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ABSTRACT

_ This paper analyzes the telecommunications policy choices of
governments using private networks for their own internal commu-
nications needs and, increasingly, for delivering services to
clients. It considers the inportance of governments as the
largest telecommunications users in America. The paper then
analyzes federal decisions about PTS 2000, the world's largest

private network. I then analyse state government choices, with a

detailed focus on New York, and shorter descriptions of 1Indiana,
Minnesota, Maine, Wyoming, Georgia, Iowa, Nebraska, New Mexico,
and Illinois. 8ince local governments are increasinly involved
in establishing telecommunications networks, I consider a few
local government cases as well.

The paper discusses whether government should be acting as
"just any other user" or whether they have special obligations to
the nation's telecommunications infrastructure, at least in terms
of the public switched network. Generally, telecommunications
policymakers should pay more attention to government network
choices in a strategic sense, not simply as a short-run ainimisa-
tion of cost inputs.



Introduction - Sovernment as a User

The federal government is by far the largest employer in the

United States. In addition, more than one in seven working
Americans are employed by state or local governments. A very
large percentage of employment in the American economy, and in

that of other nations, is comprised of government workers.

Similarly, a very large share of telecommunications usage is

generated by governments at all levels. A broader conception of
government that includes public universities, public health care
facilities, 1libraries, and other related public and not-for-

profit enterprises, makes their choices even more important to

telacommunications providers. Government choices about usage
T er——y

privatization, in terms of establishing private networks, are
thus important simply in terms of the scale of ‘the government
entorprisq.

These choices are also important when we address the ques-
tion of whether governments should act gdifferently th‘n private
enterprises in establishing private networks. If government
‘policy generally is to encourage development and usags of the
public switched network, as the basic infrastructure for all
telecommunications users, and particularly for small business and
residential customers that can not establish private networks,
then a conflict exists. Do governments have a responsibility to
consider more factors in these choices than do large private
corporations? This is a normative question that will be raiseaqd

but not answered conclusively in this paper. The paper doesg



attempt to answer the positive question of what choices govern-
ments actually have made, what factors have contributed to those
choices, and the effects to date of such decisions.

It is certainly true that American federal and state govern-
ments are rolitivoly sophisticated users of information and data
processing technology. Por example, in terms of computer access,
racent data show that the federal government is on top and state
governments are about in the middle of the pack, while local.”
governments trail, compared to businesses access to conpufors.
From 1989 statistics from the Gartner Group on the number of
deskvorkers per computer, by 8IC code, the U.S. averags is 2.94.
The most computerized group is the federal government with a
figure of 2.56. The next categories (by BIC code) are huainoli
and legal services 2.88; durable goods manufacturing 3.17; agri-
culture, mining and censtruction 3.55; wholesale trade 3.63; non-
durable manufacturing 3.65; state government 3.79: transportation
and public utilities 4.07; finance, insurance and real estate

4.33; services other than health and education 4.55; health 5.0;

local government 6.10; and retail services 6.71.

Why the Public Goes Private

Several governments have established their own networks, to
consolidate traffic over one network, to achieve cost savings Dby
avoiding access charges, and for other reasons. Sometimes the
government itself owns a siqniticant‘pottion or all of the net-
work, including switches and other facilities, and@ other times

they lease most of the facilities from telephone providers.



There is great variance on the degree of ownership. The
federal government now buys services in a long-term contract with
AT&T and U8 Sprint in their PTS 2000 network. Many state govern-
ments have similar contracts; in 1909; according to Caudle et al,
state governments 1leased their complets systems in PFlorida,

Texas, Connecticut, Maryland, Montana, and New Hampshire. State

networks are owned completely in Oklahoma and BSouth Caroclina.

