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Population: 287.9 million
(2002 estimate)

Area: 3.54 million square
miles (app. 9.17 million
square km)

Median Household
Income: $42,148 (2000)

UN HDI rank: 6



clivided betweensFederal and state governments, and
anches of the Federal government.
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BEGREINEEAIEWOr Kk for Competition

ORSN AIIGIAESNIOHINGEIENE) COITPELILoN. Iaws ana sector-specific
[lyys elrie] fECLIEIHOS

NEVWAWES St (Im O'Eme ted between 1890 and 1914 to
PELtienN and oror It use of market power to restrain trade

NEMan ACH (l" 90) prohibits trusts and monopolies, as well
. S J” USIGRNIErEStraint oi trade.
, v

21 ClaytonrAct (1914) prohibits mergers or other combinations

tha ub tant Lially” Je;y competition, calls for advance review of
deals.

Bell System Divestiture (1984)



INEIEIMEWE (Cont)

2gan sector-specific regulation
rly decades of the 20" century.
Juze JeVEIIMEnts Began regulating telecommunications
] eJrJurJJrJngJor;? rough public service commissions.
IRigerRadio Act ol 1927, the Federal Government began
ICENSInoNadiocommunications and broadcasting.
The Communications Act ofi 1934 set up the FCC, began
r*c')rrurdneju ve regulation of wireless and wired
mmunication:

The ecomn nlcations Act of 1996 enshrined
competition as a goal in all telecom markets.
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EEVEIment Players in Telecom Policy

I
N MBI IE5SESIA)SHES Lelecomimunications policy within the
Feefgrel goyErfiiErg

(Iowe Aouse) and the Senate (upper
islation directly affecting telecom
arding general competition
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tablished an independent agency, the FCC, to
enfo GENSER ror—' ecific laws and regulate telecom industry “in the
public interest.”

The Federal Trade Commission (FTC) and Securities and Exchange
Commission (SEC) impact communications industries.



Government Players
(cont.

Executive Branch :

petment offdustice’ (DoJ) enforces U.S. antitrust laws.
i

iiher Deparmeninei:Commernce (National Telecommunications
and igleetiont Admi murgld on) and the National Economic
CouncilradviseserPresident on telecom policy issues.

{I

i The tate De Jrlrrme and Office of the U.S. Trade

Repre entative (USTR) represent U.S. telecom policy positions
outside the 1,2 |

|




Govemment Players
(Cont.)

r:
JStiget CoutsN(IoWerr courts) hear claims of violations of

2IW/s elplel ) specﬁc circumstances, claims involving
JHCHEWS (€.9., the Communications Act, as amended
OIMEACT).

al CircuitiCourts (appeals courts) may review FCC orders.

The U.S. Supreme Court is the final arbiter of all legal disputes
iInvolving antitrust er sector-specific laws and regulations.



At Players

ocal governments

MAYAENECt Iaws governing telecom
EEUCESTaNd SErVIces within their state borders.

S) el * Implemented and enforced by public

[CENCOIMIMISSIONS ﬂ Ich are generally multi-sectoral.

2 courtsnterpret and adjudicate claims based on state

contract law: and sector-specific statutes, subject to federal

judicial review.

Local governments may affect competition through

franchising authority, wireless tower site permits or
construction permits for cable conduits.




slowe FeNor P Application of Competition
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AQitriSt Enpforcement

—  Cjvil anc erirpinzleegieps oy iglea] e partment or FTC may result in court
JUCOIMENLS GIACEH)Y
VIErger reviews: Uneeist layton Act apply merger guidelines to gauge the
clifect OIRIneE (Ket concentration

America Online and Time Warner (FTC)



slow ke or; gation of Competition

IWENAPPlicateREMVIErgER GUldelines and the Herfindahl-
Siiseinenindex @SS nRiVierger Reviews

_DENRIERENarKet
| dERuigNmarket pasticipants andtlikely entrants
PEIEMINING market con entratlon using| the HHI
PDetermimnortie likelihood of coordination
ONJucHing a market entry ar alysis
Analyzing mzer aI efficiencies
on dere tion; of Imminent failure




S OWATE V6N AppJJgar on of Competition

ASymmetric Reguiation vy the FCC

0/ Joac/f e J///c/[/J// /f/ e J S. has /f/r' rporatea’ asymmetric
S/ICENIIE, _/ J/JJ

— COompuLes JJ/FL\A

— Dominant carrier regulation



NOWAHA VRS SIE Application of Competition
Poelicy (Cont.)

