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EXECUTIVE SUMMARY

This research prbject addresses the 1ssue~bf.the Canadian telecommu-
nications environment to the year 2000. In pgrticu]ar, observations are made
and daté is assembled concerning the evolving te1ec0mmunicafion’techno]ogfes,
market structures, and regulatory framework_ along with further comments
concefning their impact on each another. Two major types of sources were

J
utilized. First, an extensive computer-based literature search and review

was undertaken and second, interviews with senior telecommunication decision

makers from all sectors, including public and private enterprises in Canada

were held.

A major component of the project involves the création of a series of
building blocks which detail three majof‘te]ecommunication elements. - These
include:

1, Technology and Services

2. Market Structure

3. Regulation

In turn, the preceding blocks are combined into scenarios that reflect a
fange of outcomes from a minimal impact scenario to a number of considerably
altered telecommunication environments by the year 2000. Both the bui]ding
blocks and scenarios were forwarded for discussion and féedback regarding ‘the’
elements of the building biocks as well as the perceived likelihood of the
various Scenarios. In addition; commenfs were received with respect to what

factors will either inhibit or encourage the evolution of certain scenarios.
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Finally, a major piece is included which dea]s with int
communication concerns and influences. The issue of "bypass”
alluded to in the literature review and some of the feedback is di
detail 1ﬁ Chapter Six. This chapter feviews the defegu]atony tre
United States and speculates on the susceptibi1i£y of the Canadia

munication market place to poteﬁt1a1 U.S. entrants.

ernational
which is
scussed in
nds in the

n telecom-

The final chapter provides a summary of the research, including a

discussion of the fimplications of the feedback concerning the most Tikely

and/or most preferred building blocks and scenarios. The following major

conclusions are forwarded.

(1) The preeminent dominance .of technological changes "in the

telecommunication industry 1is determining not only market

but also the viability of some public policy decisions.

structure,

(2) A national telecommunications policy framework is necessary.

(3) A joint federal/provincial regulatory authority should be created

to facilitate the development of national telecommunication

p1énning.

(4) Increased competition is inevitable.

(5) An interim phase allowing for gradual rate-rebalancing ip a

regulated environment is necessary prior to an inevitable, more open

and competitive telecommunications environment.
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-~ EXPOSE SUCCINCT

Ce projet de vrecherche s'adresse d la question du milieu de

télécommunications au Canada jusqu'a 1'an 2000. Notamment, nous faisons des
observations et nous assemblons des données au sujet des technologies
toujours croissantes en télécommunications, des structures du marché, et des
cadres régulateurs. Nous aVangons aﬁsﬁi des observations sur 1'impact de

1'un sur 1'autre. A cette fin, nous avons exploité deux principales sortes

de sources. En premier 1lieu, nous avons entrepris, par moyén d'un

ordinateur, une recherche et une rééva]uation‘considérab1es de la l1ittérature
en telécommunications, et, en deuxiéme lieu, nous avons eu des entrevues avec
les cadres principadx.de toué les secteurs qui contr81ent 1e$ orgahes de
déciéions y compris les entreprises publiques et brivées au Cahéda. |

Une composante majeure du project engage la création d'une série

~d'unités de base (building b]ocks)‘qui exposent en détails trois principaux

@1éments de télécommunications. Ceux—ci.domprennent{

1. Technologie et Services |

2.. Structure du Marché

3. Reglements
En outre, ces unités de base sont réunies en‘scénarios quﬁ réevélent une gamme
de résultats en passant d'un scénario suggérant un impact minimal & plusieurs
milieux de té]écommuhication ayant subis' des changements importants en 1'an

2000. Nous avons retransmis les unités de base et les scénarios afin

d'engager les pourparlers et les reactions vis-3-vis les &léments des unités

. . s, . - .
de base ainsi que la probabilite des divers scénarios. De plus, nous avons

recu -des commentaires quant aux facteurs = qui _soit. emp&cheront soit

encourageront le développement de certains scénarios.
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En dernier lieu, nous présentons aussi une partie importante qui

traite d'intéréts et d'influences internationaux en communication. La

question de contournement (bypass) a laquelle nous faisons a]]usign dans le

o / . /7 .
parcours sur la Tlittérature et dans certaines des reactions recues est

discutée au Chapitre Six. Ce chapitre réexamine les tendances vers Tle

déréglement aux Etats-Unis et s'interroge sur la prédisposition
canadien en télécommunications a 1'entrée éventuelle des concur
Etats-Unis.

Au dernier chapitre, nous fournissons un résumé de la rec
compris une discussion des implications des réactions au sujet des
base et des scénarios les plus probables et/ou les plus privilégj

avangons les conclusions principales que voici.

du marché

rents des

herche, y
unités de

és. Nous

1., La prédominance des changements technologiques dans le domaine de

la télécommunication décide non seulement les structures du

marche mais aussi la viabilité de certaines décisions

pubtic,

d'intérét

2. La formulation d'une politique nationale en télécommunication est

essentielle,

3. La création d'un organisme paritaire fédéral/provincial, investi

d'un pouvoir de réglementation, faciliterait le developpement

d'une planification nationale en télecommunication.
4, Une augmentation de concurrence est inévitable.

5. Une vremise au point graduelle des tartfs dans u

z ¢ 7 . £, P T .
réglementé sera necessaire pendant une periode intérimaire qui

n milieu

précéderait le mouvement inévitable vers un milieu de

té1ecommunication plus ouvert et plus concurrentiel.
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CHAPTER ONE
AN OVERVIEW

Introduction

Canada, Tike other Western nations, is in the midst of a period of
substantial transition, particularly in the telecommunications sector.
Indeed, the basis of our national economy is shifting. Once a re-

source-based, industrial society, Canada's reliance on information is rapidly

increasing. The dawning of the Information Age was ushered in by dramatic .

technological innovations and advances in communications systems as exem-

plified recently by the convergence of the telecommunications and computer

industries. This blending of communication technologies enhances the ca-

pabilities of each but it also inhibits the abjlity to controf or’regu1ate
their use or development even for 1egit1méte national goals or-objectives.

. Currently, a number of monopolies, guided by .regu1atory forces,
dominate the Canadian telecommunications. market. . Econdmies of scope and
scale, exaggerated by the vast size of the country and its widely dispersed
population, reinforce this market structure as an efficient and effective
methéd of providing telecommunications services, barticu1ar1y to meet nation¥
al objectives. ' |

Recent developments, however, question this premise. Not only is
competition possible in several emerging service areas, buf it is also
technica]]y'feaéib1e~in the deTivery of basic services. This new trend is
considered inevitable, if not desirable, by many.who are familiar with the

evolving telecommunications environment.
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A number of competitive forces exist. One is the example set by the

U.S. industry. In addition, as the traditional service and suppl
aries continue to blur, the pressure to deregulate or at Teast, re
increases. Technology is changing the areas of communication ente
challenging the role, as well as the effectiveness of the current

framework, Furthermore, it must be noted that some of these ¢
services are available from foreign sources, outside of the P

Canadian regulators.

jer bound~-

~-regulate,
rprise and
regulatory
ompetitive

urview of

In Canada today there are a number of regulated telecommunications

entities which come under the federal regulatory umbrelila. Some

because of historical accident and others through deliberate policy

are there

decisions

so as to ensure that the federal position is maintained. But now, a series

of new telecommunication services and suppliers are emerging whic

restrictions or conditions placed upon their market or economic behaviour.

They, ironically, are the'representatives of a free enterprise model in which

the dynamics of the market place determine the winners and losers

other hand, regulated telecommunication carriers and suppliers must work

inhibit communication and market place realities.

A new public policy agenda is evolving which considers at

major types of issues.1

~through a maze of requirements and suffer the time de]aying processes which

least two

One involves arrangements for the information

infrastructure or conventional communications policy. A second issue area is

1
Communications for Tomorrow, Policy Perspectives for the 1980s, ed

Robinson (New York: Praeger Publications, 1978), p. 1Z2.

4

Marc U. Porat, "Communication Policy in an Information Society," in

. Glen 0.

h have no

On the
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information'pq1iqy, the application of the information teﬁhno1ogy in other
sectors of Canadian society. Policy makers can no longer ignore or diminish
the impact of technological change on existiﬁg:economic, social and political
systems if these technological innovationé_are to assist in the achievement
of broader goals for the bénefit of Canadian society. Despite the importance
of these issues, this paper primarily addresses the first question. Many

concerns exist regarding the telecommunications infrastructure. These range

" from maintaining technological standards and compatibility to ensuring access

to service to resolving jurisdictional issues.
However, without a well defined policy. agénda these matters may pass
from political to judicial decision-makers. ‘The recent case involving AGT

2 The court bases its

and CNCP.Te1ecommunications serves as a vivid example.
decisions on mnarrow legal interpretations. The possible political ramifica-
tions of these decisions are not considered; nor is. there room for'negoé
tiatiOn;and.compromise., Therefore, in order to achieve their objectives;
Tegislators and their regulators need to understand the environment and
determine what goals can be kéa]istic]a]y achieved. |

The purpose of this study is to make some observations about evolving
telecommunications technologies, market structures and regulatory frameworks

and the manner in which they impact on one another. It develops, describes

and assesses credible, interné]]y consistent projections of alternative tele-

communications futures to the year 2000, As such, it permits decision-makers

2A1bertd5'Government Telephones v. CNCP Telecommunications & CRTC
(Federal Court, Trial Division, Reed J., 26 October 1984, not yet reported).




to evaluate each alternative from a public policy perépective. Deci
then be taken to foster or inhibjt the development of the propﬂs

scenarios. (detailed later)

Approach and Methodblogy

vca]

sions can

ed future

This study was undertaken at the request of the Telecommunications

Policy Branch of the federal Department of Communications as a coptribution

to its telecommunications policy review.

objectives: to develop, to describe and to assess credible al

The project had three related

ternative

futures for Canadian telecommunications over a ten to fifteen year time span.

The approach taken was dictated by these objectives and combined a

alternative data gathering and evaluation methods.

series of

‘The first major task was to assemble, through an extensive compu-

terized literature search, a series of background texts and article
with the general area of the future of telecommunications. Also ing
a technology review supplied by Loecus Informatics Inc. (Ottawa).
identified currently relevant issue areas and disclosed récént and
future developments in the telecommunications environment. Detail

tion was directed to three specific topicse¢ regulation, carrier

s dealing
luded was
This task
possible
ed atten-

roles and

services and pricing. However, the literature concerning recent technologi-

innovations was also addressed, in an effort to assess future

app]icatioﬁs.

possible
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On the basis of the insights and information gathered during the

Titerature search, a series of building blocks and integrated scenarios was ‘

. developed. (See Appendix I.) Each of the building blocks addressed one of

three elements. Although.a number of poséib]e.blocks can be imagined, these

were limited to include:

1.

. Regu1ation

Technology and Services - Conservative Development

- Innovative Development

..Mérket Structures - Minima]fCompetition

- National Competition

- International Competition

Modified Status Quo

Joint Regulation -

Federal Control

Minimal Regu1ation

To create the five alternative credible futures, one block from each

of these elements was incorporated into a scenario. Predictions, based on

the Tliterature review, were made as to the prbbable outcome of each com-

bination.

I.

II

III

The scenarios provided included:
Conservative‘Technb1ogy and Services Development
Minimal Competition

Modified Status Quo Regulation.

Conservative Technology and Services Development
International Competition -

Federal Control

Conservative Technology and Services Development
Nationa]-éompetition

Minimal Regulation
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IV - Innovative Technology and Services Development
- National Competition
- Joint Regulation
V - Innovative Technology and Services Development
- International Competition

-~ Federal Control

In order to assess these scenarios in terms of their internal consis-

tency and 1likelihood, 1input from a variety of sources was sou

ght. The

building blocks and associated scenarios were presented to knowledgeable

individuals involved in the telecommunications industry for their review and

analysis. The data base was derived from telecommunications common
cable television companies, manufacturers, users and consultants.
more than seventy individuals or companies were approached. Fee
received through personal interviews, telephone conferences and/o

responses.

carriers,
In total,
dback was

» written

Approximately forty percent of the selected subjects responded to the

request for input. ’Although this reflects a higher than average

response

rate for this type of research, it was somewhat Tower than expected. A

number of potential respondents personally contacted the dinvestigators to

explain their reluctance to participate. Two major concerns were expressed.

The first involved a number of individuals who essentially refused on the

basis of a series of concerns ranging from confidentiality - the necLssity of

revealing priority corporate information, to anxiety over their rel

ationship

with federal authorities. The second group was dubious with regard to the

efficacy of their efforts. They were aware that Minister of Communications

had already been briefed with respect to future telecommunications

December 1984 and believed that the major decisions had already be

policy in

an taken.
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Further input would, therefore, be ineffective. This reaction was particu-
larly noticeable and unfortunate during a critical phase of the research
which occurred in January 1985. Although potential respondents were sympa-
thetic té both the methodology and the investigators,‘iﬁ 1ight of competing
demands on their time, they were uhwi]?ing to undertake a respense, either in
person or in written form, as part of an exercise which'they viewéd as being
an aftér—the—fact examination of rather seribué issues. -

However, in spite of these difficulties, the responseé received
represented all classes of potential respondents. Furthermore they were of
high quality and reflected a geﬁuine inferest in and concerﬁ for this policy
field. (See Appendix II.) This feedback was then analyzed and the informa-
tion was utilized to revise the building blocks and a?tefnative scenarios

that follow. Each was reassessed and conclusions were drawn.




CHAPTER TWO
THE EMERGING TELECOMMUNICATIONS ENVIRONMENT - TECHNOLOGY

In 1978, Walter Baer warned that "...any attempt to predict the

technology of 1990 is doomed to fai]ure."l

However, despite the inherent
difficulties and dangers of prediction, the effort must be made because
l"modern invention, technology and cost efficiency...define at fJleast our
near-term future.d"2 Schroeder agrees. He argues that technological change

3 4

underlies changes in society's operating ground rules. Marc Porat, de-

scribes technology as the "big wheel" which moves all the "1ittle wheels".

In his analysis of technological determinism, communication techpoiogy is

viewed as the controlling factor which promotes changes in all other areas -

economic, political, social and ideological. |

Already, advances in te1ecommunications technology are forcing a
rethinking of current market structures and policy agendas. Future possibil-
ities are almost 1imitless. .The new technology offers not only greater
transmission capaéity, but also an ekpanded choice of transmission modes.

Because of the rapidity of these changes, policy makers require some| form of

1Walter Baer, "Telecommunications Technology in the 1980s," in
Communications for Tomorrow, Policy Perspective for the 1980s, ed.| Glen 0.
Robinson (New York: Praeger Publishers, 1978), p. 61

2Joseph N. Pelton, "The Future of Te1ecommunications: A Delphi
Survey," Journal of Communications (Winter 1981): 177.

3See: Richard C. Schroeder, "Telecommunications in the Eighties,"
Editorial Research Reports 1:5 (4 February 1983): 91-108,

4Porat, "Communication Policy in an Information Society," pp. |3-60.
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telecommunications forecasfs in order to make informed decisions about futuré
policies. ‘

Two major sources of change exist.5 The first is found within the
telecommunications industry i?se]f; however,  the other is crgated by the
convergence of communications and computers. The deveibpment of solid-state
microe1ectroni¢s H;s had a massive impact on fhe telecommunications_industry
by integrating data processing, storage, retrieval, and -communications
functions. In addition, reductions in size, cdst and power consumption have
been accompanied by increased speed, reliability, capabiiity and capacity. A
number. of technological innovations are responsib]é for these changes, but-
only a few will be discussed btief1y.6

The "traditional" transmission facilities include paired copper céb1e,
microwave'radid and coaxial cable. Although each has -its disadvantages when

compared to the new technologies, these three-fdrm‘the'basis of the current

“telecommunications infrastructure. Wholesale replacement 1is prohibitively

expensive, however, future installations will increasingly utilize -new
technologies. For the present, improvements to existing technologies have

increased their capacity in order that they may be better'uti]ized to meet

5

SBrian- R. Woodrow and Kenneth B. Woodside, "Players, Stakes and
Politics in the Future of Telecommunications Regulation in Canada," a paper
prepared for the Conference on Competition and Technological Change: The
Impact on Telecommunications Policy and Regulation, Toronto, 25-26 September.
1984, (Mimeographed.) pp. 11-12,

6

-

A detailed review of the technological - aspects of the

telecommunications revolution may be found in 'a companion research document

entitled “"Telecommunications Technology, Impacts on Services and Services
Delivery, 15 Year Horizon" prepared by Loecus Informatics Inc., December
1984, ' . : -
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growing demands.

When one investigates the range of newer carriage systems, three

predominate. The first utilizes satellites to transmit voice, vide

o and data

over large distances. These signals are both distance and terrai

n insensi-

tive but they are subject to cosmic interference. As 1improvements are made

to increase the power of satellites, to improve the channel alloc

to ensure more accurate position and attitude control, satellite tr

tion, and

will become more economically attractive. However, Taunch costs remain high

and could cancel out any economic advantage otherwise gained. In

addition,

satellite signals experience a .33 second delay which makes them uUnsuitable

for two way communications and thereby 1limits their applicability.

The seéond major dinnovation is the development of pure glass fibres

capable of transmitting high density signals. Optical fibres

efficient and reliable than copper cable. They are smaller, 11

are more

ghter and

interference free. Although still relatively costly, they potentially offer

reductions in transmission costs on a per channel basis.  Optical fibres will

gradually replace both the paired copper and cable technologies in| trunking

systems because of their greatly increased capacity.

Third, the cellular mobile radio technology permits more effective use

of the radio spectrum and thereby increases capacity.

quality, more private signé1s, both voice and data, than existi

It provides higher

ng mobile

radio systems. Although currently expensive, costs will decrease over time,

particularly as more subscribers join the system.

ansmission -




_troduced on a smaller scale. For example, meteor burst communications

11

In addition to fhese~three major innovations,lotherS'are'being in-
7
utilizes the ionized trails left by meteorites entening the earth's atmo-
sphere to reflect radio waves. This system can provide Tow cost, remote or
emergency service. Such services have T1imited applicability but they do
provide alternatives to conventional carriers.

In  conjunction with these innovations, ' other . technological
developments - occurred that supplemented and enhanced them. ,Thése include
digital trénsmission capabilities, packet SWitéhing and "smarter" computers.
In sum, these technologies are more efficient,-re}iéb1e and flexible than

their predecessors. They permit the integration of voice, video and data and

"allow for functions other than basic communications to be accommodated.

These other functions include, for instance, storage and retrieval, ¢a11»
fofwarding and data procéssing services. The new technologies aTSO'enhancé
and encourage network development. Because networks permit the
interconnection of .data bases, as well as traditional telecommunications
functions, they are gfowing in use. _
:?l_These_ jnnovations and improvements_‘have_;;féatgq“:qgwjﬁinformation

services -and distribution systems. The traditional market structure has
already begun to feel the impact of the new information technologies which
are "multidisciplinary, multi-industry, .mu1tigovernmenta1 and multination-

a]."8 It is for these:reasons, Brock argues, that technological change must

TN,

7Secret radio messages bounce off meteor1tes," Toronto Star (20
February 1984), p. A 14. '

8Hudson Janisch and Manley Irwin, "Information Technology and Public
Policy: Regulatory Implications for Canada," Osgoode Hall Law Journal 20
(1983), p. 611 _ A
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be considered in a broader context than that of a single 1ndustry.9
The following sections outline two possible technological futures in
the Canadian telecommunications industry. FEach is based on ipformation

gathered during the literature review and revised to acknowledge the industry

feedback in response to the original blocks. In addition, elements of the
"Loecus Report" have been incorporatéd in the revised blocks. Becalse of the
difficulty of conceptually separating the technologies from the seryices they
provide, these building blocks incorporate both to a 1imited extent., Howev-
er, the issue of services is also addressed under the headingl, "Markét

Structure”,

Technology and Services - Conservativé Development - T1

This building block is based on the assumption that the acceptance and
utilization of the new telecommunications technologies in Canada| will be
slower than optimistic futurists predict. Three related observations led to

this supposition.