Several states utilize mixed networks. Washington state owns the
switches in its network but not the lines; the Arizona network
is state-owned where feasible; Colorado owns the Denver portion
of its network; Utah owns 40% of network facilities; and Kentucky
is switching from leasing to owning. Caudle et al (1989: 61)
note: "The decision to own or lease has been a difficult one in
most states. Changing user demands, rate structures, and needed
management skills do not tlcillyato clsar-cut decision-making."
Governments vith a mixed network have more direct control
over disaster recovery planning than those with fully leased
networks. For example, to achieve redundancy, Wisconsin has both
leased and owned fiber optic cables in Madison (Richter 1991c:
44) . .
' There are several reasons that justify establishing separate
government networks. Probably the most iamportant is cost advan-
- tages. As with other private networks, not using the public
switched network means avoiding accoaé charges that are usually
higher than cost, and which help contribute to lower rates for

other consumers, especially for residential access. Generally



real costs saving-‘aro the most important motivation and Justiri-
cation, and one which many state officials see as their duty to
pursue even if there are other costs when viewed from a broader
perspoctivc. For example, although local telephone companies
will be losers in the short run from loss of this traffic, resi-

dential rate payers in the state, who are also taxpayers, will

lose in the longer run, if the state network is not providing -

“economic' Dbypass. Given the size of some large government
networks, the bypass may indeed be economic, however.

In reality, GAO analysts have recented argued that the
largast government network, FT8 2000, may actually not be saving
moniy relative to rates charged to large users. This is not
clear, but cost savings appear to be the major goal of government
networks, especially in these times of severe revenue shortfalls
at all levels of government.

Second, sose governments establish their own networks with
concerns about security and privacy for certain sensitive opera-
tions., This is most obviously justifiable for national intelli-
gence gathering organisations like the CIA or FBI. It may also
be a factor for state crini#al justice organisations and even for
sécial service or health érovidors. For example, although cost
was also a factor, CRIMNET in New York is a private network
shared by the criminal justice agencies, which has not joined the
larger state qovornlint network, EMPIRENET. Other state criminal
justice agencies have also had their own private networks.

Third, some governments have developed a single large gov-



ernment network because they realized that several 6! their
agencies were already doing so on their own, for any of the
above Treasons or because of the bureaucratic tendency towards
building .fictdonn by expanding organizational control over a
larger domain. In terms of coordination, if each agency made
different choices about providers. services, and standards, then
they might have difficulty interconnecting in a meaningful way. -
Thus, these satates have stepped in to provide a central coordi-
nation role and to achieve greater control over their total
telecommunications operation.

fourth, private networks may provide some special features
for governments that can not easily or cheaply be provided over
the public switched network, particularly in terms of redundancy.
Often private networks retain an "option demand® to use the
public switched network, should their own system fail. Or, with
new tachnology and attention to this issue, extra redundancy may
be built-into the separate govornlint-notworkl from the start, as
Iowa is doing with {ita TINM system and Massachusetts is doing with
CommNET (Richter 1991c: 49-50). The recent problems all over the
nation with the 1lpllnontation of 8ignaling System 7 1illustrate
why large users are so concarnsd about network failures. 8till,
as Richterxr (1991c: 37) notes: 'only one in five state and local
governments has a comprehensive plan for restoring its informa-
tion networks in the event of a disaster." Partly this is be-
cause, in a time of state budget crises, '""Disaster reacovery may

not rank too high on a politician's list of favorite programs,"



according to Tim Johnston, Oregon's tolnconnunicatioui manager
(Richter 1991¢: 39). The relationship of critical providers like
the FAA and the FT8 2000 system has recently become controversial
in light of reliability concerns.

Fifth, qovernmantslmay implement private networks to provide

a strategic advantage, in terms »f¢ delivering services to their

clients more effectively. Networks that are built explicitly.

with client service in mind may achieve more cost savings, pro-
ductivity and service quality than can purchasing services from
the public switched network.

These are all valid reasons for private government networks
and probably parallel priv;to corporations' justifications fairly
closely. However, in addigion to the '"taxpayers are also rate-
payers" argument that short-run savings to government may reflect
long run costs to telephone ratepayers (not an arguement that has
much political saiionco, howaver, as cost savings are immediate
and traceable to individual political actions, while rate in-
creases are longer term and less traceable), theres is another
reason for governments, especially states, to consider utiliszing
as much as possible the public switched network. This has to do
with  the external benefits from improving the public switched
network, particularly in rural areas that might otherwise not be
modernized or upgraded as quickly. This is an infrastructure
justification with parallels to public transportation choices to
provide highway, railway or airline service to rural areas to

stimulate other economic and social benefits for the people of



that region and those who wish to contact them. PYor oxaﬁplc, it
the state provide the impetus and economic demand for a local
talephone company to run fiber to a state facility, like a commu-
nity college, prison or hospital, as part of the public switched
network, rather than a private network component, businesses in

that area could then utilize the capabilities of the fiber op-

tics, upgraded switches and software, rather than not having it .

available to them for a period of years.

