
tnat Evropean manufacturers must havy had in a leng time. Aftor
all,y the other furopesn towntrias” markets are largely closed to
them. In the developing world, cdeliveries to ocil-exporting
countries have declined aftter the initizl lzrge crders were glaced.
This is due to the decliine ip infrastructurzl investment in OPEC
countries generally, following the drop in the world price of oil.
In other third world markets; funds available for telecommunications
are more masger; and the techrnalogy ordered need not incorparate the
state of the srt. Indeeds the traditional electromechsnical
switches &re probably more advantageous for these countries, since
ihey can be serviced domestically. Furthermere, in the more
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manufacturers have been sstablished, and theilr governments have
provided them the same protectian from foreign competition thst is
enjoyed by Eurcpean manufacturers, Thus, the free international
telecommunications marxket for sophisticated equigment 1s quite
limiteds In fact, the largest such market is new in the tnitaed
States. tHente) ironilcally, many of the strongest advocatas of
protectionist policy in telécommunicsations procurement will now saak
their fortunes in the newly liberalized U.S5. environment.

As in the case of servicesy howevery this asymmetry entails a
contradicition which may be at the root e¢f the uneasinaess with which

European firms consider entry into the U.5. market, It takes no
great imagination te axpect strong American pressure of reciprocity
on European countries. Hencey the invitationm to enter the American
market is in fact a twa-edged sword, It bears with it the
ebligation of entrants to reduce or e2liminate restrictions on entry
into their own protected markets. :

9. CONCLUSIGN

American angd European policies have diverged in recent years,
Technological change has reduced the extent of 5 core natural
monopelys and this has led in the United States to entresrensurial
initiatives, a restructuring of the industry, and & recduction of
government invoelvement. In Europe {except for the United Kingdom),
similar underlying technical developments have led to a stiffening
of the protective coalition of the PTT system, Telecommunicatioens
pelicy is increasingly being presented as industrial policy, i.e. as
8 cantral componant in developing an advanced slectronics industry.,
This strategy, howsver, has yielded impreszsiva results neither in
technology ner in telecommumicstions services. Given the rapidity
of develcecments, the orderly pace of centralized govermment
detision-making has baen ctonstraining. Tre insiders’® tandenmcy to
rely on established firms has been similarly conservative. In tha
United States, the communications and information sector has ocoened
rapidly to new players. But in most Eurcpean countries the
defensive posture of the inside coalition has besn strong =nd
Rffective. Given the breadth of its supporty it is likely te
prevail for some time, even if it is tempered on occasion. In such
an @nvirenment, more government-sponsored initiatives are likely 1o
share tha fate of the Paris {enter for Computer Sciemce and Human
Rasources that was described at the beginning of this chapter! an
ambitious substitution of symbolism fer a fundamental sconeomic
frameuwork that cam accommodate change and technolegical dynamisnm.
And while this divergence of telecommunications policies runs its
course,; the U.5. and western Eureopa, partners at the tuwg ends of the
transatlantic communications pipelings will find it increasingly
mara difficult and yet unavolidable t0 translate the technical ease
¢t communications inte institutional coordination,

At this time, the liberalizstion of U.5. telecommunications,s thaugh
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partly a threat to the Zuropean status quoy is alse an oppertunity
tor the expoert of harduware and sarvicesy and for & monopsonistic
bargaining positicn. TYex these ocpportuynities also updermina the
status guo through their damonstration effect and their asymmatry 1o
the possibilitiess U.3. firms have of pperating in Zuropas.. More
than ecenomic theories or political pressure, the dynamics of
busimess opportunities for Eurcopeans may set a?f a partial
liberalization to entry of U.S5. tglecommunicaticons firms, and &
sgftaning of the divergence in telecommunications on the two sides

of the Atlantic.
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