First, it was acknowledged that a market for the new technologies and
services must exist before they are developed extensively. New techno]ogies

will not create new markets. Currently, there are an estimated 150,000 data

gGerald W. Brock, The Telecommunications Industry, The Dynamics of
Market Structure (Cambridge: Harvard University Press, 1981), pp. 300-302.
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. . ' 0
network connections in Canada; however, many of these are not used.1

In

some cases, personnel have not been adequate1y.trafned in the operation of
this equipment. In others, fearful and/or older workers,are<re1ﬁctant to use
the advanced technology for the purposes for which it was designed. ‘Two
problems, therefore, must be overcome before a rapidly éxpanding market cén ‘
develop. Office cultures need to develop an awareness of.aﬁd appreciation
for the potential benefits of automation ‘and enhanced te]eéommunitationsA.
options. Furthermore, ihe technology has to be packaged. in a practica1,
easily understood mannerAto faciiitate its acceptance and use.

The second factor.considered.was the present state of the Canadiar'
economy. Available capital is limited. Unless. the new» techno1ogy _cah:
guarantee greafer productivity, bﬁsinesses will be re1uctant to invest scarée~
dollars. Furthermore, although the costs of the new equipment héé décTined

steadily in the past, recent trends indicate a levelling off of prices. Many

small businesses still find the technology out of their economic reach and

‘without their ﬁartiéipation growth will be slower.

Finally, it has been recognized that there is no one technical so-
Tution to the problems facing business today. Earlier technological
soothsayers enthusiastically predicted that the marriage of telecommunica-

tions and computers would reduce costs, increase profits and secure success,

10Loecus Informatics Inc., "Report for .the Department of
Communications, Telecommunications Policy Branch on Telecommunications
Technology, Impacts on Services and Services Delivery, 15 Year Horizon,"
(Ottawa: Loecus Informatics Inc., 1984), pp. 17-18.




14

These overly optimistic prophecies have been tempered by the realities of the

marketplace. The new technology is increasingly viewed as merely

albeit a powerful one, available to business today.

one tool,

telecommnunications

Nevertheless, even this "conservative" building block does assume
substantial gfowth in the acceptance of the new
technologies. Based on the estimates provided in the "Loecus Reﬂort", the

number of data network connections is projected to increase by a

ten to 1.5 million by the year 2000.11 The amount of traffic will

accordingly. However, the majority of this growth will occur durin

half of the study period.
this block.

i) Microwave, remain the

paired copper and coaxial cable

transmission technologies in terms of in-place facilities.

These technologies are already in place. Their replace
be gradual, as the need arises.

. - Each technology will function most effectively. in
delivery or service areas:
-microwave - long distance voice and data
-paired copper - local voice and data, espec1a11y resi
-coaxial cable - video-cable TV, LAN's.

Improved techniques will
nologies to handle more traffic.

. Cable companies are likely to continue their reljance o

factor of
increase

the last

The following elements, therefore, are included in

dominant

ment will
specified

dential

increase the capacity of these tech-

n coaxial
entatives

cable rather than upgrade their physical plants. Repres

argue that a restricted rate of return and an unduly heavy

regulatory burden make further investments unwise. .

1) Optic fibres are increasingly utilized for heavy vo1ume trunk and

feeder lines, '

. As local trunk systems are gradually upgraded to meet the needs

Uipid,, p. 18.

o t—
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of growing traff1c, fibre optics will replace paired  copper
cable. -

. New installations will utilize fibre optics in anticipation of °
increased traffic and lower maintenance costs. For example,
fibre will be installed along the CNR right-of-way from EdTgnton
to Vancouver to be used for CNCP's future national network.

. With the eventual establishment of a national long distance fibre
network, the future of satellite use for national traffic will
increasingly be called into question. Fibre 1is less expensive,
and offers more reliable and secure transmission services.,

Satellite transmission facilities continue to be under utilized.

. High development and Tlaunch costs keep the price of satellite
services high. . Despite earnest attempts to utiiize available
facilities, excess capacity will continue to exist., - Telesat now
operates at 55 - 60 percent capacity. This will increase only
marginally over the study period. o '

. Satellites will® be wutilized to supplement other Tong-haul
terrestrial technologies, but high costs will favour the use of
the others over satellite.

. Satellite technology's greatest contribution will be .in the
servicing of overseas international voice and data traffic
because of its ability to transmit from one large geographical
area to another large geographica] area.

. Satellites will also p1ay an 1mportant role in.the provision of .
remote communication services.

. Because of a techno]ogica1 advantage in point to multi-point °
transmission capabilities, satellites will continue to carry
broadcast video signals. This service function 1is expected to
grow. In addition, satellites could be effective in the de11very
of "NABU" type services.

. Another possible growth area involves the development of private
networks for large companies which have offices and plants
scattered over the country. These would be especially effective
for 1inking remote locations. Imperial 0il's network serves as
an example. ' '

%

12"(‘,anstar Lined up -for Major ‘Fibre Optic DeaTs," Canadian
Communications Network Letter 4:40 (17 December 1984) p. 1.




iv) Cellular radio technology experiences slow but steady growth.

rate of growth increases towards the end of the study period.

v) Digital technologies steadily replace existing analogue ones.

vi) The

continues at a slow but steady - pace as

optimize the .effectiveness

16

Local mobile radio in urban centres will provide the fi
for the cellular technology. Initially high prices v
the market share. However,
costs will decrease as more and more subscribers join t
The initial increase in subscribers will occur as poten
discover the advantages of cellular over conventio
technology. The increased privacy and flexibility will
many to join the system.

The
rst market
v111 Timit

over the next five to ten years,

he system.
tial users
nal radio
encourage

Mostly voice traffic will be carried on the system during this

century, but data services will increasingly become ava

These developments will evolve more rapidly than the
fibre for‘a number of- reasons. First, despite initi
costs, digital transmission and

switching technologies

ilable.

change to
al higher
will

enhance the capabilities of existing infrastructures. Digital is

more reliable, More
systems.

data transmission services.

intelligence can be built int

o digital

Finally, digital technologies are more compatible with

New systems will incorporate digital techniques immediately.
capabilities .
For examp1e, by 1990
is expeqﬁfd to have digital. switches in mos

major telcos will enhance their digital
upgrade their current facilities.
Canada
central offices.

The
as they
Bell
it of its

The implementation of digital techniques will blur the current

distinctions among voice, data and video signals.

individual

of their expensive equipment for

communications functions.

13

Loecus, "Report", p. 11,

installation of private]y owned and operated network systems

companies attempt to

internal

Private PBX's and LAN's will be installed to make computer to
computer and computer to data base communications more efficient.
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Individualized systems permit greater specialization and networks
can be developed to suit the precise needs of each user. Such
systems are more economical because they recognize that all
equipment and resources are not required by all workers

Large enterprises may use: coaxial cable or opt1ca1 fibres 1in
their installations. However, since a paired copper cable

infrastructure already exists within most buildings, it can be
expected that many networks will utilize it to keep costs down.

vii) = The demand for value-added and enhanced services will lexperience

steady growth.

.

There will be increased demand for business-related services
including electronic mail, store and forward messaging, process-
ing of data/text/voice, and facsimile related services..

The ability to access national and/or specialized data bases will
be highly valued by many bus1ness users. - Residential access
demands will be much Tower. , '

Personalized services involving telebanking and teleshopping type
services will not be developed effectively until after the end of
the study period.

viii) Voice communication will still. predominate, but non-voice services

wj]] steadily grow to narrow the gap between the twb.

Based on the assumption presented earlier, the majority of
business workers will continue to utilize direct person-to-person
communication.

As the number and variety of services increases, and as workers
become more comfortable with the new technologies, the proportion
of data and text traffic will also increase.

The preference for personal communication will enhance the
development of teleconferencing systems. Audio-only will be the
most widely utilized but services which incorporate video and
fac§8m11e services will capture a more significant market share
by 2000
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Technologies and Services - Innovative Development - T2

This building block differs from T1 in that it assumes that the new

telecommunications technologies will be more widely accepted and business, in

particular, will demand more capabilities, speed and functions.
rapid development depends on two factors.
easier for workers to operate.
more user-friendly interfaces, but also more effective training pr
Second, the cost to users for equipment needs to decrease. As t
grows and R & D costs are shared ever more widely this is expected t
Lower costs will enable both large and small users to invest in the
equipment.

The more rapid acceptance of the new technologies will lead t
trends. .

It will create a proliferation of new services.

demand services and equipment packaged to meet its individual requ

However, it will also demand a high degree of compatibility. This wil]l

The required equipment

This more

must be

This involves not only the development of

ocedures.,
he market
o happen.

requisite

o further

Business will

irements.

permit access to a wide variety of other systems and data basés.

hardware. This flexibility is a highly valued attribute.

Furthermore, it will allow business gfeater:_;hpice in its selection of

The amount of growth expected is based on the estimates provided in

the "Loecus Report".14 As Table 2.1 illustrates, Tz is much more o

than block Tl' It assumes an average growth rate of twenty percent

Y1bid., pp. 18-19.

ptimistic

_0m=-
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Table 2.1

ESTIMATED TELECOMMUNICATIONS TRAFFIC GROWTH -

1

5

~

Number of ' Aggregated
Data Network Usage/Day ' ‘Usage/Day
Connections 7 (Hours) (Hours)
1984 150,000 . 2.0 - . 300,000
T, - 2000 1.5 million 2.5 | 3.75 million
T2 - 2000 3.0 million - 3.0 : 9.0 million
Note: The "Loecus Report" based its conclusions on the following
estimates. By the year 2000, 6 million Canadian will be
employed in offices. In T,, it is assumed that 50 percent
will have and use network“connected terminal devices. T, ™
assumes only one in four workers will use such devices.
Loecus Informaticsllnc., "Réport for Départment of

Sources:

Communications, Tetecommunications Policy Branch on Tele-
communications Technology, Impacts on Services and Services
Delivery, 15 Year Horizon", (Ottawa: Loecus Informatics
Inc., 1984), p. 18.
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pounded annually and the number of connections estimated doubles that

predicted in block Tl’ Moréver, the aggregated hours of daily usage will be

multiplied thirty times the current -rate as compared to twelve times for Tl‘

These more optimistic assumptions were utilized to develop the |following

elements of this block.

i)

backbone of the telecommunications infrastructures.

i)

trunk and feeder systems will be accelerated.

Microwave, paired copper and coaxial cable continue to serve as the

This statement is especially applicable to the current major
players who have large investments in the present system.

The anticipated increases in traffic put more demands on the
system and upgrading occurs at a much increased pace.

Paired.copper and coaxial cable will continue to provide trans-
mission services to individual users.

The rate at which optic fibres replace the existing technologies in

The large and steady increase in volume will necessitate a more
rapid transition to optic fibres in order to ensure| reliable
transmission facilities. : ‘

The push for new facilities will be further enhanced by the
desire of the carriers to minimize operational costs! Fibre,
though, more expensive to 1install, is more efficientithan the

‘existing technologies for high volume transmission and

111)

- technology, teleconferencing for example.

lower maintenance costs than paired copper or coaxii

Lower costs can then be passed on to the users who wil
reliable, Tow cost services.

it offers
1 cable.
1 demand

Many of the new services offered require more sophisticated

Growing den
necessitate upgraded facilities.

As a national optical fibre network develops, it will

and will

begin to
such as

threaten the established Tong distance . technologies,

microwave terrestrial 1inks and satellites. The fibre network

will provide more capacity, reliability and security

at Tless

cost. This could become an jimportant factor towards the end of

the study period.

The cable companies acknowledge the need to upgrade their

current

- em e G e em M Sy Gy Sm Sm W W N S W A e




TN

v)

I

iv)

infrastructures in order to expand the range of services they offer.

21

15

H1gher resolution video signals and stereo audio both require
‘dramatic improvements in the cable companies technical p1ant and
1nfrastructure. :

In order to offer the services that are expected to be in more
demand, technological improvements are necessary. These include
secur1ty - and "NABU" type services, interactive or
semi- 1nteract1ve serv1ces, and pay- per-v1ew video.

Sate111te costs remain high relative to other technologies but satel-

lite transmission is utilized for pr1vate networks, remote communications and
broadcasting services. Moreover,' it continues to be utilized to supplement -

Tong haul digital microwave transmission.

This element is very similar in both blocks. Satellites major
role continues to be in the delivery of overseas services. Other
technologies, especially fibre optics, are simply more cost
effective. : ‘

Private satellite networks increase in number by the end of the
study period. Although not the most economical form of commu-
nications, satellite facilities will be selected for other
attributes that suit the needs of the users. These include po1nt
to multi- po1nt services and access to remote 1ocat1ons..

-Satellites are utilized more, in conjunction with. cab]e opera-
“tors, for the delivery of "NABU" type and information or data

services. This market is expected to grow for both business and
residential users.

Cellular .radio gains rapid and wide'acéeptance in urban areas for

mobile communications.

- The advantages .of cellular technology will quickly become evident

and outweigh the disadvantage of the high cost. This rapid

"\

-

15

- The cable industry is facing a dilemma. A major financial
commitment .is required now to upgrade its delivery system. To delay will
only permit competitive forces to systematically reduce-their subscriber base
and thus make it increasingly difficult for the cab1e industry to finance new
investment in delivery technology Tater. _ .



vi)

D%gita1 transmission and switching facilities will contin
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growth in the subscriber base will be stronger. Howe

ver, such

developments are not expected much before the end of the century.

Cellular radio will also be used for point-to-point voi

Ce commu-

nications in rural and remote areas. It will reduce the need for

wire Tine service and thereby provide more cost effecti
mission in these hard to serve areas.

ue to be

quickly fincorporated into the telecommunications infrastructures to accommo-

date the increased volume of traffic.

vii)

~viii) Demand for enhanced and value-added services will at Teast do

estimated in T..

The added intelligence will permit carriers greater 1
in the delivery of a variety of services,

Digital technologies encourage the integration of voice,
video signals, thereby making regulation, as we know
difficult.

The move to digital will permit the16estabh‘shment of an
ed Services Digital Network. (ISDN™")

through the study period. The major advantages wil

exibility

data and
it, more

Integrat-

for business users mid-way

’ be the

capability of interfaces and broad variety of services available.
As stated earlier, business users will demand this capability
because it offers them potential cost savings andl greater

flexibility.

Office autoﬁation will proceed at a pace double that of block| T

10

Business users will rapidly establish their own networks using

PBX's or LAN's. They will demand specialized designs
their needs for security, interconnectivity and usage pa

In order to ensure that their systems are capable of han

that suit
tterns.

d1ing all

communications functions, business users will upgrade their own

infrastructures to coaxial cable or fibre optics.

1

ible that

Following the costly installation of PBX's, LAN's, mi-

cro-computers, facsimile machines, copiers and storage d

ISDN.

evices,

This paper does not attempt to tender the definitive definition of
The purpose of the paper is served by acknowledging that ISDN

is a set

of protocols for voice, data & video, both bulk and interactive that permit

the interconnection of equipment and networks.

ve trans-
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businesses will demand their usel Services, including electronic
mail, store and forward messaging, facsimile reproduction, and
information processing, will be highly utilized.

The wider acceptability and utilization of such services, also

means that users can communicate with many other users than in
The increased subscriber base, in itself, ensures more

t}aff1c. , ~

Home and persona1 services will also experience growth. However,

this service area is not expected to be substant1a1 by the end of -

the study period.

ix) - Although voice communications remains the preferred method, non-voice

’

services will consume increasing amounts of time on the system.

Direct personal communication will cont1nue to afford numerous
advantages to the business user,

- Teleconferencing services will be more widely utilized as the

facilities develop.

Data and text communication services will begin to expand as
users vrealize the efficiency of direct computer-to-computer
communications for many of the structured tasks associated with
business management.

Home and personal services will also experience growth. However,
this service area is not expected to be substantial by the end of
the study period.

Both of the technology and services building bTbéks outlined above

L

foresee growth in this sector. T1 is less optimistic in its outlook based on

the assumption that office automation will proceed at about half the rate

17

expected in T2 . However, it must be acknowledged that both blocks envisage

dramatic changes in the telecommunications environment. .

-

17

£

See Table 2.1,
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A1l respondents agreed with that assessment. However,

evenly divided with respect to their choice of expected developmentl

the respondents predicted T1 to be the more Tikely outcome, while

fifty percent believed that T2 was a more accurate estimate. Ac

they

were
Half of
the other

ross most

classes of respondents the ratio remained constant. Only respondents from

the manufacturing sector deviated from this pattern: all responses
a preference for the more innovative block.

In addition, there was generé] agreement that long-establist
aries within the telecommunications sector, such as local service
distance, ‘

are eroding. So are the boundaries between this ind

others in the information business. The integration of voice, data

indicated

ed bound-
and long
ustry and

and video

and the convergence of computers and communications have removed the factors

which once separated and defined the telecommunications sector. In

addition,

new and improved technologies can provide alternatives to the traditional

range of telecommunications services once offered. These new ser

finding a market and the industry is responding. Fina]]y; there i

vices are

S concern

that national boundaries are also threatening the stability of the| national

industry.

Thevimpact of these changes then, has been to increase the
competition which exists -within the dndustry. The current
monopolistic structure is under éttack from a broad range of sou
within the industry and outsjde of 1it.
structures and policy positions have been proposed. Recognizing

actor may have a self-serving agenda, it is necessary to thoughtfuT

degrée of
regulated

rces both

A number of alternative market

that each

ly access

the impact of the predicated technological changes already outlined on the

current market structure.

n-,p,_y.—--«‘—x----——---“-Vi-'
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CHAPTER THREE

THE EMERGING TELECOMMUNICATIONS ENVIRONMENT - MARKET STRUCTURE

"Canadians consider cheap and reliable telephone service their birth
right."1 They have one of the best telecommunications systems in the world

and they are reluctant to risk damage to that system. Until now, open compe-

tition has been rejected in favour of continued regulation in the pubTicf

interest. However, competition does exist to varying degrees within the

" Canadian market.

- Perfect competition in any 1ndustny is rare but workable combetition

is not. Competition within the telecommunications sector invoTves three
1ndustr1es once considered d1st1nct - telecommunications, data process1ng and

| office products. However, these boundaries are blurring as the market

expands and diversifies. The industry is increasing]y_vo]atiTe and variab1e3

1"Is deregulation catching?" Connect1ons, WOer Commun1cat1ons Report
9 (4 June 1984), p. 5.

'ZJerny B. Duval, " The 1982 AT &;T Consent Decree: Some Implications
for Competition in the Telecommunications Industry", a paper presented at The

" Associated Telephone Answering Exchanges, Inc. Annual Convention. (San Diego,

California, 14 June 1982), p. 7. "A market js workably competitive if, from

a structural perspective, entry barriers are modest; multiple though not -

necessarily “"many" firms supply the market; the product or service is only
slightly differentiated from one seller to the next; and buyers and sellers
are’ fairly well, although not perfectly, informed about prevailing market
conditions. In terms of conduct, workable competition may imply conscious
rivalry among sellers, but there is substantial uncertainty among competitors
concerning the extent of such rivalry or its importance in making business
decisions. A market that is workably competitive will result in a volume of
output that is reasonably responsive to consumer demand. Moreover, prices
will tend to reflect the cost of production with limited or only transitory
supranormal earnings for the firm, For further discussion, see F.M. Scherer,
Industrial Market Structure and Economic Performance, 2d ed (Chicago: Rand

McNaTly, 1980), pp. 41-44.",

3woodrow & Woodside, "Players, Stakes and Politics," p. 26.

2
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and there is worldwide pressure for change.

Whereas protected monopolies

were once assumed necessary to the efficient functioning of telecommunica-

tions infrastructures, that presumption is presently being challenged. Many

now argue that monopoly is nothing more than the ability to manipulate prices

and eliminate competition unilaterally. Moreover, current technica]

ic, ideological and political developments make monopoly in telec

tions more difficult to justify.

, econom-

ommunica-

Technological innovations have created a number of new configurations

for the delivery of telecommunication services.
tion exist, but fhese may be combined to create a larger number of

ities,

Four major types of

competi-

possibil-

1. Brokers may purchase transmission capacity from a facility-owning

carrier and resell that capacity to the end user.

provide the interconnection with the telephone

(telco's) network.

They may also

company's

2. Additionally, resellers may add enhanced services to their basic

-
transmission capabilities. These value-added
include computer processing of information.

3. The third possibility involves the establishment of n

services

would

w facil-

ities. New carriers could own their telecommunicationst facil-

ifies and sell their services in competition with the established

carriers.

4, Fina]Ty, of course, privately-owned networks which bypass the

public network could be established.