The Federal Government and ETS 2000

FTS8 2000 is the largest private telecommunications network
in the world and it alsc represents the largest governmeant coa-
| tract ever let for civilian purposes. The two rifls that won thi
contract, AT&T with 6¢0% of the business and US sSprint with 40%,
can earn up to $285 billion in revenue over the 10 yesar contract.
When completed, the network will serve 1.3 million federal ea-
ployees in all 50 states (plus Guam, Puerto Rico, and the Virgin
Islands), using over 300,000 miles of fiber optics. The network
has been called potentially, "the most technologically advanced
system in the world" (Los Angeles Times 5/6/89).

The contracting process itself for FTS 2000 was very contro-
versial. The original idea was that one bidder would win the
entire contract, to achieve large sconomies of scale and lower
prices, Congress, particularly through Democrat Jack Brooks from
Texas, intervened to encourage a procurement split so that more

than one firm would benefit from winning the bid. In addition,



in the bidding process, there vere several accusations of infof-
mation being passed on to some bidders in illegal fashion. Thus,
the procurement process itself was fraught with controversy.

FTS 2000 is replacing an older government network installed
in 1963 ‘by AT&T, when there wvas no competitive bidding. That
network could only provide basic direct dial service and asome

low speed data transfer. FTS8 2000 can provide many advanced

services. It can provide conference calling for up to 48 aif-

ferent locations at one time, video conferencing, electronic
mail, high speed fax, protocol converson, and packet switching.
The contract operates by allowing AT&T and Sprint to sell serv-
ices to the particular agencies to which they are assigned exclu-
gsive rights; the more services they sell, the more revenue th‘y
can generate. To promote such services, AT&T publishes a monthly
newsletter on FT8 2000 capabilities. PTS 2000 first went inte
effect on October 12, 1989, serving some 29 different agencies.
In addition to new services that can increase productivity
and improve employee mnmonitoring, FTS 2000 can save agencies
money. With nore rounds of federal budget cuts ahead, such
savings are important. Already about siva million is estinmated
to have been saved by FTS8 2000 implementation, with a 1likely
level of $200 million per year in savings when fully operational.
In addition to the criticism of the procurement process,
more recent criticism questions whether the savings from PTS 2000
are substantial. To be sure, FT8 2000 is saving money relative

to the 1963 federal network. As volume discounts for large



private users have expanded, however, GAO has charged recently
that the federal government could have gotten as cheap oOr aven
better rates without contracting for this new network. e} Yol
claims that FT8 2000 is costing at least $148 million more during
the 1991 and 1992 fiscal years than if the federal government

simply purchased long distance services on the commercial market.

More specific criticism focuses on the fact that US Sprint, the

more expensive provider, has so far gotten a larger share than
the prescribed 40%. The accuracy of these charges has been ques-
tioned and Congress is in the process of holding hearings on
these issues.

Related to the proliferation of different networks in many
states discussed below, ancother criticism of Frs 2000 has do;
veloped in recent months, in the wake of the failure of AT&EY
service in New York that slowed communications generally and
particularly airport communications services. The FTS 2000
contract as administersed by the General Services Administration
prevents agencies from going outside the system. Congress ini-
tially endorsed this policy. To providp improved reliability,
the Federal Aviation Administration would like to establish its
own sapar#to network. After Congressional hearings this fall,
the FAA has been allowed an exceaption to go outside the network

for extra reliability.

State Government Networks

Researchers from Syracuse University studied state govern-

ment information technology management, of which telecommunica-



tions was one part. As of 1989, they found that FPlorida, wash-
ington, Maryland, Montana, Texas, Oregon and sSouth Carolina haad
already dovoiopod extensive networks (Caudel et al 1989). Twelve
other states, including California, New Jersey, New York, Arizo-
na, Kentucky, Massachusetts, Minnesota, Utah, Colorado, Connecti-

cut, Oklahoma and Delaware were in the process of building net-

works at that time, and Michigan, Vermont and Wyoming were study- -

ing the issue. "For the most part, the new networks take advan-~
tage of the existing infrastructure or are building the networks
in stages.” (Caudle et al, 1989: 61).