IHENMASymmeEtHCrErameworik of the Telecommunications Act
S RIGMELERERCePEtitionNSia key, but not exclusive, goal of the Act
= Pro-CompEutenNiienoates are applie od asymmetrically

IRterconnECeRand rﬁle — all carriers

Unbundling, collocation, and resale at wholesale discount —
iIncumbents

Section 271 checklist
BOCs

and Section 272 structural separation -
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6o liclecom Act Requirements
BOCs

nterLATA prohibitions
vision of interLATA
~ services via separate
affiliates

e interconnection in

00

nectic

le point

ﬁ )rk unbundling (UNESs) at cost-
es

at any technically

ocaiqn
¢ |nfrastructure sharing
rohibit resale of services
E ability
Dialing Parity
A ccess to rights of way
* Reciprocal compensation for termination of calls
e Offer interconnection
« Coordinate for network compatibility
* Provide access to disabled
e Contribute to universal service fund based on interstate servicesx
provided to end users




gation of Competition

dings (Merger Reviews)
tandararis orognder than the antitrust standard; not

[en;, but all"factors nrthe public interest are
J IANIES FEVIEWS

el evaluaung competition as a factor, FCC also undertakes
MaikeEt POWEN ,lgﬂhm

, deguisition of Ameritech

merger with WerdCom



Irisdiction

VeSO RSN EG U BN/ IEIIeWort, Slates regulate  intrastate
SCIBEsS e IIeYECoYEegU/ates Jaterstate services.

= AnencEteEEneEEnalysis ]s)ba.pjr Ied tercommunications to
deteHMINERVAETNEN thEey Cress state boundaries.

=

Courts have ruled that states are “sovereign” within sphere of

requlating purely /ntrastate services.

States have role in implementing national policies; there is
creative tension in dialogue with Federal government.



Pepartment a Regulator?

NergelyaiRran ex-ante'manner, while antitrust
FOEIAappPlied ex-post.

=
“Y\elies Jog,“ ntervening only' when necessary to correct

MElilncleNS ’

pIdog,” directing the market toward outcomes
ngr 5.

— Merger reviews get close to overlap, but are performed using
different standards for potential outcomes.
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Su \/J\/rll of fittest In a jungle of overhead lines,
1695 10 ID/Os ’

{I
Rise of the regulated “natural monopoly,” 1920s to
1970s |

Divestiture and the growth of competition in long
distance and CPE markets



| Competition in the
UJSJ (_CJ( )

o1 Competition

providesaearly 20 million switched access lines

NUmMBERBIINES grew 149 in second half of 2001.
Residential’and small business customers remain a
. mina ity (48. 3%, of CLEC customers.

Coaxial calble m@used for telephony only reached
1% In 2001.

Assessment: local voice competition growth remains
Incremental.
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calfSenvice (Cont.)

o

CLEC Market Share Growth

B CLEC Share

Source: FCC
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Lecalf Service (Cont.)

-
The per LEC lines that'serve residential and smalll
Igusi n ha‘en to nearly 50%.

= =

Growth in CLEC Resdentia and
Small Business Lines

Decembeae 2001

June 2001

B Reporting CLECs

D 2
ecember 2000 B Reporting ILECs

June 2000
December 1999

o 20 40 60 80 100

% of linesthat serveresidential and small bud ness customers

Source: FCC
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‘fﬁng Distance Service

Long Distance Market Shares
1934 - 2000

= Vere than 780

| PENIES are classiiied
as toll carrers, but the
|2gESi: Threeemain
AT&WCI and SPRt. — AT&T

WorldCom

Sprint
— All Other
— Regional Bdl

Long distance Is' a
stagnant market
segment, due to rising
Internet, VOIP and
wireless use.