In sum, all of these types of competition threaten the monopoly po

sition of

the -current carriers and create pressure to more closely align prices and

costs.
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The lgtter two possibilities are espeéia11y troubfesome' for the
existing carriers. They arevspecifically intended to bypass the facilities
of these carriers and thereby avoid their interconnection and transmission
chargés. This sort of bybass competition is technologically feasible and it

is a'deve1opment that some forecasters believe to be inevitab]e.4

In addition, the technology has created increased flexibility and.

individualization in the services available. Consumers, especially business
users, are. becoming increasingly sophisticated and are demanding these
user-oriented services at lower prices. This demand is influenced by devel-
opments in the United States. Both the Canadian and American systems have
traditiona11¥ offered similar services: and adopted common‘ technologies.
Canadians, awaré of the pro1iferation of services in the U.S. market, are

frustrated by the limitations at home.

A competitive market offers several advantages. It promotes the:

efficient management of telecommunications supp1iers.' Prices are forced
closer to costs and consumers benefit from lower rates. Competition also

encourages innovation and quality contrpl. The number of services and

suppliers increases and customers have expanded choice.  Furthermore, it is:

argued that competition has positive effects on a country's economy by
strengthening fts position in the world market.

' Increased competition may also have adverse consequences for .consumers
and the country. Universal service is the. cornerstone of the Canadian
telecommunications system. However, without regulation, carriers may be

reluctant to undertake unprofitable services such as the provision of basic

4"Bypassing the' unnatural monopoly," Connections, World

Communications Report 10 (18 June 1984), p. 6.
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service to rural and remote Tocations.

and rural rates will escalate as costs are shifted to those wh

"bypass" alternatives.
the reach of some Canadians.
tion-based, the discrepancy between "haves" and “"have-nots" will

gerated.5

Basic service rates may increase to a poi

In a society that is increasingly

There is also a fear that residential

) have no
nt beyond
informa-

be exag-

Furthermore, the American experience with deregulation has proven

very confusing for the residential consumer who witnessed substantial in-

creases in his/her monthly bill but recognized no additional benefits.

Another concern questions the ability of actors in the telegommunica-

tions sector to compete fairly.

6

Economics of scope and scale may inhibit

competition. Furthermore, in a regulated market, in which some senvices are
regulated and others are not, predation is a possible outcome. |Contrived
barriers may prevent or foil the entry of new suppliers. Altennatively,

fierce competition may also be undesirable.

disenchanfment.

Profitless growth creates

Product quality and research and development suffer,

Eventually, most smaller firms withdraw,'are forced from the market,| or merge

with larger ones. In any case, an oligopoly results.

Finally, dincreased competition may pose a threat to Canad

1an tele-

communications sovereignty. Canadians are heavy users of telecommunication

services and represent a profitable market. With increased competition,

there is no guarantee that the new entrants will be Canadian. Gi

existing infrastructures, the cost for U.S. carriers or suppliers

5

ven their

to enter

T.L. McPhail, "Interactive Cable Connection Serivces: The Duplex

Society Problem", Canadian Journal of Communications 4:4 (Spring, 1978): 1-7.

‘6"Divest1ture One Year

Later: It's Not.
(November/December 1984): 1,14,

Working",

Access
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7

certain sectors’ of the Canadian market are minimal. Moreover, because their

costs are distributed over a Targer market base, prices to individual consum-

ers can be Tower than current Canadian prices. Increasing dependency on

foreign suppliers jeopardizes sovereign jurisdiction over a vital, national

service.

Current Market Configuration8
Based on information available in a 1983 federal Department of Commu-

nications' publication entitled Canadian Telecommunications: An Overview of

the Canadian Telecommunications Carriage Ihdustry,9 seven categories of
service suppliers were identified: regional and local telcos, CNCP Telecommu-

nications, Telesat Canada, Teleglobe Canada, cable companies, radio common

carriers and other non-carriers. The first. five sectors are included in

Table 3.1 which identifies their territor1a1_,market_ base and ownership

classification.

The first category includes the nine major regional telephone com-

10

panies and over 150 smaller -systems. Most are majority owned by Canadian

7These market sectors include Tong distance services, equipment sales,
satellite communication and cellular mobile radio. More detail on foreign
factors is provided in Chapter 6.

8See also: Appendix III.

9Canada, DOC, Canadian Telecommunications: An Overview of the Canadian

Telecommunications Carriage Industry (Canada: Supply & Services, 1983). .

10The'm’ne major regional telcos include: British' Columbia Telephone
Co., Alberta Government Telephones, Saskatchewan Telecommunications, Manitoba
Telephone System, Bell Canada, New Brunswick. Telephone Co. Ltd., Maritime

" Telegraph and Telephone Co., Island Telephone .Co. Ltd., and Newfoundland

Telephone Co, Ltd. Examples of the smaller systems include: ‘edmonton

telepones', the Thunder Bay Telephone System, Télébec Ltée, NorthwesTel and

Terra Nova Telecommunications.
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Table 3.1

Ownership and Territory

Company
*Newfoundland Telephone Co. Ltd.

Terra Nova Telecommunications
*Island Telephone Co. Ltd.
*New Brunswick Telephone Co. Ltd.

*Maritime Telegraph & Telephone Co. .

*Bell Canada

Québec - T&léphone

Télébec Ltée.

Northern Telephone Ltd.
*Manitoba Telephone System
*Saskatchewan Telecommunications
*Alberta Government Telephones

“edmonton telephones'

*British Columbia Telephone Co.

NorthwesTel

CNCP Telecommunications
*Telesat Canada

Cable Companies

Teleglobe

Notes: *

1984

Ownership
private

public (CN)
private
private
private
private

private
private
private ,
public (provincial)
public (provincial)
public

public

—~ e o

municipal)
private
public (CN)

private/public (CN)
private/public **

private

public (federal)-

A member of Telecom Canada.

provincial)

Territory
Newfoundlan

Newfoundlan
Prince Edwa
New Brunswi

Nova Scotia -

Quebec, Ont
& Eastern
Quebec
Quebec
Ontario
Manitoba
Saskatchewa
Alberta
Edmonton
British Col
N.W.T., Yuk
Northern
Canada
Canada
Canada -

d
d
rd Island
ck

ario
N.W.T.

umb ia
on &
B.C.

specified territory

International/Overseas

**  An incorporated company owned jointly by the Government of Canada and the
member companies of Telecom Canada.

Source®

and Regulation, (Toronto: CNCP), p. 20.

CNCP Telecommunications, The Crisis in Canadian Telecommunications Policy
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investors or governments andAtogether they comprise the key element of the

telecommunications sector by providing the network'for local and 1bng dis-
tance transmission. ~Telecom Canada,11 an Unincorporatgd'association of the
largest telephone company operating in each province Was formed in 1928.
Telesat also became a member in 1969. Telecom Canada's objective was to
develop and maintain a Canadian transcontinental network. It owns no equip-

ment and has no permanent employees. - It relies on its member companies for

-both. It also functions to allocate, among its members, revenues generated

by Tong distance services. Although Telecom Canada remains an uhregu]ated
entity, many of the services it provides are regulated through regulation of
its member companies.

CNCP. Telecommunications is a partnership.of>Canadian National Railways

and Canadian Pacific Ltd. During the 1950s it began to establish a na-

tion-wide microwave network to offef private line and déta communications
services to major buﬁiness users. It has.continued to develop and promote
its -sérvices and its rivalry with Telecom Canada Has 'intensified;" CNCP
perceives itself as an alternative national network and bﬁesehfs itself “as

n 12

Telesat, established in 1970, is Canada's monopoly domestic satellite

company. It is Jjointly owned by the federal government, Telecom Canada

11Te1ecom Canada was originally organized under the name - TransCanada
Telephone System (TCTS). Its members include the nine major regional telecos
listed in Note 11 and Telesat Canada. S

12Don Wells, "Competition.in Provision of Communication Services," in
Proceedings of Communication in the 80's: Major Issues, eds. T. McPhail and

S. Hamilton (Calgary: University of Calgary, 1984) p. 46.
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members, Québec Télephone, Ontario Northland Transportation Commission,

Canadian National Railways and -  Canadian Pacific Ltd.

functions as a carriers' carrier. It leases satellite capacity to |

Telesat Canada

'approved"”

carriers and to broadcasting undertakings. However, it is under [increasing

pressure to liberalize its access rules and possibly become a carrj
own right.

Teleglobe Canada provides Canada with telecommunication 11
seas. A federal crown corporation, established in 1949 as the

Overseas Telecommunications Corporation, it remains unregulated.

er to its

nks over-

Canadian

1Teleglobe

arranges for overseas telecommunications services, including the provision of

private switched networks and leased. circuits. It also serves as

Canada's

representative 1in international organizations such as the Commonwealth

Telecommunications Organization, INTELSAT, INMARSAT, and the International

Telecommunication Union (ITU).

These four carrier categories provide a variety of services.
1y, the local or regional telcos have a monopoly on local servi
provide the facilities for transmission and switching. Paired cop
is wutilized in Tocal Tloops.
provided via two coast-to-coast microwave relay routes, coaxial
satellite channels Tleased from Telesat.
transborder intercarrier agreements with U.S. telcos to provide s
American destinations., However, overseas international traffic is
through Telegliobe Canada which utilizes transoceanic cables and
satellites to transmit its traffic.

regulated (except those for Teleglobe services) by the appropriate

Current-
ce. They

per cable

Public switched long distance service is

cable and

The Telcom Canada carrjers have

oryvice to
arranged

INTELSAT

The rates for these services are

agencies
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but two major pricing principles apply - rate averaging and value-of-service

pricing.13

In addition, costs and usage are considered to a lesser degree.
Long distance Tleased circuits aré~_avai1ab1e from Telecom Canada

members, CNCP and Teleglobe. CNCP operates its own microwave relay system

and switching centres, but usually leases 1local loops from the té1éos.

Interconnection of leased circuits to the public switched system is permitted

~in certain circumstances.

In addition to the traditional voice services, these carriers also

offer data and image services. Telecom's Datapac and CNCP's Infoswitch both

offer public switched and leased circuit data services. Both can intercon-

nect with Globedat (Teleglobe) to provide overseas service. In all cases,

rates are based on either a fixed or variable access charge and. the volume of

traffic transmitted. Image transmission services, such as video conference

calls, are provided by Telecom Canada carriers, in conjunction with Tele-
globe, if necessary. These services are provfded via the same technologies

as voice -and data. A number of "text" services are also available. These

include access to teletype installations, facsimile communication services

for the transmission of text or graphics, electronic mail, and viewdata and
videotext services. Finally, all carriers can provide programme transmission

services both audio and video.

]

13Rate averaging means all customers pay the same rate for thé same
class of service., Value of service pricing, on the other hand, means that
rates will vary based on the value of the service to the subscriber.

14Higher rates are sometimes app1ied to services that are more costly

. to provide. . For example, operator-assisted calls cost more than direct

dialed calls. -

14
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CNCP has a monopoly on public message services - telegrams.
tional connections are made through Teleglobe. However,
service has been steadily deciining with the advent of the ne
sophisticated services.

The fifth category of service providers

Interna-

the use of this

Wer,. more

is the cable companies.

Approximately 500 cable systems offer services to about 80 percent of

Canadian households, over fifty-five percent of which subscribe.

industry has primarily functioned as an extension of the broadcasting sector

by providing for the delivery of broadcast signals. However, it is

beginning

to enter the telecommunications field in a limited way by providing special

services such as alarm monitoring.

The sixth group in the supplier category is the Radio Common| Carriers

(RCCs).

15

later, RCCs provide a broad array of services including pagin

radio, telephone answering, messagé forwarding, digital

mission, and alarm monitoring.

16

allocation and interconnection®”, and operate in competition with

telcos.
The final group of suppliers involves other non-carriers -
manufacturers and data processors -

hardware and a number of enhanced services.,

15Meh’ne C. Batten, "Competition din Provision

First Ticensed in 1963, RCC sales reached $125 mi11ion'twenty years

g, mobile

and data trans-

They are regulated with respect to|spectrum

the Tocal

who provide both telecommunications

For the purpose of this|paper an

of Communication

Services," in Proceedings of Communication in the 80's: Major Issues, eds., T.

McPhail and S. Hamilton (Calgary: University of Calgary, 1984}, p. 33.

16
RCCs. Therefore, the telco reguiator may determine and/or approve
of the interconnection between the RCC and the telco.

The regulator actually regulates the telephone companies an

not the
the terms

iThe cable

equipment -
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hardware and a number of enhanced services. For the purpose of this paper an-
enhanced service will include any one which provides for more than the basic
transmission of messages - voice, data, or image. This may invoive functions
such as directing, storing, retrieving, sorting, mergihg and processing
transmitted messages according to programmed instrﬁctions. This supplier
group competes diréct]y withAthe traditional established carriers in both the
provision of equipment and enhanced services functions.

The current market structure, therefore, includes seven categories Qf
suppliers which proVide twelve major types of services.: Tﬁis Configuration'
is graphically represented jn Table 3.2. The.supp11ers are listed on the
horizontal axis and the services along with vertical axis. At the points at
which_they'intersect, an indication is made as to whether or not“thatlsegment
ié regulated. The table illustrates which service sectors operate as monop- -

olies and which are currently competitive.

PossiB]e Future Market Configuratjons

The preceding section outlined the current telecommunications market
structure. However, recent technological innovations have created a prolif-
eration of traﬁsmission techniques and services. The development of computer
enhanced te]ephdny has changed the way that content is'proééssed and trans-
mitted. Consumers are demanding more user-specific services and producté.
These factors have caused the market to expand. Tﬁis will be reflected in an
increased number of suppliers which enterwjhis market;__In addition, current
suppliers will expand the range of‘serviceé offered. Table 3.3 provides an
illustration of the possible _@Qrket structure by 2000. The information
provided is based on an extensive review of the relevant Jiterature; It is

hot presented as a prediction of the 2000 market but as a representation of
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TABLE 3.2

Canadian Telecormunications Market Structure

1983

SUPPLIERS —

Regional &
Telesat
Teieg]obe
Companies
Carriers
fon-Carriers

SEPVICES !

Local
Telcos
chee
Cable
Radio
Corenon
Other

VOICE
-local R

-public switched

VOICE
-long distance R : u
-public switched

VOICE U
-long distance R R

~leased circuits

DATA
-public switched R R u

DATA
-leased circuits R R U

THAGE
-public switched R U

IMAGE
-leased circuits R U

Switched
Teleprinter/Other
Text (Videotex) R R U

Public
Hessage R ]
Service )

'_ProgramA

Transmission * R R R U R
{Audio & Video)

Hobile
Comunication R/U ’ U

Enhanced
Services R. "R

NOTE:  R-requlateds U-unregulated

* This category includes services whereby a broadcaster may lease
circuits to connect different transmitters, as well as local
distribution of signals to the end receiver.
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Table 3.3
Possible Canadian Telecommunications Market Structure
2000
SUPPLIERS
- w
3 | 2 3
(=] - © .o
N Rt 5 |8 b (&
o [ =g = =) § == D.",‘__:—'- (7] <3}
o OIo oo < D i = = o re
— S O] S S S L W o O wino. “
[1=] LD O O +> — OO (&4 O L Se
[l 7, ) [ weg cXxXoS S [t=] = - e . Qi ©
O Ol Sl Ol [%2] r=r—| N [«] O~ ]T [S 2%
o =i Gei[=™ (3] QD — o= S| D [
BOETIETETE = |53k |2 (255 I8
SERVICES iz = = O |~ | O (xolo |=
Voice
-Tocal vV.IP P P P
Voice ' _ )
-Tong distance v L1V _V v V_v LV P L
Data .- - ‘
-public switched v v v v P IV
Data . _
-leased circuits v Ly L Ljv vl v
Data _ _
-private Ly L tfL gL L v e |ep v
Ihage _
-public switched v, L v
Image
-leased circuits v LI L LV viL v
Image
-private | Ly L L{L [L L [V ]|P v
Switched Teleprinter & 2l |
© Other Text (Video) v Vi LpviviviL jvge PV
Public Message v v
Services ‘_
Program Transmission \
(Aucio & Video) v Vv L vy R
Mobile .
Communication v v VL v ‘V
Enhanced :
Services V IV L VIV VIV |V]IP]L]P]|YV

Note: V - Very Likely, L - Likely; P - Possible but not Tikely
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possible market segments.
market structure building blocks which follow this section. First}

an explanation of the categories is provided.

Essentially, the established telcos will continue to exis

The table will also be utilized to develop the

however,

t with a

broadened range of services. They will utilize new technologies) such as

fibre optics, to increase their capacity and capabilities.
possib1e,' that new telco entrants may appear by 2000 to offer
national and international services. A number of possibi]itjes exi
may own their faci11t1es,,but others may lease capacity from es
~carriers, For example, BC Rail already owns and operates a microwa

. It would 1ike to offer telecommunications
17

north from Vancouver.
through interconnection with BC Tel. The ramifications of this

stantial.. Any company that has access to a right-of-way can, theor

However, it fis

regional,
st. Some
tablished
ve system
services
are sub-

etically,

establish a new telecommunications network using fibre optic cable. For

instance, Bell Canada Enterprises, as a major shareholder in the Tr
Pipeline, could incorporate as an interexchange carrier and offer
long distance services. Such activities reflect the difficulty in

traditional roles to major participants when they or their subsidi

national
assigning

Iries are

able to shift to other sectors without concern.

Another such example is

provided by CNCP which has already applied to the CRTC for permission to

compete with Telecom Canada in the long distance voice,éector.

To further complicate an accurate mapping of the market structure, it

is also conceivable that foreign telcos could enter the Canadian ma

rket. As

providers of long-distance services, they could reroute traffic through their

17"Is deregulation catching?" p. 5.

ansCanada
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own networks. Once they have an established network in the U.S., theirvcosts
io move into the Canadian market are marginal but the opportunities to
increase their market share are considerable. U.S. carriers have costs
advantages over their Canadian counterparts. - These include not only a larger

base market but also freedom from most of the regulatory restraints imposed

on Canadian carriers. They could, therefore, offer competitive services at

much lower rates, particularly in urban centres, and undermfne fhe position
of Canadian carriers. S _ |
This eventuality is not as improbable as it may First appear. The
Canadian market is an attractive one for U.S, firms. A few examp1e$ will
illustrate this. Although- not restricted to te1&o entrants, the  following.
cases clearly illustrate American interest in the Canadian»té1ecommunications
market. |
1) Longnet; an American firm, is:‘a1ready providing. cheapef Tdng'
distance services to users in British Columbia. Cufrently
service is provided oh]y to U.S. destinations but international
service will be available by the end of ‘April 1985, Moreover,
Longnet expects to extend its services into Toronto and Montreal
markets by the eﬁd of the year;
ii) Network I -of Fort. Lauderdale, Florida plans to resell long
distance services Eé Canada from Florida at rates 5-7% Tower than

AT & T.

18506 also: Chapter 6.
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i11) Satellite Business Systems (SBS) of Maclean, Virgin]

|

a reports

that several of its customers are planning to offer service to

Canada.

iv) American Technologies Corp. of Chicago has applied for permission

to purchase about 20% of Cantel Cellular Radio Group Inc. of

Montreal.
extension of its U.S. operations and predicts that
companieé w111 evenfua11y link their serviées.
v) AT & T Canada Inc., was established in January 1984 to
.company's hardware in the Canadian market.

SatelTite transmission offerings may also change. With 11

Ameritech sees the Canadian endeavor as @a natural

the two

sell the

beralized

access rules, Telesat could become a retailer of satellite transponder

capacity. Sharing and reselling of satellite channels are possib

le. Com-

panies similar to SBS in the U.S., may be established to offer high quality

satellite communications of voice, data and image. Cancom is a

possible

ekamp]e. Imperial 0i1 has already leased a private satellite network. Spar

Aerospace Ltd. and Bell Communications Systems Inc. have launched a study

that is expected to lead to joint marketing of private satellite communica-

tions systems for business because they perceive a growing trend in this

direction. It is also possible, of course, that American satell
might attempt to enter this market sector.

The cable companies may begin to perceive of themselves as al

1te firms

ternative

common carriers due to technological advances with respect to their|interac-

tive capability, a capability that offers important advantages over

satellite

transmission. Cable systems already connect many homes.
offer a broad range of.non-programming services including videote

shopping and electronic funds transfer.

They may be able to
"t, te1e=°

Over time, these non-broadcast
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services via cable may exceed their broadcast counterparts. However, this'

potential has been largely unrealized because of market p1acé and regulatory
uncertainties. |

The Radio Common Carriers may also have an expanded future role. With
the advent of cellular radio systems, the RCC's can expand'their services and
offer both local and Tong distance services. These.networks~may 1ntercpnnect
with the public switched network or {hey may be completely independent.