) A few states have particularly advanced networks that con-
nect government, univoraitio-, and commercial businesses. New
York, with NYSERNET and Texas are perhaps the most prominent
exanples. Currently, Plorida, North Carolina, Ohio, Michigan,
Pennsylvania and Wisconsin are implementing similar networks. 1In
addition, Kentucky and Iowa are planning such networks and Illi-
nois has proposed onhe.

New York state governmeant provides a useful case study, as
it already utilizes at least 8 networks to serve different state
agencies -~ CAPNBT, EMPIRENET, CRIMNET, SOCIAL SBRVNET, LOTTERY-
NET, SUNYNET, SUMYSAT, as vell as NYSERNET. New York is not at
the extreme as Oregon had 20 separate government agency networks
planned and South Carolina had 13 separate intercity dJdata net-
works (Caudle et al 1989). Caudle et al (1989: 61) note: "There
still remains a multitude of disparate voice, video, and data

nstworks controllid by atate agencies.®
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Like many other governments, New York has dovulopid state
private ntho:xs to link stats agencies, to cut costs, and to
improve reliability. For example, Jack Heinsohn, state director
of telecommunications, says that New York Telephone has no backup
_plan for its qontral office serving the Albany area: “If that

office goes down, an area of probably 3% to 40 miles around the

state capital is out of service. That is not acceptable." .

(Richter 1991C; 46). The state spends over $160 million per year
on telecommunications equipment and services, about 1/2 of which
is spent by the Office of General Services rather than by indi-
vidual agencies (Schmandt et al 1989). EMPIRENET and CAPNET are
telecommunications networks used by most state agencies, aexcept
criminal Justice (CRIMNET) a#d Social Services, which have their
own systems. In addition, for research and higher educational
purposes, the state operates SUNYNET, SUNYSAT, and NYSERMET.
CAPNET, a state owned and managed network, links 65 build-
ings within an 8«10 mile radius of Albany, with 600 miles of
fiber optic lines in conduit (5 of these buildings are connected
using digital radio). CAPNEBT, which started operations in June
1987, provides telecommunications service with a PBX to 35,000
lines, which is cheaper than the Centrex service previocusly used.
CAPNET also provides packet switching to 6,000 users, the largest
such system in the country (at least until PT8 is fully imple-
mented).
EMPIRENET, started in 1988, goes beyond the capital area of

Albany to link agencies around the state together, using leased

11



services from Eastern Microwave for interLATA service, ﬁY Tel for
local conn.ctionst.and IBM for management software. None of this
sytem will be owned by the state. The projected cost savings
from EMPIRENET are §$ 150 million over 5 years, as one state
network is more efficient than having each agency develop their

own. For now, EMPIRENET operates at lower speeds than CAPNET but

it is'upgrading rapidly to become a statewide digital, T1 back- .

boned, data network. Agency users pay for EMPIRENET service based
on bandwidth utilized rather than by per mile charges. EMPIRENET
ultimately will connect over 12,000 lines previously linked by
separate networks.

The New York state Lottery has maintained its own leased
network to link the 7,000 lottery agents around the state. They
are now in the process of switching to the EMPIRENET system, as
their cost per circuit is expected to drop from about $ 280 to §
136 on EMPIRENET. The Dopartﬁunt of Ssocial Serviceas is also
reviewing whether to join EMPIRENET or continue with their own
systen.

CRIMNET, which became cperational in 1989, 1links togesther
state criminal justice agencies, including state police, courts
and administration, oriaminal correction, and probation, and will
add motor vehicles socon. These agencies formed a task force and
decided not to join the state EMPIRENET system, for reasons of
confidentiality and maintaining network control. The CRIMNET
system includes a 56 kb backbone, with over 300 circuits over 12

Tl nodes in all major cities of the state. The T1 1lines are

12



leased from a variety of providers, includipg AT&T, 8print, and
Eastern Microwave, and the local c¢ircuits are provided by local
telephone companies like NY Tel and Rochester. The large band-
width provides cost-savings and improved reliability over previ-
ous arrangements. CRIMNET is funded out of the agencies' tele-~

communications budgets. They are experimenting with innovative

ideas like video conferencing by the Division of Youth and send-

ing fingerprints by facsimile.

