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Executive Summary

Many industry experts agreethat investmentsin high-speed I nternet servicesare not taking place asfast
asthey should be and that public policy needsto createincentivesfor speeding investment inthisarea.
Thelack of high-speed Internet service deployment isan issuethat isreceiving considerabl e attention at
the Federal Communications Commission (FCC) and in Congress.?

In order to evaluate public policiesthat would speed deployment of broadband services, itisimpor-
tant to analyze the market convergencethat isunder way, the extent of high-speed serviceregulations
and how they affect deployment, and concernswith market structure for these services.® Based onthis
analysis, we propose public policy changes and eval uate how these changes would speed deployment
while protecting consumers. Themajor findingsinthisreport areasfollows:

. Cabletelevision, wired telecommunications, and wirel ess telecommunications—once distinct
industries— have converged into an information sector that now provides high-speed | nternet
servicesto consumers. However, regulations have not kept pace with thisindustry convergence,
leading to asymmetricregulation, asituation where similar high-speed services are subject to
dissimilar regulations. For example, cable modem servicesare generally free of regulations, while
digital subscriber line (DSL) servicesfaceintrusiveregulations, but only if these servicesare
provided by incumbent local exchange carriers (ILECs).

. ILECsare discouraged from investing in high-speed services because of asymmetric regulations
that require them to lease their network facilitiesto competitors at pricesthat do not fully recover
costs. When businesses cannot recoup the costs of their investments, they are discouraged from
investing, and consumerslose.

. Because of slow investment, DSL market penetration hasfallen significantly behind that of cable
modem services. In effect, asymmetric regulation hasled to cable modem dominanceand in-
creased market concentration, which has reduced intermodal competition and increased
anticompetitiverisksto consumers.

Based on these findings, we propose amodel of symmetrical regulation, oneinwhich regulatory rules
arereduced and equalized between the various broadband services. Symmetrical regulationswould
produce lessrisk to consumersand create substantial incentivesfor speeding broadband investments.

Someregulatory oversight, however, isneeded in order to provide aminimum standard for open
networksfor Internet Services Providers (1SPs). In addition, because asymmetric regulation has pro-
moted cable modem market concentration, mergers among these providers should be discouraged until
regulatory symmetry hasresulted inincreased investment and intermodal competition.

The benefit of symmetric regulation isthat it would encourage intermodal competition of broad-
band providers. Thisintermodal competition would speed benefitsto consumerswho would use these
servicesto access bandwidth-intensive content and applications. One study predicts nearly $500 billion
in benefitsto consumers, including the creation of new services, such astelemedicine, worker training,



public services, servicesto the disabled, and public safety. Another study estimatesthat 1.2 million new
jobswould be created if broadband serviceswere fully deployed. Becauseinformation technology (1T)
jobspay, on average, 85% more than other jobs, building a nationwide broadband network could provide
an important source of high-wagejobsfor working families.

In summary, there does not appear to be any benefit for continuing asymmetric regulationson
broadband services. Theseregulations have prevented intermodal competition, discouraged DSL invest-
ment, and |ed to cable modem dominance. Conversely, symmetrical regul ation would heighten

intermodal competition, increase investment, lower consumer prices, and provide safeguardsto consum-
ers.



Introduction

Over 80% of Americans have accessto the Internet in some manner.* For consumers, most still usetheir
telephonelinesfor dialup Internet accessto news, electronic mail, entertainment, instant messaging,
software downloads, shopping, and other online activities. Asthelnternet grows, however, so have
consumer appetitesfor more bandwidth-intensive content, such asmusic, quick timevideo, software,

and pictures. AsFigureA demonstrates, theincrease in bandwidth-intensive content hasresultedina
50% to 60% increase in downloading timesfor those consumers using dial-up I nternet access. Waiting
for computer screensto fill hasresulted in $25 billion ayear inlost e-commerce® and countless billions
of dollarsinlost timefor consumers.

Broadband serviceswould provide much needed relief to this congestion, if they werewidely
available. However, broadband services have not been ubiquitously deployed inthe United States, and
45 million househol ds have no sel ection among broadband providers. Furthermore, only about 4% of
consumers subscribe to broadband services, much of it at speedswell below what the technology is
capable of delivering.’

Coincident with the slow deployment of broadband services has been the financial turmoil affect-
ing the T sector over thelast year. IT investment declined last year for thefirst timein decades, accord-
ing to Department of Commercedata. Intermsof job losses, half of layoffsannounced last year were
from corporationsinthel T sector.® Despitetalk of an economic recovery, thel T slowdown continues.
ThelInternet-related economy haslost much of itsluster, and I T stock prices, investment, and new orders
for equipment have not rebounded.

Can speeding broadband investment provide aboost to the I T economy and stimul ate economic
growth? Can speeding broadband serviceseliminate I nternet delays and congestion? If broadband isso
promising, why thenisbroadband deployment inthe U.S. falling behind that of South K orea, Canada,
Hong Kong, and Germany?

To better understand why consumer broadband servicesarenot being deployed asfast asthey
should be, thisreport will provide an empirical review of the broadband market, itsstructure, and
regulations. Wewill provide abasisfor determining how public policies can be changed to promote
broadband depl oyment and improve consumer welfare. Before exploring the public policy consider-
ationsfor promoting high-speed services, it isimportant to understand why services such asthese are so
important to consumers and the general health of the economy.



FIGURE A

Dial-up Internet services are getting slower
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Source: Keynote Consumer 40, Internet Performance Index, as of April 6, 2002.