Canada Post is also recognized as a possible new entrants. Although
it has worked in conjunction with other carriers in the past, future
electronic mail services -ﬁay be transmitted over a private1y operated
network. The dominant firmvin the electronic mai1.sweépstakes'is yet to be
determined. - | ‘

The final supplier category in Table 3,2‘cbvers the.manufactufers and
providers of the eTectronic equipment required to.operate a‘hddern, efficient
telecommunications system. It {s also important to realize _that Jnany' of
these firms are 1ikely to be U.S.  subsidiarijes. The markét for this

equipment has grown steadily. However, it should be reCognfzed that a]though

‘much ofﬁ_the.;equjgment is ‘utilized_iin_ conjunction with the 'systems of

established carriers, it need not necessarily be so. These . suppliers can

install totally private networks within Tlarge office structures to handle

- internal communication requirements. This is a considerable segment of the

19 These

19Steven Globerman, "Economic Factors-in Telecommunications Policy and
Regulation," -paper presented at I.R.P.P. Conference on Competition and
Technological Change: The Impact on Telecommunications Policy and Regulation
in Canada, Toronto, Ontario, 25 & 26 September, 1984, (Mimeographed.) p. 57.
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private networks can be programmed so as to best suit the needs of
and can, therefore, ultimately offer important cost savings.
The number and varijety of services aQai]ab]e in the future

increase to include any potentially profitabie service.

each firm

will also

The current voice,

data and image services will be supplemented by the addition of priivate ones

which may bypass the public switched network. These services
ﬁrovided by a variety of suppliers, some foreign owned and
utilizing microwave,.sate11ite, cellular radio; optical fibres,
technologies. The range of services included in the category of
Teleprinter and Other Text" will continue to expand. Teletext and

.offerings may include directories, news, data, te1eshopp1ng,' bj

will be
operated,
and cable
"Switched
videotext

11ing and

banking services. The potential growth in this category is 1mmensT and most

telecommunications providers will want to be involved. Finally, the enhanced

services sector 1is growing at an unprecedented rate. New multifunctional

products are vrevolutionizing the manner in which
transmitted and processed. ATl ‘carriers will be obliged to pro
services if they wish to remain competitive in the  rapidly

telecommunications market place.

communications are

vide such

changing

The foregoing reviews of current and possible market confijgurations

form the basis for the following building blocks. The elements are

variously

combined to form three potential market structures. The first is basically a

modified status quo. The second reflects a nationally competitive

and the third is based on dinternational competition dinvolving

entrants. These blocks were developed on the basis of the literature review

and the feedback received from industry representatives.
forecasting is a very difficult and risky endeavour because of a

unknowns, including consumer behaviour, which cloud the task. The

structure

American

However, market

number of

following
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blocks, therefore, represent possible future market structures given certain
assUmptions. They represent trends or themes; rather than predictions of

actual outcomes.

Market Structure - Minimal Competition - MS

7y

M

T
Building block MS1 assumes minimal change ‘in the Canadian telecommu-

nications market configuration. It presumes.that the small (vis-a-vis the .
U.S.) Canadian market base inhibits competitive forces. Continued regulation
is expected. Competition will be selectively introduced and carefuT]y"over-

seenvby regulatory forces. The major established carriers-will retain their

predominant position. .Growing consumer demand will, however, encourage an

expanding range of consumer services. Table 3.4 provides a graphic illus-

tration of this block which includes the following features.

i) The regional telcos maintain their monopoly over local loops.
. Local service, both .residential and business, remains almost
: exc]us1ve1y the domain of -the regional or local telcos. (See
point iii.)
. Any other carrier or privaie network- user which wishes to .

interconnect with the 1local public-switched network will be
obliged to pay an access fee. ' "

. Loca] rates will increase slightly because of the 1ntroduct1on of
1nterexchange competition (See point ii.), however, this increase
is not expected to be high enough to resu]t in an appreciable
number of residential disconnects.

. The radio common carriers or the regional telcos themselves may-
: introduce cellular radio technologies for. some point-to-point
communications, This possibility is particularly relevant in
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Table-3.4
Market Structure - Minimal Competition - MS]
SUPPLIERS
— w
© .2 g
3 g o 9
= [ExlEges 2|2 |5
— |Bgiege= 322 |8 [BwlE (T
(5~ Ll Qi @ + - DO () [ Iy O j4N
= nie (=R i1 © = r—l— Ll S
O Ol =il Ol r— w o= | TN 2 'S.S':-r-é (.’)
no 485 |2 8% |5 |TEE |L
SERVICES ge2 N2 N2 NE |2 1822 |8 |88 2
Voice ‘
Vv L y
-local
Voice
-long distance v L Vv v L
Data : ’ '
-public switched v VoV v ,,V
Data B
-leased circuits v Vv Vit
Data
-private v Lt v
Image . .
-public switched v L v
Image . . :
-Jeased circuits v Vv Vil
" Image .
-private . v L
Switched Teleprinter &
Other Text (Video) v Vv VL L]V
Public Message " v
Services
Program Transmission ' 1.
(Aucio & Video) Vv Vv Vv v
Mobile
Communication v L v
Enhanced ‘
Services v Vv ViL| V)LV
Note:  V - Very Likely, L - Likely

°
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rural or ‘remote areas where 1ag&r11ne costs are considerably higher
than the revenues they generate.

et

ii) Interexchange competition involving Telecom Canada and CNCP_Te]ecommu-

nications will be permitted. -

ing." Local rates will be permitted to increase slightly and

be minimal and rates will not accurately reflect costs.

Little change will be reflected in rates because CNCP will be

required to pay an access charge to interconnect with the local
" networks provided by the regional and Tocal telcos. This access

distance rates to remain high.

VS

For the'reasons]out1ined above, there will be 1ittle appreciable
difference in rates charged to.the consumer, . '

iii) Large business users, frustrated by the high cost of telecommunica-
tions service will search increasingly for ways to reduce their ffnancﬁa]
burden. |

Big business users will begin to establish private networks, both
Tocal and long distance, to avoid the high rates charged by the
carriers. This activity will escalate by the end of the study
period. There is currently evidence of .this trend in the United
States where competitive services are already in place. For
example, Boeing is considering the insgfﬂ1ation of a 70,000 Tine
network in Seattle to reduce its costs. R

The development of LANs, PBXs, etc. allow for the establjshment
of local networks. Given the high proportion of internal commu-
nication within any organization, the cost savings could be
substantial. In addition, these devices offer increased speed,
flexibility and individualization.

Y

Long distance networks also offer cost advantaées. Satellites are
an especially. attractive alternative with recent "seat-sale"
price reductions. .

ZOJust such an experiment "is proposed by AGT and NovAte] for northern
Alberta. Cellular point-to-point radio is expected to be less expensive. It
will also eliminate the need for bothersome party lines.

S 1984):88, | .

Telcom Canada members will achieve some degree of "rate rebalanc-

long distance charges will be reduced. - This "rebalancing" will.

charge will be used to support local service and will force long

- 21"Did it Make Sense to Break up AT & T?" Business Week (3 December
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In addition to establishing their own networks, companies will

search for other alternatives to reduce costs.
using the services of American discounters such as
access the cheaper U.S. carriers, Canadian subsidiari
companies can also direct-dial their neargét American
thereby, interconnect with U.S. services.
~ of activity is very difficult to regulate.

This may include

Longnet to
es of U.S.
office and

Moreover,| this type

These trends can create serious problems for the major| carriers.
Because almost 80 percent of a telco's revenue is derived from

business users, which represent about twenty perce
customers, the telcos must cater to this sector.

It of its

However, should

iv) The mobile communications market sector is expected to gro

introduction of cellular radio technology.

the: telcos lose this share of the market, they will be|less able
to invest in the new technologies needed to further update their
systems and attract new business. Business Week predicts that
U.S. telcos could lose up to half their total revenue. Another
forecaster estimates that the number of bypass qﬁfwo]ks in the

U.S. will increase five times between 1980 - 1990,

As outlined earlier, the growth of cellular mobile radio will
start slowly but increase rapidly by the end of the study period.
Some industry representatives predict that almost everyone will
have a mobile personal communications device by the year 2000,

Long distance mobile communications services will develop towards
the end of the study period. This will help to equaljize rural
and urban telecommunications services. Many of these| services
will involve satellites to supplement cellular services., Telesat
?as a1;eady initiated plans for such a mobile satellite service
M-SAT). '

By the end of the study period consumers will begin to demand
increased data and enhanced services via mobile radio.

v) Because competition is limited in this block, cable companies will

have more opportunities to improve their infrastructures and develop the

22"Te]co Opposition to U.S. Discounters Un]ike1y.to Deter Government;
Bypass "Evidence" Questioned," Canadian Communications Network Letter 5:5 (11

February
23

24
Telecommu

1985):1.
"Did it Make Sense to Break up AT & T?" p, 112,

See: Art Torino, "LANs - Partners with Voice/Data Systems,"

nications 18:9 (September 1984): 64 p.

with the
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expertise necessary to provide the quality of service that will be demanded

in the future.

Cable companies currently operate primarily-as regulated suppli-
ers of broadcast programme transmissions. In this sector they
are forced to compete with unregulated suppliers - VCR dealers,
video rental outlets, TVROs and MATV systems. This creates much
uncertainty for the cable industry. ' B

- The cable companies will seek regulatory changes to permit them‘

to offer their subscribers more choice. Permission to do so will
encourage them to undertake the technological improvements to
accommodate digital picture transmission and stereo sound.

Non-programming services will be slow to develop but many pos-
sibilities exist, including videotext, and NABU-type services.
Moreover, cable companies may extend the1r range of services to
include the establishment of private data and/or image networks.

The cab]e’companies are unlikely to prove a serious threat to the
telcos, but they may emerge as a competitor in some service

sectors.
vi) The enhanced services sector is the one that is expected to experience

the greatest .growth in this block.

The major established carriers will continue to compete among
themselves. However, new entrants are also expected. These
include not only other carriers such as the RCCs and the cable

companies, but also non-carriers.

The current regulated carriers can be expected to try and limit

__the definition of enhanced services in order to reduce the degree
of competition,

As individual companies establish their own private networks,
they will incorporate enhanced services individualized to suit
the needs of the user.

This sector will prove so profitable that competition may become
more active than many anticipate.. For example, Teleglobe Canada
may offer enhanced serv1ces in direct compet1t1on w1th Telecom
Canada and CNCP, ; :

vii) Voice related services will maintain their predominant position, but

data and text services will steadi]y increase as a proportion of the total

This element was already discussed in detail in Chapter Two.
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Teleconferencing will slowly 'gain an dincreased share of the

market.

during the early part of the study period. However, s

Audio-only conferencing will emerge as the dominant form

ince full

service teleconferencing requires specialized facilities, it will

be some time before it is widely used.
viii) The terminal attachment will become increasingly competitive}

. Regulation will continue to <change to allow aill
consumers to purchase their own terminals.,

. The manufacture and sale of this terminal equipment wi

Canadian

11 become

highly competitive sectors and prices will closely reflect costs.

Market Structure - National Competition - M52

This building b]ock recognizeﬁ the power of technological in
and market forces to effect change in the telecommunications marke
uration.  MS, describes a more active and dynamic mquét, which
increased choice and capacity based on consumer'demand._ This p]oc
that regulatory changes will occur to allow new Canadian entrants t
in all sectors of the market except local service.
possible market environment. :
i) Many new entrants will emerge to compete in this field.

. At first, the market will be dominated by the establish

novations
t config-
provides
k assumes

0 compete

Table 3.5 illustrates the

ed carri-

ers, but new entrants will quickly attempt to carve out a place

for themselves.

. New carriers may own their own facilities or lease capa
established carriers and resell

it to the end usen,

Fity from
Other

combinations are also possible including the option of adding

value through enhanced services to leased facilities.

. A1l technologies will be utilized by entrants trying to achieve
and maintain-a competitive edge. '
. Regulation will require that carriers establish subsidiaries to

separate their business activities.
by some carriers. Table 3.6 illustrates the manner in w
Canada Enterprises has distributed its corporate ac
This move prevents carriers from subsidizing losses in o
with profits from another.  Although this
opportunity for fair competition, some argue that it wor

This has already been done

hich Bell
Fivities.
ne sector

enhances the

Qs to the
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Table 3.5

Structure - National Competition - MSZ-

-Own Facilities

New Entrants -
-Brokerage

New Entrants
-Yalue Added

Regional & local
Telcos

- New Entrants
CNCP,

',Telesat'
Satellite
Resellers
Teleglobe
Cable Companies
Radio Common
Carriers
Canada Post
Non-carriers

Voice

<
~
-

-1Qca1-

Voice
-Tong distance

Data
-public switched

Data

-leased circuits

Data
-private

Image '
-public switched

Image.
-leased circuits

Image
-private

Switched Teleprinter &
Other Text (Video)

Public Message
Services

Program Transmission
(Aucio & Video)

Mobile
Communication

Enhanced
Services

Note: V - Very Likely, L - Likely



Table 3.6

Bell Canada Enterprises - Corporate Structure

Bell Canada Enterprises d
_ 47%

52%
N .
- —-Northern Telecom Trans Canada Pipelines
100% 100% 1005 100% l 100%
} ! }
Bell : Bell Other provincial BCE Realty
International Communications telcos-various %ages
Tele~direct - | 509+
(Canada)
| ' ~ Daon
BELL Development o
' o]
CANADA '
\
100%
Ronalds- - 30% - 25% 100%
Federated X
Bell Northern Tele-direct
| Research (publications)
130% 1004 70%
Case—Hoyf British 4
American
o | Banknote Telesat

-Source: "Mép]e Multinationd1", The Economist (9 February 1985): 71.
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disadvantage of subscribers who originally paid for the
deve]opmen%sof these services and are now unable to reap the
dividends. ' o ‘ ' : '

Small carriers will be unable to compete successfully against
some of the telecommunication giants. Mergers can be expected.
Moreover, firms with out-dated technology may also experience
~difficulty. . One ' respondent predicted that cellular radio
technology may spell "the beginning of the end" for small telcos
who cannot afford to upgrade their facilities. He argues that
cellular reduces the need for expensive hardware (land lines,
etc.) and it is, therefore, more cost effective. : .

. The digitization of the network will blur the distinction between
data/voice/video. - A1l carriers will be capable of providing all
services and existing structural differences will begin to

disappear.
i) Local service will remain basically a regulated monopoly.
. Rate-rebalancing will occur before the regulator Vpermits the .

entry of competition in other sectors. Prices will be market
based and increases in local rates can be expected to rise.

The rate structure for local services will change. Higher rates
will necessitate the introduction of TEga1 measured services
(LMS) before the end of the study period. Life-line rates may
be provided. Government may feel obligated to provide subsidies
for low income users. - : ‘ ‘

Private networks for local intra-office communications will grow
rapidly as companies try to reduce their local service costs.
These networks will interconnect with the public switched network
for other local and long-distance services. - .

Many respondents believe that MS, presented no threat to basic
universal service, but the U.S. é&xperience disputes. that claim.
The residential consumer has no alternative opportunities for
telephone service and is obligated to pay the rates demanded by
the Tlocal carrier or discontinue service. (LMS rates may
mitigate, to some degree, the effects of local rate increases.)

i11)  Active competition in interexchange carriage is expected..

s

25See the November/December 1984 {issue of Access. It reviews the
results of the AT & T divestitute one year later. "Many articles deal with
just this argument. , ‘

A26"Interest in Locé] Measured . Services = Simmers." Canadian
Communications Network Letter 5:4 (4 February 1985):2,




iv)

ers try to individualize their communications services.

v)

°

Cellular mobile communications growth will be similar to MS,

“but this fee will be Tess than in MS

- Bypass of carrier networks, however, is less likely. Lc
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A wide variety of players is expected in this sec
example, Bell Canada may establish interexchange se

tor. For
rvices in

direct competition with Telecom Canada- and CNCP or Te]bg}obe may

offer services to the U.S. via the INTELSAT satellite

There

is some doubt with respect to the long term survival of Telecom

Canada under these conditions.

Rate rebalancing will Tower the Tong dﬁstance toll rates. The
regional and local telcos will charge for access to thelir network

1!
Fewer private networks for long distance are likely to
Tished.

are low.

be estab-

Bypass will be less economically attractive when rates

Teleglobe will maintain its monopoly in the overseas market.

The establishment of private networks is 1ikely to flourish as consum-

More competition will force prices closer to costs and ‘hardware

prices will decline,
because of Tower costs.

will encourage consumers to use the public network.
of interconnectivity will be expected.

Many networks will utilize leased services

wer rates

High degrees

but it is

expected to gain a larger market share by the end of the study period.

N

. provided to a limited degree by the end of the study p

At first, cellular radio telephones will not be used
the public wireline network but rather will
However, as cellular costs decline and as LMS is

cellular may provide a cheap but reliable alternative.

$o bypass

intqrconnect.
introduced,

Data and enhanced services will be more in demand.. These will be

these services will be expensive.

This sector is expected to witness fierce competition.

Kedar of KVA Communications and Electronics predicts th
year 2000 five percent of the existing RCCs will control

27"deernment

carrier competes against  another,"

- Communication Network Letter 5:1 (14 January 1985): 3-4,

eriod but

at by the
.80

Canadian

Mike
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percent of the mobile communications market.28

Long-distance mobile communications capabilities will expand.

vi) Because of an anticipated acceleration of competition, the cable

industry's survival in this block is more doubtful. Its role is expected to

be minor.

"Rapid competitive development is expected to eliminate cable as a -

major telecommunications contender. Cable will fail to reach its
potential for three reasons: the industry is too fragmented;
regulation has inhibited its ability to increase its market base;
profits have not been high enough to permit 1nvestment to up-date
infrastructures.

Program transmission will continue to be the cable industry's
major function. However, subscribers will demand higher.quality
and more individualization. Pay-per-view television 1is a
possibility.

Because of cable's shaky fUture, the telcos may express interest
in. buying the Targer companies in urban centres to augment their
own facilities. :

vii) The enhanced services sectors can be expected to follow the develop-

ment pattern outlined in MSl, However, the competition can be expected to be

more dynamic.

viii) Data

The actors will include all of those in MS (exceﬁt the cable
companies).. Moreover, new entrants will aﬁbear, some designed
specifically to offer enhanced services. :

becomes an increasingly large share of the transmission capacity.

Voice will continue to predominate to the end of the study period
but its share will decrease stead11y. ‘

Teleconferencing will become 1ncreas1ng1y popular because of
Tower costs for ‘long d1stance service., =

The home data and text services market will grow slowly. The
telcos are likely to fill the void left by the failure of cable
to enter this sector. A

28"Study for DOC Predicts RCC Mergers, Buyouts Will Leave -5%

Controlling 80% of Market in Five Years,". Canadian Communications Network
Letter .4:39 (10 December 1984): 3,
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3

‘ As in block MS,, this market is expected to be very compey
very dynamic., It assUmes regulatory changes which will open all s
the market to all interested competitors.

Market Structure - International Competitijon - MS

Americgg ones, will emerge to compete with domestic carriers and non-carriers

alike. This market configuration is represented in Table 3.7.
i) As in-block MSZ’ many new entrants are expected. Some of f
be foreign. '

-~ American firms can be expected to be active in all ma
tors. They may establish their own facilities or they
capacity. . o )

. This block also assumes that Canadian firms could enten
and/or international markets as well. -

itive and
ectors of

International entrants, éspecia]]y

hese will

If the regulation is relaxed to admit foreign competitors,

rket sec-
may lease

the U.,S.

i1) Local service monopely will be threatened by the end of the study

period,

. Private networks and other possible alternatives, incl
use of cellular radio for point to point communicati
appeal to large consumers as a means of reducing costs.

uding the
ons, will

. The regional and local telcos may experience difficulty in this

others.

sector because of the 1lively competition that is expected in

. Universal service will be threatened because carriers wi
maximize their position overall. This means higher 1o
and a reluctance to serve unprofitable areas.

iii1)  Interexchange competition will be especially active with the

of foreign firms,

. American firms may be able to offer substantially Tower
rerouting traffic through the U.S.
that Canadian carriers may be bypassed.

. The fastest growing segment of this market is expect
overseas calling. U.,S. carriers will compete with Tele
threaten its monopoly position.