The state alsc has several networks devoted to educational
and research services. BUNYNET links the 32 SUNY colleges and
universities around the state. It started over 15 years ago as a
neéwork that connected data terminals at the campuses to the
central SUNY administration in Albany. In 1989 a T1 backbone
ring was installed to provide 56 kb data service. Rochester's
RCI is the interLATA vendor. Usage of the SUNYNET system has
evolved from a traditional S8TAR configuration from central admin-
istration to a peer-to~-peer mesh among the 32 campuses. The
community colleges will soon be linked up to SUNYNET. SUNYNET is
funded partly from central administration and partly by each of
the campusaes.

There is also a satellite network called SUNYSAT, which is
operated Dby the New York network NYSERNET. SUNYSAT provides
uplinks and downlinks to campuses., NYSERNET itself has a some~-
what broader role, as a high-speed data network that 1links to-
geﬁher universities, supercozmputers, research facilities and

labs, medical centers, and libraries in New York, to promote
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research and educational exchange. NYSERNET is funded by state
government, the National Science Foundation, and the network
providers, New York Telephone and Rochester Telephonas.

Recently, representatives of all of these New York state
networks have discussed cooperative opportunities for mutual
advancement to the next level of technology. They are also
considering how to better leverage these networks into economic -
development for the state. |

Several other states have developed major private network
systems. Indiana's Intelenet is a state commission created
exclusively to provide economical, high quality telecommunica-~
tions services for government, including local governments in the
state, and education. Intelent has built a statewide fiber
network that can provide voice, data, and video. Intelenet also
aggregates government user d.lagd to achieve volume discounts for
long distance services.

Minnescta has implemented a statewide network known as
STARS, or State Telecommunications Access and Routing 8Systea.
The state government was an early advocate of developing a strong
telecommunications 1ntrlstru§turo. STARS includes digital tela-
phone lines, twvo-way video Qorvica and computer links that inter-
connect state agencies, schools, libraries, city and county
governments and colleges and universitities., STARS is supported
by the state Department of Administration and the Higher Educa-
tion Advisory cCouncil. Richter (1990: 21A) notes that the as-

sistant conmissioner of administration "described <the state's

14



role in telecommunications development as equivalent to ‘'the
prime tenant in a new office building. when the public sector
moves in, the private companies are attracted, toco." 8o even
though they are using a private network, they are trying to use
it to upgrade the public switched notiork.

In some other states, particularly rural ones, state govern-

ments have self-consciously used (or plan to use) the extension

of state government services, in education and other areas, to
promote network and facility upgrading that can benefit other
users and stihuluto private sector development in that arasa.
Essentially, some states use their own network needs to stimulate
a telscommunications *industrial policy". B8Such a strategy nmay
have significant external benefits for the private economies of
rural regions if these upqradcd network pieces are provided as
part of the public switched network that other users, including
private businesses, can access. As Fulton (1989: 42) notes: "In
the meantime [waiting for ISDNM), states have a quicker, more
effactive tool for exploiting the economic development  potential
of fiber optics: themselves. Aside from home entertainment, the
largest future markets for ﬁolocollunications technology in rural
areas are governmeant."

Maine has offered free access to its own rights-of-way as an
incentive for carriers to extend fiber networks further across
the state. The seven campuses of the University of Maine are
linked by an interactive audio and video network. Courses will be

transmitted to 200 other schools in the state. The OTA (1991:
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30) noted: "the University of uaino/roloconnunicntions' Systens
used a S~year, $4.4 million grant from the Department of Educa~
tion under Titlo-rxx of the Higher Education Act, matched by the
State government, to help telephone provicers pay for the upfront
costs of deploying a fiber network linking State universities and

community colleges." State Planning Director Richard 8ilkman

makes telecommunications in Maine a high priority issues and he .

notes: "If you run fiber opticas out there [to rural areas], you
have a guaranteed market -~ the university. What we're hoping to
be able to do is stimulate demand on the business side of those
facilities.”" (Pulton 1989: 42).

In Wyoming and Georgia, as well as Maine, state government
officials note that thoy”pould extend their own networks to
remote parts of the atato,'but the private sector spill-overs are

more positive if thoy contract with the local exchange carrier to

do so. Richter (1990: 17A) found that: "Georgia's decision to

implement a state-of-the-art digital network stemmed partly from
officials' desire to benefit the state as a whole, both public
and private sectors." And Wyoming's Telecommunications Adminis-
trator argued: wQuite frankly, we could build our own network
hers to get to the far reaches of the state, but we recognized
that we as the lead customer in the state should try to push the
telecommunications industry as far as possible, with us as the
prime user.”" (Richter 1990: 18A).