CCesSS

»
able Modem, ADSL Lines

N at Least One Direction)

Millions

O ADSL
B Coaxial Cable

OFRLNWKMOUGIONO®

Dec.1999 Jun-00 Dec.2000 Jun-01 Dec.2001

Per centage Change
Dec. 2000 - June 2001 June 2001-Dec. 2001
ADSL 36% ADSL 47%

Coaxial 45% Coaxia 36%



SpPEedl aceess lines as those with a
Kbps In at least one direction.

—AGGEIETEIgr broadivand network deployment is a top
PHBHILY Tor the WC and Congress.

ategies (fixed wireless and satellite)
JUJ d in the U.S. market; interest rests
noly \J\/J (A unlicensed WLAN opportunities (e.g.
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- The U. 5 as| struggled to define spectrum for
\ 3G, but r ntly allocated two paired blocks of
4: \]rli at 1.7 GHz and 2.1 GHz

Delay in allecation andi licensing ironically let
U.S. avoid 3G auction bubble.



Intermodal C omgez

SENUESH S| SEEInONnCreased blurring of competitive
INESTEINBRENNAIKEL SEgMENts

S BIeadanal Intermnet access competition between
LEIEPnOenEand canle TV
VeIcercompetition between wireless and wireline
arriers.

The convergence ofi competition has complicated
U.S. regulatory categories and led to calls for
“regulatory parity.”



sliEniReompetition Policy Issues in the
LS

Lrlg reigrenieltian o MEiva g e leldiieiellde]
OMpELtivENocal exchange carriers are locked in a
pelindied n e'\ur'/ element platform” (“UNE-P”)

-~ Incur ipjel ¢o)
| “ur

lpletlghle ‘ | erred in the past by designating
Unnecessar NESFtiaUs ercutting incentives to invest in
Ompeti

\
Competitors and state lieve UNE-P' availability is needed to
encourage market entry’ and consumer choice.

A federal court has remanded the FCC’s unbundling and “line-sharing”
orders.
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COMPENON POIICYAIISS SUes (Cont.)

»

Dec. 1999 June 2000 Dec. 2000 June 2001 Dec. 2001

M Resold Lines B UNEs [ Facilities-based lines

Source: FCC



nd Rollout

WIEN=CONSREXEITNITNIEG, SeVeral Ways [o. poSSIbly
L ey aneHNeCIACUTPEnLs  broaaband
IEWVOIReOIIENINGS, 1T alil eNort [0 spur accelerated
(QI=OL]L; |

— Inctimienigeariiers ane calling for deregulation and
~ [egulatery parity, arguing that current policies constitute a
disineentive tor investment.

Competitors and cable TV companies believe deregulation
will lead to leveraging incumbents’ loecal market power into
broadband, IP networks.



UnIversalsService

IHEN=CEISNEL Y gIoWig GUestions: regaraing the
OIEIE)NEV el OIdeNIVersal service buraen, the cost
Qf zlelnirlisrErleel iglE xﬁm ar c/ e method ofr levying
e ColuINBYI AITIOLILS
he Qrojegted total ofi USF costs for the fourth quarter of 2002
5151 5EEMIeRReIr$6. 34 hillien, Iff annualized.

arrers ic'@s‘ argrowingl number of legal challenges based on
allegatiens of U\ grcharging” to collect contribution amounts

The ECC is considering proposals to revamp the collection
system by basing it on “connections” rather than on revenues.

Questions have been raised regarding fairness of contribution
levels assessed on wireless carriers.
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PIEIUSIONS

o U-SECOMPENIGNTPOIICY Was not created, it evolved

e of divided government,
Ve roles to play, within multiple

. _ v '
U.S. competition policy balances ex ante rulemaking

and ex postlaw enforcement.

The U.S. system Is based on rule of law and legal
precedent, not short-term political shifts.



SNIMEMEED torevoId clderJJJr ative overlap in
ZPPIYINCFCOMPELLION j9C lcy

IMENMEEUNO ﬁalmf”- and avoid tension

aijenepaiiferent poelicy players within the

IEUENA goVEern! J:*! and between federal and
SUAERGOVErNMENLS

"~ Managing policy formulation and
Implementation amidst constant litigation and
judicial re\ﬂf(\)/
Keeping sight ofi, and marking progress toward,

policy goals amidst the complexity of
governmental processes