11 try to
cal rates

entrance

rates by

This eventuality would mean

ed to be
globe and

iv) Individualized leased networks will continue to flourish but bypass

will be avoided.

29For further information, see Chapter 6.
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Table 3.7

Market Structure - International Competition - MS3

SUPPLIERS
o w
2= Q w
r— [ K] wnr Q@ o = 1
4D pem gD Qi T 5= o L= S
o C =1 DX O ou "';' w Q
m Ol oo lQ wnia = = . i0 e
[ oMl Sl = Sl (=) O nino. -
1= et L fee? Qe Q) Eod — QjO () o - S
= wnic - SIS S o pe= pem ge—— Qo ©
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NS ] = S (][~ Q Q Qi o~ ™ N - 1
2SIET|ETIETIE [ (58 R 355 I8
SERVICES guaenE'2'E IB IRERE |6 125G =
Voice
v L
-local L v
‘ Voice vv] v vl vy v]v L
-long distance .
Data ' ‘ | ‘ - '
-public switched v L L L _ v
Data . vl vl vl vl vlv] viv
-leased circuits ~
Data ' v vl ovpoLpLu v | L
-private
Image ‘
-public switched v viv v
) Image o viovl vl vl ovlv] vy
{ -leased circuits _ :
Image vl ovlvl Ll vl
-private
Switched Te]eprinfer &
Other Text (Video) Y v oy Liv
Public Message - v v
Services
Program Transmission ' . |
(Audio & Video) Vi Vivi-L vt
Mobile ‘ '
Communication 4V v Vi L. : v
{; Enhanced . ,
Services v Vi Lt VI vV Vi v v

Note: V - Very Likely, L - Likely
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. Competition will keep costs low and bypass will become an uneco-
nomical alternative.
. Foreign firms will provide both the hardware and| software

in providing the service required by Canadian consumers.

required to establish networks.

. The value of'interconnectivity will increase with the pessibility

of cheap access to the entire North American market.

V) Mobile communications will be readily accepted.
American firms may offer Tlower rates because of their Tlarge
market base.

vi) The prospects for the cable industry are similar to MS,.

. American firms may purchase the Canadian ones. If régulatony re-
strictions on channel prioritization are dropped, this would lead
to the creation of "super-stations". One U.S. statjon could
serve a number of Canadian cities.

vii)  The demand for enhanced services will grow as in MSZ'
. Foreign firms may enter this segment at little cost.
©vifi) MS3 resembles M52 in many ways but compétition is expected tp be much
fiercer.
Small or poorly financed firms will fail to remain competitive.
They will disappear, merge or be taken over by larger ones,

. Canadian entrants in all supplier categories, who are already
subsidiaries of American firms can be expected to|do well
initfally. They are less likely to face competition from foreign
sources, ,

Summary

The Canadian telecommunications industry is currently very successful

For this

reason,

many of the respondents believed that 1ittle change would be accepted in this

industry.

However, almost all of the industry representatives preferred more

competition. Some said it was an inevitable development. Others argued that

despite the advantages offered, the Government was unlikely to accept a

competitive telecommunications industry. Forty-one percent preferred the




- regulated competition described in MS;, while 48 percent selected MS

-
\
1

M
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‘ o MS3
was the least acceptable. Most respondents agreed that the introduction of
foreign competition could have only negative effects on the provision of

telecommunications services in Canada.
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CHAPTER FOUR

THE EMERGING TELECOMMUNICATIONS ENVIRONMENT ~ REGULATION

When discussing regulation in the telecommunications sector,
not be forgotten that this js an area in which the economic and

stakes are high. Objectives include universal access, substantial

it should
political

Canadian

ownership and regional development goals. The Canadian Governmeht has stated

its policy objectives with respect to telecommunications.

3. It is hereby declared that (a) efficient
telecommunications systems are essential
to the sovereignty and integrity of Canada,
and telecommunications services and production
resources should be developed and administered
so as to safeguard, enrich and strengthen the
cultural, Eo1itica1, social and economic fabric
of Canadas

It was assumed once that telecommunications services could only be

delivered on a monopoly basis, therefore, regulation was required to prohibit

discrimination and prevent abuse and an elaborate regulatory mosai
to monitor the telecommunications infrastructure.

In order to achieve universal access a number of regulatory

c evolved

policies

were implemented. Regional telcos were required to provide service in both

profitable and unprofitable areas. The basic priding principles est
value~-of-service pricing and system wide price averaging, served to

elaborate system of income redistribution. Business users, urban co

ablished,

create an

mmunities

and Tong distance toll charges make larger contributions to the common

telecommunications costs than do residential users, rural residents

rates, Any significant shift in one of these domains may affect univ

1Canada, Parliament, House of Commons, Bi11 C-16 (1978), s. 3

and local

ersality
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end other government objectives. Although these practices have caused the
telcos some financial strain, they have also kept Tocal rates Tow. This has -
helped to enlarge the size of the public network, thereby dncreaéing the
value of tne system,

Regulation also attempts to ensure that the technology adopted pro-
motes universaliaccess‘and serves the Canddfan‘publiC'interest.v It recogniz-
es that technologies are not neutral and unbiased; that the selection of
technologies dinvolves questions of eqoity. Regulation, therefore, sets
technical standards and ensures compatibility in an effort to provide tele-
communication and information services to all. Regulators have heeded °
Madden's warning.

Do not, ... assume that the system will
automatically ensure that...the new
technologies (are) pu} to good use.
...to benefit us all.

Finally, regulation assures universal access by preventing concen-

tration of control. In a monopoly service, there.is always the danger that

special interests will gain control to the detriment of the general public.

The aim of regulation 1is to compensate for market failures and prevent

~monopoly abuses such as discrimination and predation. The excesses of market

forces are med1ated by regu1atory rules. _

The second objective of the government is the maintenance of Canad1an
sovereignty in the telecommunications sector. Fear of foreign domination is
reflected in three policy positions. Canadian ownership and. control is

deemed essential. A growing societal dependence on information, makes the

TN

!

2John Madden, "Julia's D11emma," in Gutenberg Two, eds. Godfrey and D.
Parkhill (Toronto: Press Porcepic Ltd.; 19807, p. 36,
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nation increasingly vulnerable to a variety of threats. This susceptibility

is lessened 1if Canadians have sovereign control of their communications

system. This is critical in such major areas as national defence or . in-

ter-governmental communications. It also has strategic economic a
significance for the nation.

Telecommunications technology has also raised concerns abou%

..the claim of individuals, groups, and
institutions to determine for themselves
when, how and to what extent informatgon
about them is communicated to others.

Regulation's role is to prevent abuses of individual privacy. By de

which firms and organizations can provide information services, v

can define the limitations and punish the offenders. Providing, o

the offense occurred in a Canadian data base, in Canada.

Third is the ever present issue of Canadian identity and

sovereignty. The intensification of international transborder com

nd social

informa-

termining
egulators .

f course,

cultural

petition,

influences the degree to which a strong national industry can exist which

reflects Canadian values and needs, is subject to Canadian laws and
to Canadian po]icy objectives. Regulators have the responsibility t

a framework to ensure this.

responds

0 develop

The regional development objective is also a broad one. Although it

varies from region to region, telecommunications is integral to any

ment scheme,

develop~

Regulation allows governments to impose deve]opment'respon-

sibilities on the telecommunications sector in order to achieve its much

3A1an Westin, Privacy and Freedom (New York: Atheneum 1967),
B. C Tel, "Enhanced Service Proceedings," p. 60.

cited in
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broader mandate. The vital area of employment opportunities in various:
regions is also part of the motivation to develop regional telecommunication .
sources and systems. : .

However, despite the unarguable fact that regulation seeks to promote
laudable goals, the regulatory framework is under severe strain. A anber of
issues have become increasingly problematic. However, a regidnaj1y>fragment-
ed regulatory system presently exists which defies Togical explanation. (See
Table 4.1.) Federalism, constitutional ambiguity and ‘rapid technological
change make it difficult to achieve a cohesive, compatible national policy.
The "regulated" believe that a settlement of the jurisdictional entanglement
is "...an _1ntégra1~ and essential component of ahy effort lto rectify or
improve telecommunications po]icy_in‘Canada."4‘.

. In addition, many observers be]ievé that the infofmation techﬁo1ogy is
beyond regulatory contr01.5 It cannot be managed. To‘date,‘fegu1atioﬁ'has.
not kept pace with technological change. The c0nvérgence of communication
and computer . technology has not been recognized. Not only is monopoly no
Tonger necessary in many sectors, it may not be possible or where possible,
perhaps dysfunctional. Thé ability of regulators to effect Change has been

reduced. Increased pluralism makes consensus building more difficult.

v ’ ° 5

*1don D. Thompson, "Competition in Provision of Communication
Services," in Proceedings of Communication in the 80's: Major Issues, eds. T.
McPhail & S. Hamilton {Calgary: University of Calgary, 1984), p. 32.

5See: H.N. Janisch, "Winners and Losers: The Challenges Facing -
Telecommunications Regulation," paper presented at I.R.P.P. Conference on
Competition and Technological Change: The Impact on Telecommunications Policy
and Regulation 1in . Canada, Toronto, Ontario. -25 & 26 September 1984,
(Mimeographed.), p. 9.3 and Richard J. Schultz, "Regulation as Maginot Line:
Confronting the Technological Revolution in Telecommunication," Canadian
Public Administration (Summer 1983): 214, . .
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Table 4.1

Major Canadian Telephone and Telecommunications Carriers

Regulatory Authority
1984

Company

*Newfoundland Telephone Co. Ltd.
Terra Nova Telecommunications
*Island Telephone Co. Ltd.
*New Brunswick Telephone Co. Ltd.
*Maritime Telegraph & Telephone Co.
*Bell Canada

Québec - Téléphone

T618bec Ltée

Northern Telephone Ltd.
*Manitoba Telephone System
*Saskatchewan Telecommunications
*Alberta Government Telephones

'edmonton telephones’
*British Columbia Telephone Co.
NorthwesTel

CNCP Telecommunications
*Telesat Canada

Cable Companies

Teleglobe

Notes: . * A member of Telecom Canada.

Regulator:

Authority**

Provincial
Federal

Provincial
Provincia%
Provincia{
Federal
Provincial
Provincial
Provincial
Provincial
Provincial
Provincial
Municipal
Federal
Federal
Federal
Federal
Federal

Unregulate

kkk

d ****

*% Unless otherwise noted an independent board or commission holds the

regulatory authority.

**% . Regulated by the Provincial Minister of Communications.
**%%  Reports to the Federal Minister of Communications.

Source: CNCP Telecommunications, The Crisis in Canadian Telecommunications

‘Policy and Regulation, (Toronto: CNCP), p. 20.
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Preoccupation with posaible abuse slows innovation and fosters the status.
quo. Noll argues that regulation has a conservative b1'as6 and_Schu]tz warns
that unless the situation is altered, regalation will 1eave society's inter-.
ests exposed and defence]ess.7 A |
Another serious Aproblém‘ facing regulators is the pricing system.
Stanbury and Thompson see it as the most important barrier tolderégu1ation.8
It is criticized as grossly 1ncffic1ent,'1nequ1tab1é and~unreSpqnsivea With
the advent of competitive and bypass technologies, carriers are demanding
rate rebaiancing - prices should reflect cos%s. The prbb]em;‘of course, 1is
that highér rates could threaten universal service if some Jower income
_subscribers were forced to drop off the éystem. _A3 recent studyg has
predicted that should the tefcos lose 20 percent of their tfafffc to
competitors, assuming 1982 rate structures and-demographic characteristics, a “
maximum  of 5000 to 6000 residential subscribers might drop- out of. the -
telephone system. These numbers might be somewhat higher in 1990. Many
solutions to this problem have been offered. These include life-line rates,
direct government subsidies and multi-party service. However, reguTators are
aware that rate rebalancing creates the impression of inequality. - Business

users will

6Roger G. Noll, "Regulation and Computer Service," in The Computer ;
Age: A Twenty-Year V1ew eds. M.L. Dertouzos and J. Moses (Cambridge: The MIT

- I.R.P.R., 1982), p. 57.

Press, 1979, 1981), p. 259
7

8

Schultz, "Regulation as Maginot Line," p. 218.
W.T. Stanbury and F. Thompson, Regulatory Reform in Canada (Montreal:

gPeat, Marwick and Partners, National Economic Research‘Associates,
Inc., and Telecomsyst Services, Inc., Impacts of Competition in Message Toll -

- Telephone Services (Toronto: Peat, Marwick & Parners, 1984), p.9.
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experience dramatic savings but average subscribers will confront higher

rates.

Fina11y, the carriers worry that regulation prevents them from operat-

ing their businesses in the most efficient manner possible.
restrictions slow the adoption of new technologies and

responses to market demands.

inhibit

Regulatory
flexible

Furthermore, regulation is costly in terms of

both time and mdney. The regulated carriers claim that consumers are bearing

the heavy burden of continued regulation and the country will suffer for it.

There is widespread support for reform of the regulatory system.

move towards reregulation

appears slim. A review of the Titerature uncovers three fundament

that are required in a successful future environment. .

1. Attitudes that encourage cooperation and consultat

governments, current carriers, new entrants and consume

~ be developed. The telecommunications sector is rapidly

10 A

is evident but the 1ikelihood of deregulation

al factors

ion among
ns need to

changing.

No one actor can possibly be aware of all the possibilities or

consequences.

2. Parliament needs to be actively and constructively involved in

the natjonal debate.

in the estab]ishmen% of the overall telecommunications

A strong political will should be evident

strategy.

The policy agenda should be selected on the basis of five crite-

10
Reform, Report (Ottawa: Supply & Services, 1981), p. 2.

Canada, Parliament, House of Commons Special Committee on Regulatory
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ria - technology, ideology, impact, market solution and political
11 '

>feasib11ity}
3. The regulatory burden has to be reduced. Although the rules of
competition may be determined, technical standards set and the
public interest protected, regulation should strive to be as
Unobtrusiye as ppssib1e.A Wherever .possib1e, the market p]ate
should be allowed to operate freely. |
Schultz described the three purposes of 'regu1ation as policing,
promoting and p'lanning.12 However, opponents andﬁproponents aTiké,faFe aware
of the Timitations of regulation. Its tob1s ére 1ﬁm1ted; its process -
adversarial. Its time-frame and bureaucratic reqﬂirements a bUrden; Cur-
rently, regulation is a blunt. instrument. Many argue that reform is required
to make regulation more flexible énd anticipatory, reflective 6f the techno-
Togical realities of the Communication Age. ‘There needs to.be a recognition
of'present realities and future potentials. According to Dea1y; regulation
should begin to address society's changing needs not its own pést
pm’ncip]es.l3 x

The following building blocks address some of the weaknesses and

problems identified in the foregoing review. .Four b1ocks'are offered. R2

;lPorat, “Communication Policy in an Information Society," p. 19.
12

Regulation, Technical Report No. 2 (Ottawa: Economic Council of Canada,
1980)3 pl 4. . ’ "

1350hn F. Dealy, "Telecommunications: Policy Issues and Options for

" the 1980s", The Brookings Review 1:2 (Winter 1982):31. -

Richard Schultz, cited in Robert D. Cairns, Rationales ‘for
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represent virtually opposite ends of the regulatory spectrum,

3

are similar with respect to competition and pricing but R, and R
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Regulation - Modified Status Quo - Rl.

i)

i)

mental

1i1)

The debate over jurisdictional issues continues.

The failure of the federal and provincial governments to reach a
consensus’ regarding jurisdictional issues results in the contin-
uation of the current regulatory mosaic.

The CRTC is admitted as a member of the Canadian Assodiation of
Members of Public Utilities (CAMPUT) by 1990. This provides a
forum for federal/provincial regulatory discussions.

Answers to jurisdictional conflicts that cannot be solved at the
bureaucratic or ministerial levels will be sought |from the
courts. Although the governments themselves may seek|to avoid

this route, other actors, inciuding carriers or potential en-.

trants, may force the issue. The recent case involving AGT and
CNCP Telecommunications provides just such an example.

Policy development decisions continue to be determined on an incre-

basis.

"Competition will be lTimited and regulated.

The federal government will determine broad policies to direct .
the activities of the CRTC. (See Bill C-20.) Some provincial

governments may foliow this lead.. ‘

The lack of a national planning body to direct regulatory activi-
ty contributes to the ad hocery in decision-making. This will
contribute to increase -conflict in a number of policy areas
including terminal attachment, systems interconnection and
interprovincial rates.

The regulatory decision making process will continue |to be a
lengthy one because of the lack of national direction.

Policies will continue to be developed in response to new techno-
logical innovations. Because of the regulator's inability to
control events, policy decisions will be primarily reactjve.
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-Local voice service will continue to be regulated as a monopoly.

This is a matter of political choice not technological impos-
sibility. o ,

Competition will be permitted, but regulators will oversee the
entry of new competitors and the price structures that are
developed to ensure that government's objectives are attained.

Some service areas will be less controlled either because they .
are less vital to the government's objectives or because the

‘technology permits evident benefits from a competitive approach.

Enhanced services may be an example of a more flexible arena.

The cable industry regulation will continue to permit the
introduction of non-programming services such as videotext, NABU
type services and alarm monitoring. In the programming sector,
the cable companies will be required to carry priority stations,
but tiering and pay-per-view services will be permitted.

Many decisions regarding . competition will be decided on a
case-by-case, Jjurisdiction-by-jurisdiction basis. Differences
will develop across the country as provinces differentially admit
competition. ‘

iv) . Pricing continues to be largely determined by fegu1atory‘forces.

The regulators' primary objective .in this sector will. be to
maintain basic universal service.

A11 competitive services that  interconnect with the public
networks will be charged an access fee.

Long distance toll rates will dectease slightly. The access fee
will add to the carriers' costs.

Local rates will also rise slightly because of the introduction .
of ~ competition- in . the long~distance toll sector,
"Rate-rebalancing" will be incomplete. '

The cost of regulation is expected to rise. This will add to
carriers' costs and be reflected in higher rates.

Regulation - Joint Requlation - R2

N

i) A joint regulatory body with representatives from each province and



the federal government will evolve.

68

14

This body will meet regularly to discuss telecommunications
regulatory issues involving or impacting on more |than one
province and make recommendations to the appropriate pegulatory
agencies. '

The regulatory function remains with the existing Poards or
commissions. In addition, Ontario, Quebec and British Columbia
may wish to establish their own regulatory agencies.

Intra-provincial decisions will continue to be made without
consultation.

ii) The newly established joint regu1atony‘body will take respensibility

for protecting the national interest.

It will identify national priorities and establish| national
goals.

This body will attempt to be more flexible ~tha current

~regulatory agencies. By instituting both formal and| informal

input procedures it will attempt to be more receptive to industry
and consumer concerns. Moreover, it will make increased efforts
to anticipate technological changes rather than reacting to these
development after they occur. ,

The blurring distinction among voice/video/data transmission
signals makes the task of regulation more difficult.

iii) Competition is permitted in all sectors except basic local voice

service,

Rates .are rebalanced to permit the'introduction of competitive
services. ‘ : '
Open competition is permitted. Only two barriers will be erected

" to entry. One is a requirement that the company be|Canadian
owned and operated. Foreign investment will be capped at 20
percent. The second will include the establishment of technical
standards. '

14

Robert dJ. Buchan et al., Telecommunications Regulation]|and the
Constitution (Montreal: I.R.P.P., 19827, pp. 12-13. .
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Cross ownership rules will be relaxed but the establishment of
separate subsidiaries will be required in most cases.

The cable industry will be permitted f]ex1b111ty in both program-

-ming and non-programming services.

Market-based pricing will be introduced so that prices will more

closely reflect costs.

Local measured rates will be introduced. Prices will reflect two

factors, an access charge and a usage sensitive charge. - The

access charge will be about the same as current rates and provide
a "life-Tine" service. :

The regional and local telcos will levy an access fee against all
carriers or private network users who want to interconnect with
their systems. This will add to the cost of long-distance to]]
rates and "bypass" alternatives.

Government.will be obliged to treat telephone service as a social
responsibility. A ‘tax may be levied against all carriers and
competitors to finance serv1ce to those who would otherw1se be
forced to disconnect.

The cost of regulation will decrease.

"

i)

1

-
£

i1)

Regulation - Federa1.Control - R3 '

The federal government.wi11 emerge as the_primary'regulatory body.