In addition, Iowa has recently approved a 3,500 mile fiber

optic Communications Network (ICN), “to extend the geographic
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reach of state educational services, and at the same ﬁino . .
reduce transmission costs for the government's voice and data
traffic," by $5.1 million per year (Richter 1991: 65). In  this
case, providers of the public switched network did not offer
appropriate services and Kiewit Network Technologises won the bid.
Richter notes: ""Glen Anderson, adwministrator of the DGS8 Communi-
cations Division, says the telephone companies "deliberately.
boycotted" the competition and then accused the the state of
"stealing traffic they say they need to hold the ratepayers on
the public network."

A recent study in Nebraska (Naszim 1990), points to the
advantages of a proposed '"hub" aggregation strategy to enhance
information-oriented dovologncnt in rural areas, vwhich state
government as a user could encourage if not pursue directly. In a
more urban setting, Nebraska has pushed to make Omaha the "1~
800" and telemarketing center for the country, updating its
previous role as a railroad center. This strategy has been
successful. By 1989, ﬁhor. were 26 telemarketing or reservation
service firms in the greater Omaha area, including Greyhound,
Union Pacific railréad, 3 separate American Express units, and
Marriot, Hyatt, Radisson, Westin, and Omni hotels, enpléying a
total of 10,000 people (Russell and Russell 1950). To stimulate
this policy, Nebraska has used its own state government procure-
ment as a lever. Richter (1990: 17A) notes: "If carriers resist
modernizing their central office facilities in smaller communi-

ties, william Miller, director of Nebraska's Division of Communi-
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cations, reminds them that the state can alwvays purchalcrits own
advanced switching facilities."

New Mexico was one of the first governments to see the
economic development advantages of linking major users. It has
utilized "Technet!” since 1985 to connect government agencies,

universities, and (especially federal) research laboratories.

The Technet system is a private non-profit network funded through .

user fees. Technet is open to anyone who wants to join and it _is
priced relatively inexpensively for small users. Over the net-
work, users can access state business and commerce information,
motor vehicle information, government procurement resgquiresents,
and‘gonornl university data bases.

The Illinois Statewide Telecommunications Network was estab-
lished in 1988 under a contract with Illinois Bell and U8 sSprint
for $108 million over seven years. It includes a digital fiber
optic backbone to connect 2,824 user locations with voice, data
and video services. The network already provides video confer-
encing between Chicago and Springfield. State officials are
discussing how it could provide improved access to public serv-

ices and data bases.

Local Government Networks

Local governments in the U.8. vary from the very large, as
in New York City, to the very small villages and towns spread
across the country. Obvicusly, the telecommunications needs and

capabilities of these governments will vary greatly. Here, I
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will briefly present two extremes case that have been active with
private telscommunications networks, New York city and Blooms-
burg, Pennsylvania. Generally local governments are ROrs concen~-
trated than states, and therefore their network choices are often
easier, as they are more likely to involve mainly local services
as opposed to state users involved in local and long distance

services.

New York City is larger in population than most states and

is much more concentrated and dense. Private communications
networks in New York City include many of the most advanced in
the world, particularly for Wall street financial firms. Recent-
ly, the city government has been able to add to its own private
data and voice networks by striking a deal with a conpotiti;o
provider, Metropolitan Fiber Systems (MFS), that wanted to enter
the market for private communications access. In 1990, the City
government and MFS completed a franchise agreement for MFrs to
install and operate a voice/data fiber optic system. In retura
for the right to operate in the city, MP8 will pay a franchise
fee to and will provide in-kind services for city government.
The city government will get exclusive use of 22 strands of "dark
fiber" in the initial backbone of the MFS system, 13% of any
additional fiber count added to the system and, at the election
of the oity, the installation of drop cables into designated
buildings, owned or leased by the city and containing city of-
fices, and/or the olgablishnont of a telecommunications fund.

