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Little Empirical Evidence that Section 2 Decrees
Have Improved Consumer Welfare

In reviews of major monopolization cases, Crandall (2001) and
Crandall and Winston (2003) find little evidence of consumer benefit
from structural remedies.

Similar lack of benefits found by Crandall and Elzinga (2004) in
examination of injunctiverelief.

No empirical evidence of increased output or lower pricesfollowing
iImposition of the decreesin 18 of 19 cases studied.
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U.S v. AT&T (1982) IsGenerally Viewed as
Most Successful of Major Section 2 Cases

The 1982 AT& T decreeisthe major (apparent) exception.

Thedecreerequired vertical divestiture of Bell operating
companies and equal-access obligations for divested local
companies.

Near-term result: long-distance servicesincreased and U.S.
long distanceratesfell.

But was increased long distance competition dueto vertical
divestiture?



The Monopoly Bottleneck in U.S. v. AT& T

AT& T’ slocal telephone monopolies accounted for 80-
85% of accesslinesin 1982

Section 2 case focused on use of these monopoly
“bottlenecks’ to extend monopoly into long-distance and
terminal-equipment markets

“Inverse Ramsey” regulatory pricing of local and long
distance services created incentivesfor entry and for
AT&T to attempt to block it.

But was vertical divestiture, i.e., isolation of the network
monopoly bottleneck, necessary to obtain competitive
resultsin long distance and terminal equipment?



The Decree Appearsto Have Wor ked
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Despite the Apparent Successof AT& T Decree,
No Other Country Pursued Vertical Divestiture

Following U.S. example, most countries simply
required incumbentsto originate and ter minate
entrants’ calls (“ equal access’).

Canada liberalized long distance servicesin 1992-93

EU liberalized telecom servicesin 1998.



L ong Distance Rates Fell More Rapidly in EU
and Canada without Divestiture
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U.S. Long Distance Rates Fell Largely Because
FCC Reduced Switched Access Rates

Interstate Long Distance Rates and Access Charges, 1992-
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Competition in Long Distance Market Did Not
Require“Isolating the Bottleneck” through
Vertical Divestiture

 Simplerulerequiring origination and termination of
traffic over incumbents switches worked well in U.S.
and elsewhere, but did not requireisolation of the local
bottleneck.

« Ironically, but for inefficient regulatory “ univer sal
service’ pricing, entry into long distance may not have
begun occurred in 1970s.

o AT&T divestiture exposed thefolly of the FCC’s
pricing policy and forced it to reduce access char ges
after 1984.



“Isolating the Bottleneck” Was Costly and
Difficult to Administer

e Econometric analysis of telecom productivity suggests
that adjusting to decree cost $5 billion of lost
productivity in 1984-85.

 Ongoing waiver processfor line-of-businessrestrictions
IS estimated to have cost another $1.4 billion.

e Changesintelecom markets and technology created
Increasing tensions and problemsin enforcing the
decree—leading to new legislation in 1996 that created
further costs.



FCC and AT& T Decree Failed to Anticipatethe
Role of Wireless Competition

FCC was allocating spectrum for “celular” telephony
In year DOJ brought the AT& T suit (1974).

Regulatory battles over assigning licenses delayed
launch of cellular service until 1983.

FCC assigned only two cellular licensesin each market,
but AT& T decree allowed incumbent Bell companiesto
keep one of them.

Full competition in cellular service did not begin until
1995-6 asaresult of Congressional mandate to auction
new spectrum in effort to narrow the federal budget
deficit.



Wireless Provided the Greatest Impetusto U.S.
L ong Distance Competition

billion minutes/yr.

Actual v. Predicted Wireline Interstate Terminating Switched Access

Minutes
900
- _ Wireless
800 - Access Diversion Diversion
Begins? Begins
700 -
600 |
500 -
400
[ T — -~ _
300 - / — —
200 -
100 -
O | | | | | | |
AN (90) < Lo O N~ (00] (@)) o i AN (90) <
(@)} (@) ()] ()] (@) (@) (@) (®)) o o o o o
(@) (@) (@) (@) (@)} (@) (@) (@)) o o o o o
— — — — — — — — N N N N N
- — Actual Predicted

Source: FCC, Author's Estimate




The“Price” for Endingthe AT& T Decree Was
the 1996 Telecommunications Act

1996 Act launched network sharing under an
“Impairment” standard, not the “ essential facility”
standard in antitrust.

In other countries, sharing is confined to thelocal loop:
acronym isLLU or “local loop unbundling.”

But useof LLU by entrantsto offer standard, voice
services was not profitable; most entrants failed

FCC then expanded sharing criteriato “ UNE-
Platform”— allowing entrantsto lease entire platform

Broadband entrants were allowed to lease only the
upper frequencieson local loops at very low prices
through “line sharing’



Eight Yearsof Network Sharing Under the 1996
Act Did Not Produce M eaningful Competition

Most entrants failed and disappear ed, stranding at |east
$50 billion of investment.

“Unbundling” for traditional voice servicesthrough
UNE-Platform was largely a wealth transfer from
Incumbentsto entrants—-MCI and AT& T —and
telemarketers.

Broadband entrants did not develop viable businesses
through network “line-sharing.”

UNE-Platform and line-sharing for broadband have now
been abolished dueto DC Circuit rulings, and the 1996
Act’sexperiment in forcing local competition is ending.



After TwelveYearsof the AT& T Decree and
NineYearsunder the 1996 Act, Telecom Is
Vertically Integrated Once Again

Verizon bought MCI, and SBC bought AT& T in 2005.

| ndependent long distance companies could not survive
In the new era of wireless and Vol P competition; non-
Integrated local entrantsfailed in droves.

Twenty-one yearsof court- or FCC-enforced vertical
separ ation did not create meaningful local competition.

Technical change, not antitrust, eroded thewireline
“bottleneck.”



Thelrrelevance of the Bottleneck Today

Cdlular wireless, cabletelevision and even fixed wireless
platforms prowde power ful competition to fixed-wire
telephone companiestoday.

Wireless and Internet telephony not only take the
“monopoly” out of the“ monopoly bottleneck,” but
threaten to render the network obsolete.

ILECs must now invest enormous sumsin their fixed-
wiretelephone networksif they areto be able to compete
with new player s and the cable companies.

L esson for antitrust and telecom policy: changesin
mar kets and technology have eliminated the need to
worry about fixed-wire bottlenecks.



The L essons L ear ned

e AT&T decree may have“worked” at first, but amore
limited decree would have worked just aswell and at a
much lower social cost.

« Thedecreewasin forceeither directly or through its
successor —the 1996 Telecom Act —for too long because
It created political clients, the entrants and thelong
distancecarriers.

« DOJ starget should have been the FCC, not AT&T,
because the FCC failed to establish sensible
Inter connection policies and delayed wireless
competition for morethan a decade.