Failure of the provincial and federal governments to reach a
consensus results in a decision by the courts to award the
responsibility for all interprovincial matters to the federal
government and its regulators, ‘

The provinces retain control of local regulatory concerns. Their
sphere of 1influence will decrease steadily as more and .more
issues. involve interprovincial concerns. = They will. become
1ncreas1ng]y 1ncapab1e of affect1ng change. :

Parliament will estab11sh nat1ona1 goa]s for te]ecommun1cat1ons.

The federa] Department of Commun1cat1ons will have a large role -
in advising the Minister with respect to national policy con-
cerns.

The M1n1ster and Cabinet will direct the national regu]ator as to
the direction regulation must take.



iii)

iv)

Regulation - Minimal Regulation - R4

Competition is permitted in all sectors except basic local s
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Keeping with the tradition of consultative federalism, the
provinces will be asked for input and federal/provincial confer-

ences will be frequent.

See R2'

ervice,

Market-based pricing will be introduced so that prices reflect costs.

See RZ'

1)

i1)

i11)

fv)

The current regulatory framework persists.

°

The market is allowed to develop independently.

Open

Regulators have no control over prices.

°

Different provinces develop at different rates but the

The CRTC joins CAMPUT which functions as an arena in which to air

differences.

The failure to resolve the federal/provincial conflict

s permits

technological factors to determine many outcomes and governments

discover that they have relinquished control unwittingly.

The regulators' ability to control events 1is erode
introduction of new and innovative technologies.

Regulators concentrate on achieving one or two goals
economic development or basic universal service.

Policy development is primarily reactive in nature.

competition is permitted-in all sectors.

d by the

such as

Following rate rebalancing, attempts are made to maintain a
monopoly 1in local service but this proves to be increasingly

difficult,

outcome is the same.

No barriers to entry are erected, Foreign investment an
entrants are permitted.

Governments Tevy a tax on telecommunications providers t
their own telecommunications goals.

Incentives or grants are used to ensure universal servic

The costs of regulation are minimal,

eventual

d foreign

0o finance

€.
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Summary |

In response to the regulatory building blocks, 37 percent of the
respondents selected R2 - Joint Regulation as- the most desirable or mosf
1ikely outcome by the year 2000. R3 was rejected because of a perceived
distaste in various pa}ts of the country for federal control. R4- was
favoured by about 25 percent of respondénts; however, most believed it to be
too far out of T1ine with the reality of the Canadian situation. Another 25
percent of the respondents predicted that Rl’ a modified status quo, would
evé?ve. Therefore, it is evident that the vast majority of fesbondents
expect at Teast some change in the regulatory environmenﬁ; Few want 6r
expect to operate in a completely open markeﬁ but most want'sqme loosening of -

the regulatory reins.. Only one respondent rejected any change in thisAarea.
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CHAPTER FIVE

POSSIBLE FUTURE SCENARIOS

The possible future scenarios that follow were developed

building blocks outlined in Chapters Two to Four. Each scenario in

using the

corporates

a block depicting technology and services, market structure and regulation.

The scenarios present credible, integrated, cohesive future tele

tions environments. Each explores the logical inter-re1ationshipé

particular combination.

than others. The choice of scenarios developed here reflect the p

communica-

among the

.elements and attempts to determfnelthe 1ikely 1long-term stability of that

Obviously some combinations "fit" together better

redominant

views expressed in the literature and by the respondents to this study.

Scenario I is primarily a modified version of the status
such, it incorporates the following elements.

Technology and Services - Conservative Development ~

quo. As

i)  Microwave, paired copper and coaxial cable remain the| dominant

technologies in terms of investment

§4)° 7 optic fibres are 1ncreas1ng1y ut111zed “for heavy Volume
feeder lines,

iii) Satel]ite transmission facilities continue to be under utilized.

iv) Cellular radio techno1ogy experiences slow but steady growth.
The rate of growth increases towards the end of the stud& period,

v) Digital technologies steadily replace existing analogue

ones.

vi) The installation of pr1vateAnetworks continues at a slow|but

steady pace as individual companies attempt to optimize
effectiveness of their expensive equ1pment for internal
nications functions.

the
ommUa

vii) - The demand for value-added and enhanced services will experience

steady growth.

viii) Voice communication will still predominate, but

non-voice

trunk and”
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ser-

-

\vices.wi11 grow steadily to narrow the gap between the two.
Market Structure - Minimal Competition
i) The regional telcos maintain their monopoly over local loops.

i1)  Interexchange competition involving Telcom Canada and CNCP
Telecommunications will be permitted.

iii) Large business users, frustrated by the high cost of telecommu-
nications service will increasingly search for ways to reduce
their financial burden.

jv)  The mobile communications market sector is expected to grow with
the introduction of cellular radio techno]ogy

P v) Because competition is Timited 1in th1s block, cable companies

~ will have more opportunity to improve their 1nfrastructures and

- develop the expertise necessary to provide the quality of service -
that will be demanded in the future. ‘

" vi) The enhanced service sector is the one that is expected to
: experience the greatest growth

vii) Voice related services will maintain.their predominant pos1t1on,'
but data and text services will steadily increase as a proport1on
of the total market

Regu1ation - Mod1f1ed Status Quo
i) The debate over jurisdictional issues continues.

ii) Policy deve]opment decisions continue to be determ1ned on an
. 1ncrementa1 bas1s.gm

iii) - Competition w111 be 11m1ted and regulated.
| iv)  Pricing continues to be largely determined by regulatory forces.
Scenario’ I suggeste that the acceptance of the new techno1ogies'wi11“
be . conservat1ve and that regu]atony changes w111 ‘be nnn1ma1 _ In such an
o environment where compet1t1on is regu]ated the estab11shed carriers w111
retain their dominant position; However, assuming that the regulations
governing the cable ihdustny are relaxed as indicated, this environment also

provides cable with the opportunity to update its infrastructures and develop

(N

the expertise required to expand its range of services. It is doubtful that
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... prepared to compete against their Telecom Canada partners, Telecom
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the cable industry will prove a threat to established telcos during

the study

period, but its survival with an increased variety of services is possible.

Competition will be permitted in a humber of service areas
and éntny will be controlled by the regulators. Because of the
regulatory mosaic, the 5ntroduction of competitive services will
different times in different provinces. The rules for competition

vary. However, it 1is unlikely that any one regulator will be ¢
withstanding the competitive forces once one or two provinces take
11bera1ize'this sector. | |

Competition in long-distance toll service will have minimal
the rates charged to customers because of expected high interconn
Initially, the entrants will be.1imifed to Telecom Canada<members

but during the second half of the study period non-carriers and Te

but rates
existing
occur at

will also

steps to

impact on
ect fees.
and CNCP

lesat can

be expected to obtain a Tlarger share of the market as more users turq'to

private or leased long distance networks. New facility-owning can
also be expected to emerge by the end of the century. If, as

earljer, these include new subsidiaries of existing regional telcos

continued existence is questionable.

riers can

indicated

Competition is also expected in data and text services, mobiEe commu=

nications, enhanced services, and equipment manufacture. In addi

competition in broadcast program traﬁsmission will escalate. The

ion, the -

degree of

regulation in each sector will vary across the country, intensifying the

confusion faced by the industry and possib1einew'entrants.
Towards the end of the study period the industry will face i
pressure. Suppliers of services and users alike will become inc

frustrated with the country's patch work regulatory environment.

ncreasing
reasingly

What is

apable of

which are’

Canada's
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possible in one province may not be 1in another. » Moreover, because  the
regulator will continue to monitor long-distance rates, thesé are éxpectéd to
remain high. Large users will look for more economical means of satisfying
their telecommunications needs. As they do, their contribution to the costs
of the common carrier will decline. Consequently, the carrier will be
obliged to increase rates even more, to make up for that shortfall. 1nd
revenue, Highér rates will encourage and/or force more subscribers,. both
commercial and residential, to drop off the system.

The reqgulators will be unable to control events as they HaVe in the
past because the new fechnologies will have stripped them of that capability.
Furthermore, the regulatory stalemate will inhibit the establiéhment of..
forward-looking, effective te1ecommunipations no11c1es., Without c0nstructive _
1ntervéntion, the future for the Canadian te]ecbmmunicatidns'industry appears

bleak.

Tl . MSZ’ R2

..Scenario II describes a more competitive environment than Scenario I. . . . . -~

It includes the following elements.

Techno1ogy and Serv1ces - Conservat1ve Deve1opment

“9) M1crowave, pa1red copper and coax1a1 cab1e remain the dom1nant
technologies in terms of investment. :

ii). Optic fibres are 1ncreas1ng1y ut111zed for heavy vo1ume trunk and

' feeder 11nes. , S

iii) Sate111te transm1ss1on fac111t1es cont1nue to be under ut111zed
iv) Cellular radio techno]ogy exper1ences sTow but steady growth.
The rate of growth increases towards the end of the study period.
v) D1g1ta1 techno]og1es steadily replace existing analogue ones.

vi) The installation of private network systems continues at a slow
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but steady pace as individual companies attempt to optimize the

effectiveness of their expensive equipment for internal
communications functions.

vii)  The demand for value-added and enhanced services will experience

steady growth.

viii) Voice communication will still predominate, but non-voice
services will steadily grow to narrow the gap between the two.

Market Structure - National Competition

i)  Many new entrants will emerge to compete in this field.

ii) Local service will basically remain a regulated monopoly.

~111)  Active competition in interexchange carriage is expected.

iv)  The esiab1ishment of private networks is Tikely to flourish as

consumers try to individualize their communication serv]

v) Mobile communications growth will be similar to MS,,

ces.

but it is

expected to gain a 1arger market share by the end %f the study

period.

vi) Because of an ant1c1pated acceleration of competition, t

he cable

industry's survival in this b1ock is more doubtful. Its role is

expected to be minor.
vii) The enhanced services sectors can be expected to follow
development pattern outlined in MSl. However, the compe
expected to be more dynamic.

viii) Data becomes an 1ncreas1ng1y important share of the tran
capac1ty

Regulation -~ Joint Regulation

i) A joint regulatory body with representatives from each
and the federal government will evolve.

the

smission

province

ii)  The newly established joint regulatory body will take reSponQ

sibility for protecting the national interest.
iii) Competition is permitted in all sectors.

iv) Market based pricing will be introduced.

Scenario II is also based on the assumption that the acceptance and

utilization of the new technologies will proceed, initially at lea

conservative pace. It should be remembered,

however, that T1

st, at a

actuaT]y

tition is
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envisages much technological change. This slower rate of development will
allow éome timé for the federal and provincial governments to reach an
agreement with respect to a joint regu]atory body. However, the window of
opportunity is sﬁa]]. Unless some body begins to direct the deve]opment of
the industry; the technology may proceed to develop in a manner contrary to
the national interest. |

Once the regulatory question is resolved, competition will be permit-
ted in all éervice sectors except Tocal basic service. Rates will be rebal- |
anéed and local rates can be expected to rise.

Provincial regulators 'wﬁ}] govern_ a11A intra-provincial matters,

.including local service. Many will permit the introduction of local measured

service (LMS) so that Tife-line access rates may be ‘initiated. This - step

will prevent a large number of disconnects, but prdvincia] governments will

be obliged to'make a political decision regarding those who are unable to

afford even Tife-line service.

Competition in all other sectors is expected to reduce prices as rates

~are forced closer to costs. However, prices w111 be determined by market

..factors not by regulators regardless of what direction they move. In addi- -~ .

tion to the existing carrjers, many new entrants can be expected.” Regulatory
requfrements will ensure that new companies are~Canadian owned and operated.
Some will create their own facilities, others will utilize liberalized resale
and brokerage regulations in competitioh with major cérrfers.‘The contihuedA
existence of Te]etom-Cénada,>§n its present form,:fs doubffﬁl beéause(some-of
its more progressive hembefs may move in such_a_way so as to under cut
others. IR o
| Large users will continue to install private networks to individualize

and facilitate their internal communications. However, because rates are




~

- political will to enforce universal service requirements.

- tives for carriers to provide service.
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expected to closely reflect costs, "bypass" will probably be uneconomical and

therefore will be avoided.

Moreover, business-users are likely tp increase

their demands for a high degree of -interconnectivity among systems and

networks. The proposed joint regulatory body may have a role to p1Ly here by

systems.

The cable industry is unlikely to flourish in this environme

changes within the industry occur very rapidly.

facilitating the establishment of standards and criteria for integrated

ent unless

Once open competition is

permitted, cable will find itself without the necessary infrastructure and

expertise to compete successfully in this market scenario. It wil)

Tikely to

continue to serve a. broadcast program transmission function in larger urban

centres until the end of the century.

By the last third. of the study period, competition will

heighten.

Weak competitors will be forced from the market but a Targe group of healthy

competitors are expected to remain. There will be dincreasing pressure on

Tocal service rates and regulators will need to be supported by

a strong

Governments may

need to provide direct subsidies to some residential users or create incen-

Scenario III - TZ’ MSZ’ R

3

The third scenario assumes national competition similar to

Scenario

II. However, the technology and services and regulatory blocks change.

Technology and Services - Innovative Deve]opment

i) Microwave, paired copper and coaxial cable continue to
the backbone of the telecommunications infrastructures.

i1)  The rate at which optic fibres replace the existing technologies

serve as
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ii1)

iv)

vi)
vii)
viii)

ix)
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in trunk and feeder systems will be accelerated.

The cable companies acknowledge the need to upgrade their current
infrastructures in order to expand the range of services they
offer. -

Satellite costs remain high relative to other technologies but
satellite transmission is utilized for private networks, remote
communications and broadcasting services. B
Cellular radio. gains rapid and wide acceptance in urban areas for
mobile communications.

Digital transmission and switching facilities will be qu1ck1y.
incorporated into the telecommunications infrastructures to
accommodate the increased volume of traffic. . ‘

0ffice automation wi11 proceed at a pace double that of block Tl’
Demand for enhanced and va1ue added services will at 1east doub1e
that est1mated in T1 \ :

Although voice communications rema1ns'the preferred method,
non-voice serv1ces w111 consume 1ncreas1ng amounts of.time on the .
system.

Market Structure - National Competition:

i)

i)
iii)

tv)
v)

vi)
. vii)

viii)

Many new entrants will emerge to compete in this field.
Local service will bas1ca11y remain a regu]ated monopoly.
Active competition in 1nterexchange carriage.is expected

The establishment of private networks is likely to flourish as
consumers try to individualize their communication services.

Mobile communications growth will be similar to MS,, but it is
expected to gain a larger market share by the end of "the study.

‘Because of an anticipated acceleration of competition, the cable

industry's survival in this-block is more doubtful. Its role is
expected to be minor.

The enhanced services .sectors can be expected to follow the
development pattern outlined in MSl. However, the competition
can be expected to be more dynam1c. ‘

Data becomes an increasingly important share of the transm1ss1on

. capacity.
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Regulation - Federal Control

i) The federal government will emerge as the primary regulatory

body;

ii)  Parliament will establish national goals for telecommunjcations.

ii1) Competition is permitted in all sectors except basic local

service,

iv)  Market based pricing will be introduced.

Scenario III assumes a more rapid acceptance and growth of

new ser-

vices made available through the new technology. Because of this accelerated

development, there is insufficient time to permit the negotiations that might

have led to the creation of a joint regulatory body. Instead th

e federal

government will emerge as the one responsible for the estab1ilhment of

national goals and priorities and the regu1ation of all inter-provincial

matters,

As in Scenario II, . competition is permitted in all secto

rs except

“local basic service after rates are rebalanced. Provincial governments will

continue to regulate intra-provincial matters, such as local service but

their ability to control events will be weakened. For example, ra

te rebal-

ancing will force local service rates to rise, provincial regulators will be

forced to react to this eventuality.
measured service rates may be introduced, special taxes levied and/
tives or grants offered carriers or suppliers to ensure the contin

universal basic service.

Their options are Tlimited. Local

or incen-

jation of

In all sectors prices will reflect market place factors. Rates are

expected to deciine as many new entrants appear to offer services in

competi-

tion with established suppliers. New entrants will be Canadian owned and

operated, They will employ a variety of new technologies and techniques in

their attempts to provide the services demanded by consumers. Because of

T L L E L L N
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" these lower costs, "bypass" technologies will be avoided and users will push

_for a h1gh degree of 1nterconnect1v1ty

The heightened level of competition is 1ikely to create difficulty for
the cable industry which will find itself unable to provide the new services
it must to remain competitive. Like other weak competitors, it will be
forced from the market as an oligopoly of strong healthy competitors emergé
in total control of the marketplace.

‘One further problem is possible. If the provincial governments who
own or regulate regional telcos levy high'interconnection access charges on
interexchange. and/or competitive carriefs; -this whole scehario is Jjeop-
ardized. High access rates will force prices highers; consumers will seek
alternatives and thé whole Canadian te]ecomMUnications industny could féce
severe threats by the end of thé century;

¥

Scenario 1V - T2, MSB, R4

Many observers believe this scenario to be the-one least 1ike1y'to
evolve in the Canadian -telecommunications environment. It includes the-
following e1emehts. | | .

Technology and Services - Innovative‘DeveTOpment

i) Microwave, paired copper and coaxial cable continue to serve as
the backbone of the telecommunications infrastructures.

ii) The rate at which optic fibres replacefthe existing technologies
in trunk and feeder systems will be accelerated.

iii)  The cable companies acknowledge the need to upgrade their current
- infrastructures in order to expand the range of services they
offer,

jv) Satellite costs remain high relative to other technologies but
satellite transmission is utilized for private. networks, remote
communications and broadcasting services.




,\\

vi)

vii)

viii)

ix)

Market Structure - International Competition

i)
i)
§11)

iv)

viii

Regulation
i)
ii)
i)

iv)

‘entrance of foreign firms,
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Cellular radio gains rapid and wide acceptance in urban areas for

mobile communications.

Digital transmission and switching facilities will be quickly
incorporated into the telecommunications infrastructures to

accommodate the increased volume of traffic.

Office automation will proceed at a pace double that of| block T1°

Demand for enhanced and value-added services will at least double

that estimated in Tl.

Although voice communications remains the preferred method,
non-voice services will. consume increasing amounts of time on the

system,

Many new entrants are expected. Some of these will be foreign.

period.

Interexchange competition will be especially active witt

‘Local service monopoly will be threatened by the end of|the study

the

Individualized networks will continue to flourish but bypass will

be avoided.
Mobile communications will be readily accepted.
The prospeéts for the cable industry are limited.

The demand for enhanced services will grow rapidly.

—

Competition is expected to be fiercer than under nationa
competition. :

The current regulatory framework persists.
The market is allowed to develop independently.
Open competition is permitted in all areas.

Regulators have no control over prices.

Scenario IV assumes rapid acceptance of the telecommunications tech-

nology. It also assumes that the federal and provincial governments fail to

resolve their jurisdictional disputes and the current regulatonr

mosaic
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persists. However, as the technology develops, the regulators 1néreasing1y
‘Tose the ability to control this market. New entrants and prices are de-
‘termined by market place factors. The role of_regu1ation is restricted to
one or two areas and the tegu1ators have difficulty. achieving their will here
as well.

This relaxation of control removes the current rules, regulations and
purchasing policies which currently. protect or aid the Canadian te]ecommu-
nications 1ndustry. Foreign entrants, particularly American ones, will be

permitted to operate in the Canadian market. Conversely, Canadian firms will -

‘have access to foreign markets in order to aggressively expand their sales
-and market penetration. This may help carriers like Telesat who have excess .

‘capacity. However, theventry of foreign carriers and supp]iefs will further

weaken the abi]ity'of regulators to enforce ahy direction.

In this new» market éﬁructure prices will be determined. by' market -
factors. Loca]irates are expected to rise and basic universal service w111
be severely threatened. Regulators will need to find means of encouraging
service t0‘unprofitab1e rural and remote areas and subsidizing phone service
for those who cannot afford it.

In the Tong run this actively competitive market will determine its
own winners and losers. Thefe 1s‘no guarantee that Canadian firms will
emerge as winners, However, it can be.éxpected that any large carrief or
supplier who has the advantages of a good product.or serviée Tine, a reason-
able market §hare and an efficient pricing system will survive. Small,
ineffjcient carriers will A]ikeTy be bought out or will merge with more
successful ones. Cable's survival is doubffu]. Regu]at%on W111 continué to .
be minimal and the ability of governments to utilize the telecommunications

industry in the public interest or for national purﬁoses will be lost.
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CHAPTER SIX

INTERNATIONAL CONCERNS
(Prepared by Dr, Wm. MeTody)

I. Background

The telecommunication industry historically has been heavily monop-

olized and integrated both vertically (equipment manufacturing and service
provision) and horizontally (local and long distance). In addition, it has
been regulated under government policies that deliberately have restricted
competition. This industry, perhaps more than any other, has been protected
from the direct influence of changing market forces, including not{only the
threat of direct'cdmpetition'fof existing services, but also changing demand
and technology. The industry was thought to be ;haracterized by éanditions
of natural monopoly, that is, technologically determined economies |of scale
of such magnitude that competition was precluded. Thus, telecommunication
systems have been either publically owned (PTT's in Europe, Japan and other

countries), or privately owned but publically regulated (as in the U}S.)