MPS will provide its services to the city at 25% below the lowest

19



price they charge anyone slse for a similar service vith- similar
volume. Thus, by using its power over franchising and rights-of-~
way, city government in New York was nhlorto expand its own
private network substantially, at very low cost,

Bloomsburg, Pennsylvania is a rural town of about 10,000
people toward the other extrem¢ of the telecommunications spoé-

trum from New York City. BHloomsburg does share with New York a

desire to encourage telecommunications-intensive business to"

locate and remain in their community. Thus, the town prepared a
telecommunications analysis that determined that lack of access
to a interexchange carrier point-of-presence was limiting their
telecommunications options. They are currently considering
bypassing the public switched network, with a microwave link to.a
point of presence in Harrisburg, in conjunction with the state
university branch campus in their town. Thus, even small govern-
ments are considering various forms of private networks and
network bypass for resasons of service improvement or cost resduc~

tion.

Deljivery of Servige to Clients

While many government hotworkl vere originally established
mainly for internal communications purposes, the goals have been
expanded in many cases to provide new and better service to
government clients. This includes providing direct services and
also providing access to large amounts of state data. Bome of
the most critical gov.rnndnt services increasingly dependent upon

telecommunications include public safety, transfer payments,
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unemployment compensation and payment of government's owﬁ bills.
In addition, there are other important public services that
telecomaunications are playing an increasingly important role in
providing. This section of the paper highlights some innovative
government delivery of education, social and emergency services.

According to Nelson Heller: "Telecommunications technology

has yet to receive the press coverage given to personal computers -

in the classroom, but its impact on education will be equally
far-reaching." (Heller 1990: 94!0}. This impact may be greatest
in rural America, where shortages of teachers and other resources
are most acute. At all levels, education is one of the most
labor-intensive services in our economy; at 93% of total costs,
labor costs are twice thoso‘in the average business. Conversely,
capital  investment in schools, at about $100 per worker, is
minuscule compared to the $ 50,000 average per amployee in Ameri-
can businesses (Perelman 1990: 16ED). Thus, there is plenty of
room for the application of new techmnologies to the educational
enterprise.

As a recent survey (Richter, 1990: 17A) of state qovirnsont
telecommunications activity noted: "virtually every state pro-
vides some form of one= or two-way audio-video distance learning
between central and outlying college campuses.”" Thus higher
education is already utilizing telecommunications in rural and
outlying areas. The OTA (1991: 25) notes: "educational institu-
tiéns .+ . as Iarqo'uscrs of communications services -~ often

ranking second only to State government - they exert considerable
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market power." Importantly, many of these educational applica-
tions do not rely on the public switched network but on their
own specialized facilities (Tennessee 1990). There are excep~
tions. For example, New England Telephone is building Maine's
educational network.

While education at all levels appears to be the area where
qovernmint could maximize its leverage into telecommunications- -
based economic development, there may be other jointr§onturo or
partnering applications with governmental institutions. Several
states have pilot programs to deliver soéial services using
telecommunications, such as providing welfare checks via automat-
ed teller machines, an experiment underway in New York, Arizona,
Maryland, Washington, Pennsylvania, and Minnesota (Richter 1990:
16A). Other services, including criminal justice activities,
might be provided more efficiently through telecommunications.
For example, Oregon is t:yinq-soa. minor criminal cases uaing
televideo, to save on tranaport and housing of prisoners. Anoth-
er possibility is "tolovisits" to prisoners in rural areas Dby
their wurban families and friends who must pay in time and@ noney
for transportation visits. Government emergency services, espe-
cially enhanced 911 services that provide nearly instantaneous
data base access to addresses of incoming calls, are increasingly
being tried by governments. cCalifornia and Arizona are beginning
serious experiments with decentralizing state workers and tele-
commuting (Niles 1989), in part to reduce automobile pollution

and congestion. The four state agencies participating in Arizona
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have experience substantial successes and the *"'positive results

just keep compounding" (Richter 1991b: 67).

Trends
Unless state pricing policies that keep access charges vwell

above costs are changed, more governments are likely to pursue

the option of private telecommunications networks. S8uch networks

are alresady well established at the national government level, by
all state governments, by mnost large citiol, and increasingly by
smaller and more moderate sized communities. Once these networks
are in-place, especially if they utilize owned rather than leased
facilities, governments are not likely to abandon them in thg
vake of rate structure changes. Thus, I expect to see the public
going private n&ro often and probably staying that way, unless
their technology becomes quickly outdated.

The exceptions are and will be wvhen governments believe that
their own choices to implement purely private networks would harm
the public switched network in their jurisdiction, and thus their
ovn competitive position as a location for business growth and
expansion. Some states have already recognized this issue and are
developing policy accordingly.

Another important and interesting trend will be interconnec-
tion policy of government networks inte other networks, especial-
ly as the service delivery functions become mors automated.
Motor vehicle licensing and registation, building departaent

records, voting registration, and a range of other governmental
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functions could easily be more productively advanced through
tolcconlunicntianq. Such linkages ‘to the outside world may
influence the types of network choices government =make. In-
creased interconnection will greatly enhance the importance of
privacy concerns. Whoe should have access to which government
data and in what form? Relatedly, what is the best funding
mechanism for access to such data and services? Higher user
prices will disoourngo-sllll users, wvhich harms the basic pronQ"
ise, but low user prices may not cover costs and will send uncer-

tain signals about public acceptance of the technology.

cenclusions

As with private businesses, while costs are not the only
reason to establish private networks, cost savings seem to be the
most important impatus for the public to go private. An increas-
ingly important trend is for governments to move from using these
networks mostly for 1ntornli communication and productivity
snhancement to using them for external client aervices.

Some of these government networks are very large enter-
prises, that have been made even larger by the aggregation of
govornnontrdcland as with fTs 2000 and Indiana's Intelenet. One
1irgo netvork is p:ohnbly‘bnttar for governments than a substan-
tial number of potentially bhard-to-connect agency networks.
Redundancy can still be achieved (at a price) from the pubdblic
switched network. |

Overall, governments would probably do well to take a some-

what broader potnpictivo than ﬁrivato businesses do. They could
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emphasise not just costs but economic development, infristructuxo
and technological ‘push" in their procurement decisions. They
could also work more closely with regulatory bodies, mainly the
Fce andlstato PUCs in developing coherent government approaches
to this industry. Por example, in New York state (Bchllndﬁ et al

1989: 32): "Neither the 0Office of General Procursment or the DED

‘Dapartment of Economic Development] links state procurement -

policy with economic development." It is understandably diffi-
cult for government procursment officials not to take full advan-
tage of any available short-run cost savings, particularly in
these times of severe state budget shortfalls gllrovcr the na-
tion. still, farsighted leadership and coordination omn this

issue could pay large dividends.

25



BIBLIOGRAPRY

Caudle, Sharon and Donald Marchand. 1989. Managing Information
Resources: New Directions in 8tate Government. Syracuse
University School of Information Btudies.

Cole, Ann. 1989. "Telecommunications can bring back the Vitality
of Rural America." May.

Davidson, William, Anne Dibble, and Sandra Hom. 1990. Telecommu~
nications and Rural Economic Development. Report prepared for
United States Telephone Association. October.

Fulton, William. 1989. "Getting the Wire to the Sticks." gGovern-
ing, August.

Heller, Nelson. 1990. "Telecommunications Xakes a Call." 1In
Business Week supplement, The Technology Revolution Comes to
Education, December 3.

Hudson, Heather. 1990. "Telecommunications Policy -~ The State
Role: A National Overview." Paper presented to the Righteenth
Annual Telecommunications Policy Ressarch Conferences.

Maine Report of Governor Jo-oﬁh Brennan's Task Force on Telecom-
munications. 1985. "New Directions in Maine's Telecommunica-
tions Policy." June. Prepared by Maine State Planning o0ffice.

uichiqan Governor's Telecommunications Task Force. 1990. "“"Connec-
tions: A Strategy for uichigan'l Future Through Telecommuni-
cations.” May.

Nagim, Sufi. 1990. "Telecommunications Policy and Rural Economic
Development.' Monograph.

New York Information Sources. I appreciate the help of the
following individuals regarding Mew York State networks. Dick
Stannard, Louis Ceddia, and Terry Monroce - New York sState
Public Service Comaission. Tim Wendt - New York State Indus-
trial Cooperation Council. Sharon Dawes - New York astate
FORUM. William Holstein - ISIS, SUNY Albany. Bruce Spriggs -
SUNYNET. Jack Heinsohn - EMPIRENET. Kevin sharekopf - CRIN-
NET.

Niles, Johm. 1989. "Telematics: A FYorce for Development." In

Points West: An Idea Letter for the New Roonomy, published by
the Center for the New West, Denver, Colorade, Autumn.

Offica of Technology Assessment. 1991. "Rural America at the
Crossroads: Networking for the Future: Summary." Washington,
D.C.

26