In Canada, a mixture of these approaches has been taken.- |Although-

there are many private .and public companies, each 1is a monopoly in its
region. Together the monopoly telephone cpmpanies provide long |distance
services in common as a legal cartel. They have been insulated from|competi-
tive market forces by the characteristics of the technofogy, by theiv monopo-
1y power, and most significantly, by government policy. In returni for the
privileged position of monopoly, telephone companies have their profits
regulated to reasonable levels, and purportedly serve as instruments of
social policy in extending service to unprofitable areas.

Over the past quarter century, the forces for change have béen build-
ing. Not only has there been rapid growth in the use of telecommunication

systems, particularly 1ohg distance systems, but also voice communication
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demands have been supplemented with data communication and requirements for

more diversified and speciaTHzed. serviﬁes. Stemming from technological
developments in microe]ectrénics, there~hés béen a merging of computer and
te]ecohmunication technologies.

| At the local level, the plain old voice 'te1ephone 'service (POTS)
network is being upgraded to the higher tethhica] standards of the integrated

service digital network (ISDN),- using digital switching and fibre optic

cable, Long distance communication now can be supplied by several tech-

nologies (radio microwave, coaxial cable, satellites and more recently fibre

optic cable) each with specialized advantages for particular distance and

types of communication. . An infinite variety of telecommunication terminals.

are available ranging from inexpensive extension phones to multi-million

dollar computer systems. And more.and more independent companies desire to

sell data and information services over telecommunication networks.  This has

led to.a guestioning of the current relevance of the historical policies of
natural monopoly, and particularly to the breadth of their justifiéd
application in the telecommunication industry.l This questioﬁing came first
in the U.S., 'undoubted1y because it represents the 1&rgest 'ddmestic
telecommunication market. It is.now occurring in other countries, including

Canada, the United Kingdom, West Germany and Japan.

It is,important to note that the evolution toward increased competi-

tion has proceeded at a pace dictated by public policy decisions, which
generally have lagged behind the technological and market possibi]itieé. In
Canada, the raising of policy issués generally has lagged behind the U.S.

many years, so that at the presehtktime Canada 15 Jjust beginning to raise

public policy issues that already have been addressed in the U.S.
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The major market segments leading to changes froh historic

monopoly
policies are as follows: a) terminal equipment - the right of users to own
their own terminal equipment, whether extention phones or sophisticated

computer systems; b) the equipment market, covering the manufacturing and

sale of all types of telecommunication equipment 1nc1u&1ng 1
switching machines, sate]]ites, and other equipment sold in nat
international markets; c¢). long distance transmission services,

networks of high capacity coaxial cable,

radio microwave, satel

erminals,
ional and
including

ites and

fibre-optﬁcs facilities for the provision of voice, data and television

transmission services; d) local communication services, including networks of

ile radio

and cellular facilities, for the provision of local telephone and other

specialized services; e) information services - data and informati
including the collection, storage, organization and retrieval of ge

specialized information.

on banks,

neral and

The new techno1ogiesAhavé led to a substantial expansion of|capacity

on the telecommunication system. This has been associated with

expansion and a diversification of demand.

The characteristics

both an

of the

computer industry - the rapid rate of technological turnover, the application

of sophisticated marketing and aggressive competition, - gradually h

into the telecommunication induStry. This of course, is because t
of the computer industry lies not in stand-alone data processin

teleprocessing, data processing over distance using telecommunicati

ave moved
he future
g but- in

on lines.

Thus, new data and information services, including enhanced and value-added
services, and even the straight reselling of traditional telecommunication
services

have introduced a new emphasis on retailing, a functjon that
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historically hardly has been performed in the';monbpo1y telecommunication
industry. |

In addressing the impact upon Canadian te]ecommunication carriers of
competitien from U.S. carriers, it is important to consider the issue within
the broader context of telecommunication techno1dgy-and markets, as well as

its impact upon Canada's overall economic policies.

II. . The U.S. Te]ecommunication.Market: Industrial and Regulatory Structure
(Refer to Notes for detailed references and history.)

Traditionally long distance telecommunication services were provided

- by AT&T under monopoly conditions. Although there are about fourteen hundred

"independent' telephone companies (formerly many more),  these companies

fprovidéd only the Tocal exchange connections for long distahce service. They

did not provide long distance facilities or services. Revenues were shared

between AT&T and the independent telephone companies via- the process of

revenue sett]emehts;‘gomparab1e to the Telecom Canada Revenue Settlement Plan

(RSP). current1y' in use 1in Canada. Although Western Union, 1like _CNCP in
Canada, had been offering telegraph, te]ek, and limited private line voice
ahd data services for-many years, the competftion»with AT&T had always been
rather passive, with Western Union serving about 2 percent of the market in a
lopsided duopoly. _ |
The first afea of policy change in the direction of competition in the
U.S. was the Federal Communications Commfssion (FCC) decision din the
Carterfone Case (1968). This was followed by implementation decisions so
that by 1974'active and effective competition had begun to take hold. Major
beneficiaries of the FCC competitive po]fcy with réspect to terminal equip-
ment have been Canadian equipment manufacturing firms, especially Northern

Telecom and Mitel. At present, the terminal- equipment market is regarded as
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fully competitive in the U.S. The transition period was almost a decade from

fundamental policy change to the implementation of effective competition.

In contrast, terminal equipment competition has been i

gradually as a result of policy changes at the CRTC in 1980 and 1

ntroduced

982. The

provincial regulatory boards are just now in the process of examjning the

jssue and in some cases changing their policies so as to permit th

e sale of

terminal equipment by competitive suppliers. It is important to note however

that this policy response on the part of Canadian regulators essentjally has

been a response to the reality of terminal equipment markets that

has been

thrust upon them. Terminal equipment competition has become so widespread in

the U.S. that the introduction of terminals into the Canadian market could

not be stopped. Canadian subscribers in large numbers were buyihg

in the U.S., and 1later in Toronto or Montreal, taking them

terminals

nome and

connecting the terminals themselves. The phenomenon is directly parallel to

that of the installation of satellite dishes for receiving U.S. t$1evision

signals. The major force behind the policy change has been the} growing

realization on the part of the telephone companies and the regulaton that it

is impossible to keep competitive terminals out.

The policy changes relating to the introduction of competiti

on in the

long distance telecommunication market in the U.S. took place between 1968

and 1971. The MCI application was initially approved by the FCC in

1968, In

1971, the FCC adopted a general policy of competition in the supply of

domestic satellite services. MCI began constructing its transmissi
and first offered service in 1973. It has continued to expand
struction and its service offerings for more than a decade and con

do so.
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Many othér competitors entered the market iﬁ the early 1970s. - Some,
1ikevData.Transmission Company, went out of business and some wefe absorbed
by bthers.‘ The major firms that now supply 1ong.distance sgrvice primarily
over their own facilities are relatively few.  In addition to AT&T and MCI,
they are GTE Sprint (formerly South Pacific),.U.S. ITT (a subSidiary of ITT), .
and Satellite Business Systems. (SBS), a subsidiafy of'AIBM and -other
companies. The remaining competitors, provide ya1ue-added - integrated data
processing and telecommunication services, or simply resale telecommunication
services by leasing capacity.oh the networks of other companies - (WATS and
Teased lines). »

As of 1984, the long distance telecommunication market shares weke
approximately as follows: AT&T (92%), MCI (4%), all other new carriers (4%5.
~ Competition 1in thé U.S. long distance market' clearly has not “yet  been
achieved. - Although MCI is approéching $2 bi]]ioq a year in revénués, this is
less than -the annual growth ~in the market. Therefore, ‘even if the
competitors grow at a very high rate, it(wi]] take 15 or 20 years before AT.&
T's market share could pessibly be reduced be]ow 60 percent.

The divestiture of AT&T from the Be11°Sy;tem Operating Companies is
expected to be a major force in the direction 6f increasing competitioh. A
major problem in attempting to implement a competition policy in the telecom-
munication field has been the fact that monopoly over local distribUtion
facilities can be used to control the long distance market. Not only can the
Tocal telephone monopoly place restrictive conditions on long distance
competito?s but it can also engage in cross-subsidy whereby local telephone
subscribers bear substantial portions of the telephone ;ompany'é,costs of

providing its long distance services.
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_1oca1 telephone companies, the long distance.companies, the major

charge for access to the telecommunication network
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The FCC has been unable effectively to resolve the problem of whether

the new long distance competitors were receiving fair access to |

ocal ex-

changes at prices comparable to that which the telephone company was implic-

itly charging itself, This issue was resolved in the U.S. with the

ture of AT&T. Now all long distance companies, dincluding AT&T,

divesti-

must pay

access charges for the right to use the local distribution system of the

local telephone compam’es.1

Major policy issues to be resolved in the U.S. with respect

distance competition revolve around the conditions of access that long

distance competitors will have to Tocal exchanges. The initial FCC
related only to interstate long distance communication.
represented about 70 percent of the total market.

have followed with pro-competitive policies. Thus, state commiss

to long

However, this -

Most of the Targer states

ions are

considering the competition issue together with the problems suyrounding

access charges that should be paid by the long distance carriers.
Perhaps even more significant is how state commissions will
the issue of access charges that may be imposed on subscribers din

the telephone companies, called customer access line charges (CALC

users and the FCC all have supported the view that a major portio

address
ectly by
s). The
business

n of the

Tocal distribution costs should be charged d1rect1y to subscr1bﬂrs as a

5]

Users then would pay

1The acquisition of Sprint by GT&E might appear to be a viol
this policy.
Sprint must be operated as a separate “company dealing at arms-len

ation of

However, by terms of a U.S. Justice Department consent decree,

gth with

other GTE companies. Also the great majority of Sprint's local connections

are not with GT&E companies.

- o W e

policies -
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usage fees for the types of services that they' actué]]y used. If this
proposal were fully implemented, there would be an access’charge of $30 - .$40
per telephone line for access to the system. The telephone companies argue
that if customer access charges are not emp]oyed long distance carriers and

1arge industrial users will bypass the local network. Consumer groups have

emphasized that high subscriber access charges will force a significant»

portion of the population to disconnect from the telephone network, thereby

losing even basic telephone service. The u.s. Congress rejected the attempt

by the FCC to 1mp1ement customer access 11ne charges at the 1eve1s 1n1t1a11y

proposed. At present the charges are $1 for res1dence and $2 for bus1ness
Tines, wifh no increases on the horizon. However, the issue is now and will
continue to be debated before state regu]atohy cohmissions»over the next
several years. |

The provision of equal access resu]tfng from the AT&T divestiture,

will mean that all long distance competitors wj]] obtain equal access to that

of AT&T, including the sahe number of digits thét is neeessary to dial, over:

the next several years. Now that competition within the U.S. is on the verge

of adjusting to its final phase, U.S. competitors, 1nc1ud1ng-AT&T, are in a

position - to expand their horizons.  AT&T has been in the business of -

supplying internafiona] commun1cat1on for many years. MCI already has
expanded its system to Europe and the Far East, and has negotiated agreements

with Telecom Canada for services to certa1n~ma30r cities in Canada. Recog-

nizing -the evo]utionvof_the U.S. market, it is clear that the U.S. carriers

are ready to enter the Canadian market. If the opportunity arises for them,
they will of course view this -opportunity as simb]y a convenient and effi-
cient way to expand and extend their existing U.S. systems to a few addi{ion-

al major population centres in the North American telecommunication system.



92

111, Telecommunication Competition in the Context of Canadian Economic

Policy

Although the Canadian government has not attempted to imp

lement a

formal national economic policy with respect to the telecommunication indus-

try, there has been a consistent historical recognition that a

controlled telecommunication infrastructure has been vital
grdwth and development of the Canadian economy, For example, in 1
Consultative Committee on the Implications of Telecommunications for
Sovereignty urged "the Government of Canada and the governments
provinces to take

immediate action to establish a rational struc

. telecommunications in Canada as a defence against the further loss ¢

eignty in all its economic, social, cultural aﬁd political aspects.
respect to satellite communication, the Department of Communicatio
in 1980 that, "obviously the availability of these [satellite] servi
be an essential factor in the continued social and economic develo
the country. Confro1 of the facilities and data flow w111 be an i
consideration in the maintenance of our cultural and economic soverei
The telecommunication infrastructure in Canada must grow in a
is responsive and comp1ehentary to broader aspects of nétiona]

policy. As international

competitive, it has become necessary for the Canadian economy to diversify

and to specialize in the production of selected high-technology produ

2Consu1tat1’ve Committee on fhe Implications of Telecommunicat
Canadian Sovereignty. Telecommunications and Canada.
Communications, Ottawa: Supply and Services, March 1979.

3Department of Communications.

The Canadian Space Programme:

Canadian

to the future

979, the
Caﬁadian

of the
ture for
f sover-
" Yith
s stated
ces will

pment of

mportant

gnty."3

way that

economic

markets for Canadian products have become more

cts.

ions for

Department of

Five

Year Plan (80/81-84/85) Ottawa: Supply and Services, 1980,
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Existing resource-based industries must becoﬁe more productive, To achieve
broad "economic objectives that require continuing growth_and profitability
and increased employment opportunities, the telecommunication services that
provide the network for the flow of both domestic and 1nternationa1 informa-
tion within Canada must faciTitéte communication on an east-west basis and
between Canadian ufban centres and -distant ‘manufacturing and production
centres. _ | | .

‘A priority for .1ncreasing the international competitiveness of
Canadign produced goods and serv{ces is to lower the costs of communicétion

within and between firms located in Canada. Financial and other forms of

~information about domestic markets and productioh»priorities'within Canada

are as important, if not more so, as access to information regarding interna- .

tional markets. - If the Canadian economy is to be strengthened by its tele-

" communication network, it must be able to provide a full range of voice and

data services to all sectors of the Canadian:econbmy_at rates that do not
inflate production costs above those of international competitors. . There-

fore, it is 1mportant to recognize the impact of U.S. competition in the

-Canadian telecommunication market upon national economic objectives .and .

Canadian control over its own economy.

4

Iv The Impact of U.S. Entry to the Canadién Long Distance Market

In the transition from monopoly to competition in the long distance
market, Canadian policy is at least fifteen years behind the U.S. The U.s.
is in the final stages of the transition. The surviving new qompetitors have
grown for more than a decade. The established telephone companies gradually
hévé reoriented their activities away from erectiné artificial barriers to

new competitors.  They have begun to- act more like éompet{tors than




recalcitrant monopolists.
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The struggle between monopoly and competition is

over. All parties have accepted the fact that the new competition has

established itself, and there is no turning back to the nostalgic days of

government protected monopoly.

The adjustment process has not been easy for many companies,

especial-

1y the former telephone monopolies and the historic token competitor, Western

Union. With the AT&T divestiture,

both AT & T and the Bell

Companies have cut back on their labour forces by about 15 percent.

taken a substantié1 obsolescence asset write-off which, although

relating to terminal equipment,

equipment used for long distance services.

Operating
AT&T has

primarily

included write-downs of the valuel of some

Aggressive marketing activity and

diversified service offerings responding to the specialized needs of differ-

ent industries and types of use have replaced the traditional pa

reactive industry approach to marketing and services.

The telep

ssive and

hone com-

panies “have found it necessary to replace telephone sales and marketing

people with recruits from the

vigorous.

computer 1’ndustry.4

Price competition has been

Western Union, which historically has occupied a similar |position

in the U.S. market to that of CNCP in the Canadian market has not done well

and is on the verge of bankruptcy.

The most successful new competitor, MCI,

has expanded its markets to include overseas services land joint services to

Canada and Mexico with their respective domestic carriers.

much more aggressive competitor in international markets.

4See Alvin von Auw.
System in Transition.

Heritage and Destiny:

AT&T has

become a

Reflections on the Bell

New York: Praeger Publishers, 1983, for a description

of the difficulty of the AT&T adJustment by a high Tevel execut1ve who Tived

through it.
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The U.S. long distance .companies. that may enteﬁ théi Canadian 1qng
distance market include AT&T, MCI, GTE-Sprint, SBS,'and;possib1y‘U;S. ITT.
In addition, a£"1east three or four resellers could readily extend their
coverage to include the larger Canadian cities. There 1s‘a.]arge attraction

because Canadian long distance rates are 50 percent - 200 bercent higher than

U.S. rates, depending on distance and type of service.

The most efficient way for U.S. companies to extend their facility
networks would be to connect Canada's larger cities to the nearest border

point of their U.S. systems, for'example, Vancouver-Seattle; Torohtb-Buffa]o,

_or perhaps from the top ofithe CN tower écross Lake Ontario,,étc} This could

be done with a few microwave hdps, miles of fibre optié éab]e, or satellite -
dishes. Probably novmore than one or two companies would build facilities,
and 1f'éxist1ng'capacity isiavéi1éb1e at a reasonab]é pricé‘from é Canadian
carrier, such as CNCP,'a railroad, a hydro company, or Te]esét; they would
lease it. o

In most cases, other Canadian cities would be served; if there was
enough.demand, by having them connect to the nearest major Canadian city.
However, some would link up directly to an American city, sQCH~as.w1ndsor,

which. would connect with Detroit. Facility exténsiohs would be made - most

probably by radio microwave - in a few instances, such as Ottawa and London

" where demand would be high. Eventually the most that one can conceive is a

possible fibre optic cable from Buffalo, via Hamilton and Toronto to

Montreal, with spurs to Ottawa and to London - Windsor, connecting at
 Detroit. But the rest of the nation could be served using ]eaéed 1ines and

.resold WATS from the established telephone companies to the exteht that the

various cities énd towns could be profitably served.




‘Ontario, Quebec and B.C.

‘tion services in the U.S., the Canadian market is still very much

YN
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There would be relatively little new facility construction
because of the economies of adding Canadian demand to the exis
facility networks.

efficiently over the U.S. system. Moreover, the dominant traffig

in Canada

iting U.S.

Montreal to Vancouver traffic could be seLved most

involving Canada in North American telecommunication networks are North-South

in any event, due primarily to the branch plant character of most Canadian

industry. Addition of the entire Canadian long distance market
crease deménd on the U.S. system by'about 10 percent, or the growth
on the U.S. system for about eight or nine months. It would be

half the unused capacity on the system at any point in time. Obvi

would . in-
in demand
less than

ously the

Canadian demand would not be uniformly distributed. over the U.s. system, but

when considering alternative routing possibf]ities, and the enormous capacity

of the newest cable (fibre optics) and radio microwave (single s

ide band)

systems, absorption of the Canadian demand between major cities woulld not be

a difficult task.

We must also recognize that a federal policy change may on

y affect

The provincial regulators and governments in the

other seven provinces can be expected to remain hostile to competition,

refusing necessary operating franchises to competitors, U.S. or Canadian, in

any event. Thus, for all practical purposes, the U.S. carriers
serving Vancouver, Montreal and southern Ontario, with resale servi
rest of the provﬁnces via existing Canadian telephone company facil

the extent that it is profitable.

would be
ce to the

1ties, to

In contrast to the aggressive competitive marketing of telecommunica-

g closed,

highly regd]ated, lopsided duopoly. For example, the recent CNCP application

to the CRTC to provide public voice telephone service is a modest move,

patterns:
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seeking survival in a changing market, more than it is an aggressive approach

to serving the long distance telephone market. The telephone companies, -

supported by the provincial regulatory agencies, with the exception of B.C.
and Ontario which are federally regulated in any event, have -successfully
resisted and compromised.competitioniat every step. To date, the CRTC's view

of competitioh has precluded price competition excépt in a regulated and

Timited sense. In Canada, résistance to competition remains very strong and.

very successful. Preservation of the shared monopoly option is still very

much the dominant policy. Neither the industry nor the regulators are

prepared for hard-nosed competition U.S. style. In sum, the U.S. companies

are finely-tuned competitors ready to extend their markets."TheACanadian

companies and policy-makers are busy jockeying for position and dealing with
problems in the Canadian market, and their range of-visibn hés extended for
the most part no further than the border. |

The benefits of U;S. competition for Canadians would be in the signif-
icantly lower rates. and more diversified service’ of ferings ’available.
Ironically, the major beneficiaries are likely to be smaller business- users

and residential users. . Large business and government users,  and special

service users, (e.g., data), now receive substantially reduced discriminatory

rates through Telpak, Datapac, and other tariffs. Competition tends to

eliminate monopolistic price discrimination by bringing down the prices of

the higher priced services. Therefore, those a1ready receiving discrimina-
tory low rates. are likely to benefit muéh less than those who are not. In
any event, long distance rates in Canada Tand between Canada and the U.S. can
be expected to decline significantly.

The response of the Canadian telephone companies, siﬁce‘they supply

both Tong distance and local services in common, will be to raise Tocal
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telephone rates to compensate for forced competitive rate reductions in the

long distance market.
distance competition by imposing special charges, entry fees, on
subscribers for access to the telephone network for any service at

U.S. Congress resisted attempts by the FCC to impose substanti

charges, but nevertheless a present nominal customer access 1i
(CALC) is being imposed.

Given the historical role of the CRTC in regulating the rates

5

monopoly services of Bell Canada, B.C. Tel or Telecom Canada,” the

The U.S. telephone companies have responded to long

telephone

all., The

I] access

e charge

for the

probable

result of the introduction of aggressive competition for long distances would

be drastic increases 1in local rates.

Bell Canada already has submitted a

study to the CRTC claiming that, if all the local Toop costs that are common

to Tocal and long distance service are allocated to lTocal, the costs
service would be $30 - $40 per month. If competition is permitted
distance, Bell Canada and B.C. Tel would propose to a]]ocatg their
this manner. NeVerthe]ess, the major impact of competition from U.S.

is 1ikely to be an immediate drastic restructuring of rates by the

of local
in long
costs in
carriers

Canadian

telephone companies, reducing long distance and increasing local, so as to

make entry by the U.S. carriers Tess profitab1e.

There is a high probability that CNCP and Telesat would be put in a

deleterious position by active competition from U.S. carriers. Since

5The Cost Inquiry begun by the Canadian Transport Commission
ago, has still not been completed. The purpose is to develop a proc
assign telephone company costs to monopoly and competitive services
the telephone companies cannot use their monopoly services to subsidi
competitive services. The most recent phase (Phase IIl) does n

address the issue of monopoly local telephone service subsidizing com

Tong distance,

both

13 years
edure to
so that
ze their
ot even
petitive
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companies have a close relationship to the federal government, the government

-is likely to be faced with a decision as to whether it wishes to subsidize

these companies to maintain a stronger Canadfan presence in the market. Bell
Canada and B.C. Tel should not.be threatened so severely, although B.C. Té]'S‘
manufacturing affi]iate,.Microte1, would likely be affected. "B.C. Tel is the
dominant purchaser of Microtel equipmentA‘that has- not been terribly
successful in open market sales. Competition is likely to force~B;C. Tel tb
buy more equipment 'from ‘the 1oweét priced suppliers, thus decreasing
Microtel's sales to B.C. Tel. -

Northern Telecom has been very successful in the U.S. and internation-
al equipment markets -and should be expected - to do well . in a COmbetitive“
Canadian market. Néverthe]ess, it presently Has major ;éptive customers for
several lines of telephone equipment used by'Be]1 Canada and 1tS-Mérit1me»
subsidiaries. Competition should force some of these markets open; causihg a
loss in market share fé Northern. Perhaps even more significant for the
longer term may be an increased incentive for Northern to move its headquar-
ters to the U.S. if it loses its privileged poéition in the Canadian market,
and if it can‘obtain the full benefits from compefing in Canada even though .
it is a U.S. company.

Teleglobe's privi]eged‘position as the Canadian monopoTy 6n OVerseas
communication would also be threatened. AT&T, MCI and U.S. ITT have their
own overseas connections and services. There has been competition among U.S.
companies for international traffic originated or terminated in the U.S..for
several years and it has become quite aggressive, ‘Not only would the U.S.
companies carry their own Canadian customers' overseas traffic, but they
would 1ikely undercut Teleglobe's prices or revenue sharing agreement to Be11.

Canada and other Canadian telephone companies that originate and terminate




7N

100

Canadian overseas traffic. Teleglobe's days as a high profit| monopoly
clearly would be over, and unless it could adjust to competition rapid]y, it
too could be placed in financial difficulty.

U.S. competition would require major changes in the current |structure
of Telecom Canada, and could lead to its demise. The current Revenye Settle-
ment Plan (RSP) by which the telephone companies share the revenues from
providing cross-country traffic is based upon a presumption of co-operative
monopoly sharing. Under competition, thi§ system would have to be completely
reorganized and a new methodology worked out whereby local telephone com-
panies charge long distance carriers for obtaiﬁing access to customers via
Tocal company exchange facilities. Recognizing that most provinces will
attempt to maintain monopoly policies, it is difficult to predict how the new
arrangements are 1likely to be worked out, or whether it will be| done in
uniform or fragmented fashion.

U.S. competition would promote certain patterns of communication and
discourage others. Rates between Canada's largest cities would decline as
would rates to U.S. cities. -North-South communication patterns would be
encouraged by major rate reductions. Local and most intraprovincial commu-
nication patferﬁs would be discouraged by increasing rates. Canadians would

be able to obtain access to U.S. data banks, value-added services and infor-

mation services at reduced cost. This would help Canadians as consumers of

these services, but would discourage‘Canadian companies attempting to estab-
1ish these services in Canada. The Canadian data processing industry esti-
mates that Canada already has 1ost 180,000 computer software jobs because of
transborder data flow to the U.S.

The problem of Canadian Eontr61 over Canadian content, an fhistoric

concern of Canadian governments, would be exacerbated for all types of
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content. Data and information bank would acquire a similar status to that of

direct broadcast satellite (DBS) delivery of television signals today.

‘Canadians would have easier access to U.S. services through North-South

connections than to equivalent Canadian services.

Moreover, the impact on Canada's balance of payments wéu]d'beAsubstan-
tial. Competition from U.S. ie]ecommunication carriers wi]T make it easier
for Canadians to obtain access to U.S. goods and services, thereby placing
Canadian suppliers of similar goods and services at é competitive
disadvantage. It is difficult to see any Cahadian carrier . making a
successful entry to the U.S. market, or the competitive advantage of any
Canadian industry, except the retailing of U.S. services,,being improved.
Canada's- future . in the information - economy wou1d_'tend.‘to be even more
dependent on the U.S, economy, making the unresolved questions }elating to
Canadian control over Caﬁadian information, privacy, and so on, eveh more

serious than they are now.

V. Conclusion

The Canadian telecommunication market, supplied by a cartel of region-
al monopolies and protected by regulatory policies that discourage aggressive
competition, may bé facing a substantiaﬁ1y altered market envirohmentf The
u.sS. carrieks; honed by a decade of aggressive competition and industry
restructuring, are showing signs of expanding into the Canadian market place.
As consumers of long distancé telecommunication and’ information services,
Canadians in the major;cities could benefit significantly by Tow cost access
to U.S. services. However, most Tlocal Vand intraprovincial rates would
inérease _significant1y, and Canadian suppliers of te1ecommunication and

computer eduipmeht and services, as well as information and data bank
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services could suffer, Some jobs coU]d be Tost and the trade deficit in the

information sector could be increased.

But Canada can only put off the day of reckoning with the microelec-

tronics revolution and its implications for the information economy

so long,

and the longer the delay, the more difficult the adjustment.

Canada can make

the adjustment in a manner best for Canadians by encouraging real competition

among domestic subp]iers immediately.

and unfair for Canadian policies to place greater restrictions on

In a sense it would be both

ironical

Canadian

entrepreneurs than on U.S. firms. Many imaginative Canadians have| been re-

stricted from pursuing their proposals in telecommunications becau

improve the efficiency of the telecommunication industry in Cana

Canadians may benefit in all respects.

se of the

historic monopoly policies. Why not turn the Canadian entrepreneurs loose to

1a? Then

0n1y'after an adjustment period of at Tleast four to five years will

Canadian firms be in a position to hold their own against competi

tion from

the U.S. carriers. The adjustment period'hés not yet begun in Canada, and at

the current rate of change, it is not 1ikely to begin until events require it

at some future time.

a major policy initiative along the lines suggested above,

The government can start the adjustment process now by
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Notes: The Telecommunication Competition Issue in the U.S.

This Note provides a comprehensiVe 1isting of Federal Communication
Commission (FCC) decisions that have been directed to developing and imple-
menting policies appropriate to a competitive te]e;ommqnication industry in

the United States. The bibliography includes selected entries in the follow-

ing categories: i) articles bearing on the local -exchange service and bypass

issues; ii) bypass studies, reports and testimony; iii) court'decisfons; iv)
FCC dockets and decisions - access. charges, AT&T divestiture, bypass and

local service, competition in terminal, private line and MTS/WATS markets,

allocation of local exchange costs, Regulatory Rules and'Procédures«and, v)

government reports,

The transition from a highly monopb]ized industry structure to a more

~ competitive structure can be traced through the entries 1isted below. The

earliest regulatory decisions concerning competition in the U.S. telecommu-

nications industry can be traced to the Hush-A-Phone (1955) and Carterfone‘

(1968) decisions that Ted‘to the transformation of the terminal equipment
industry. These decisions culminated with the reqﬁiremenf that AT&T and the
Bell Operating Companies market termina]I'equibmentk-through separate
subsidiaries, In 1982, procedures were 1mp1emented for removing embedded
(installed) terminal eduipment from the carriers' rate bases.

The long distance telecommunication mérket began the process of

 transformation with the Above 890 Decision (1959) that permitted construction

of private microwave systems. The FCC's pro-competitive po]icies became more

visible in three decisions: Microwave Communications Inc. (1969), the DOMSAT -

decision (1970), and the Specialized Common Carrier decision (1971). Rapid

changes in technology and a vastly expanding market for more diversified

services _resulted in the possib11ity that compétitors could operate
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profitably without damage to existing carriers. One of the most s

Specialized Common Carriers, MCI; entered the long distance interc]

uccessful

ty market

by constructing a microwave network and offering point-to-point private line

services. In spite of the refusal by AT&T to grant MCi the interce
it requested, MCI was able to expand its services that compete witw
private line, message tol1l (MTS) and bulk public message (WATS) servy

& T's ability to curtail access by competitive long distance carrie

local exchange facilities required for Tlocal

finally eliminated by the 1983 Consent Decree. AT&T was required

itself of the .assets of the Bell Operating Companies. Today,

nnections
AT & T's
ices. AT

rs to the

distribution of messages was

to divest

AT&T must

access the lqcal exchange distribution plant in much the same way as the

other operating long distance carriers.

In the mid-1960s AT&T responded with competitive rate resp

nses for

its private line service offerings. TELPAK tariffs, and subsequent private

Tine tariffs, were not found to be cost justified by the FCC. They
the subject of litigation for many years. In its attempt to asce
nature and extent of anti-competitive cross-subsidies between compet
monopoly services, the FCC developed a detailed cost methodo1
required a full allocation of costs among major service categories
practical purposes,( rejected marginal or 1ncreﬁenta1- cost meth
interim cost manual was finally adopted 1n'1980. |

Other barriers to the emergence of competition in the long

market were eliminated by FCC decisions regarding resale and sh

were also
~tain the
itive and
ogy that
and for

ods. An

distance

aring of

service offerings such as TELPAK and WATS (1977, 1980). The latter opened

the door for non-facilities based competitors in the Tong distance market to

purchase capacity at bulk discount rates and to resell services to-users.

oS By S8 S S8 OF Sm N "R N W ) Ay W N W W= Ml B




NS S S8 SN G5 S5 SN SN A A A% G UR U SR @B WS M e

o

(2

105

The first FCC decision to have a major. effect on the merging of the

computer and telecommunications industry in the U.S. was Comgutef‘l (1971).

This was followed by a reexamination of . the role of common carriers in an

industry in which the ability to process, store and forward date is becoming

increasingly important. In its Computer Il decision in 1980 the FCC decided-

that common carriers should offer services that result in processed informa-
tion through separate subs1d1ar1es Enhanced or va]ue—added services can be
offered by 1local exchange telephone companies that operate under state

Jur1sd1ct1on

As po11c1es regarding the compet1t1ve nature of the 10ng distance

‘telecommunications market. in the U S. have been put into. place, the FCC has

been forced to confront severa] cruc1a1 issues. The transition from monopoly
to competifion and 1£s impact on te]ecommdnitation service users has required
a reso]ution_bf the question of.who should bear the costs of providing the
local exchange distribution network that must be accessed by all competing
long distance carriers. The FCC's position in 1985 (See series of decisions

beginhing'in 1978.) is that the end user or subscriber should bear the cost

- of the Tocal network that is in place ‘to provide local and long distance ser-

vices, The regulatory agency has been thwarted in its attempte to fully
implement this policy by consumer complaints and Congressional action. They
have argued_that a policy of customer access\charges is theoretically errone-

ous and likely to result in the demise of universal Tocal service. The long

distance carriers have argued.that they should not pay fof'a share of the.

common costs -of the local exchange facilities that they make use of, and that
higher long distance rates will force large business users to construct
private networks that do not require access to the Tocal switched telecommu-

nications network.
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A series of studies commissioned by the -FCC, the local

companies and 1independent consultants have come to . varying co

operating

nclusions

regarding the severity of the bypass threat. Independent studiesgenerally

have found that Tlarge users.éither do or propose to bypass the

provided by established carriers because the telephone companies' se

services

rvices do

not meet highly specialized needs. In its 1985 order on the bypaiss issue,

the FCC found that bypass by the long distance carriers, that 1is|, private

line services, poées the greatest threat to the costs of local service.

A review of court and regulatory decisions regarding competition in

the U.S. telecommunications industry shows clearly that regulation is

required to ensure that the local telephone companies do not exploit their

monopoly power over local telephone service as the industry is being re-

structured. Regulation in the transition to full competition

required to protect both consumer and private interests.

(This chapter was prepared by Dr. Wm. Melody, Professor, Depan
Communication, Simon Fraser University, Burnaby, B.C. He also w

acknowledge the assistance of Dr. Robin Mansell.

has been

ishes to

tment of‘”
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I. Articles and Books

Bolter, W.G., J.B. Durall, F. . Kelsey, J.W, McConnaughey
Te1ecommun1cat1ons Policy for the 1980's - the Trans1t1on to Compet1-
tion. Englewood Cliffs, N.J.: Prentice Hall, 1984.

Johnson, Le;and.- "Why Local Rates are Rising." Regulation (July/August
1983): 51. - S ‘

Kahn, Alfred E. "Some Thoughts on Telephone Access Pricing." Comments
-delivered at Workshop on Local Access Strategies for Public Po11cy,
NERA, St. Louis, Missouri, September 1982,

Melody, William H. "Cost Standards for Judging Local Exchange Rates." in H.M.
Treb1ng, ed., Diversification, Deregulation and Increased Uncertainty
in Public Ut1T*t1es Industr1es East Lansing: Institute of Public
Ut111t1es, 1983.

Schwartz, Herman. "A Critical Assessment of the Bypass Argument as a .
Justification for the Access Charge." Paper presented at the 16th
Annual Conference on Public Utility -Regulation, .Willjamsburg, VA,
1984, ' ' ‘ -

Taylor, Lester D. Telecommunications Demand: A Survey and Critique. ‘
Cambridge Mass: BaTlinger, 1980 (elasticity of demand for long dis-
tance communication).

. U.S. Institute for Corporate and Government Strategy. Report on Competitors -

in Telecommunications Markets. Washington D.D., 31 August 1984,

II.  Bypass Studies, Reports and Testimony

Bell Communications Research Inc. (Bellcore). The Impact of Access Charges
on Bypass and Universal Telephone Service. September 1984,

Bethesda Research Institute. “Study of Local Bypass --Final Survey Résu]ts "
Submitted to New York State Public -Service Commission, Case No. 28710
19 June 1984,

Bethesda Research Institute. "The Telecommunications Separatidns Process,

Evolution. Current Developments and Policy Implications." Submitted
to Public Service Comm1ss1on of the District of Columbja.. December
1984, ‘ :

Collins, Francis. Rebuttal Testimony on Bypass.' Before the Public Service
Commission on the District of Columbija, Formal Case No. 798, on behalf
of Office of the People's Council, 30 September 1983.

Economics and Technology Inc.. (ETI). “Thé International Communications
Association (ICA) Study, Customer Provided Communication Systems." May
1984, .

Ernst and Whinney and Associates. "Bypass and Drop-O0ff - in Washington State."
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1978

MCI v, FCC, (Execunet II), 580 F. 2d. 590 (District of Columbia Cir
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1 November 1984,

Pacific Northwest Bell. "Bypass Analysis Pacific Northwest Bell."

submitted to the Washington Utilities and Transportation Commission,

Cause No, U-83-82, 1984..

Perl, LewisAJ. "Economic and Demographic Determinations of Residential Demand
for Basic Telephone Service."™ National Economic Research Asjsociates,
Inc. 28 March 1978, and "Residential Demand for Telephone Seryvice." 16

December 1983.

PMA Inc. "Strategic Anaiysis of Local Exchange Bypass in Maryland." March

1983.

TeleStrategies. "Analysis of Bypass Communications: Technology, App
and Economics." MacLean, Virginia, 1984. ’

lications

Touche Ross ‘Co. "Bypass in 15 Jurisdictions." Filed with Public Uti]ity
Commission of Texas, May 1983. (Also see filings before other state

commissions).

Unitied States Telephone Association.

Bypass Study. Washington D.C.
October 1984,

Wharton Econometric Forecasting Associates.
Plan on the U.S. Economy." November 1983.

I11. Court Decisions

1930 -

Smith v. 111inois Bell Telephone, 282 U.S. 133 (1930).

1956

U.S. v. Western Electric Company, 1956 Trade Cas. (CCH) 568,246 (D.N

, 5

"Impact of FCC Access Charge

.J. 1956)

124 Jdanuary 1956 Consent Decree accept by N.J. District Count batrred

AT&T from other than common carrier services and barred
Electric from manufacturer of equipment other than -used

Western
by Bell

system, and required Western Electric to licence patents to appli-

cants]
Hush-A-Phone v. U.S.
1977

, 238 F, 2d 266 (District of Columbia Cir. 1956).

MCI V. FCC (Execunet I), 561 F, 2d 365, 379 (District of Columbia Cin.. 1977),

cert. denied, 434 U.S, 1040 (1977).

~cert. denied, 439

U.s. 915 (1978),

. 1978),
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1982

U.S. v. Western Electric Company and AT&T. [Modified Final Judgement
‘ (MFJ)J, 552 F. Supp. 131 (D.D.C. 1982), aff'd sub nom, Maryland v.

U.S., 103 S.H. 1240 (1983) [divestiture by AT&T of BOC - approved by
District Court]. - : ‘

U.S. v. Western Electric Company and AT&T. [Modified Final Judgement
(MFJ)], January 8, 1982, Department of Justice, "Competitive Impact
Statement," 47 FR 7170, 17 February 1982,

1983

U.S. v. Western Electric Company and AT&T. Opinion, Civ11 Action No. -
82-0192, 8 July 1983 [fnts. 34 and 147, Court does not ‘consider
bypass to be an immediate large-scale problem].

IV. FCC Dockets and Decisions
A. Access Chérgés

1978

FCC. "In the Matter of MTS and WATS Market Structure." - CC Docket #78-72
Notice of Inquiry and Proposed Rulemaking [Initial Notice], 67 FCC 2d
757 (1978); [Supplementary Notice], 73 FCC 2d 222 (1979); [Second’
Supplemental Notice] 16 April, 1983 [first access charge decision];
[Third Supplemental - Notice] 1 August 1980; [Fourth Supplemental
Notice], May 1982; Third Report and Order, 93 FCC 2d 241 (1983)
[Access Charge Decision], moa1%1ea; FCC 83-356, 48 Fed. Reg. 10319, 54 -
RR 2d 615 (1983) [First Reconsideration Order], further modified FCC
84-36, 49 Fed. Reg. 7810, 55 RR 2d 785 (1984); [Second Reconsideration
Order], -aff'd in part, National Association of Regulatory Utility
Commissioners v, FCC. 757 F, 2d 1095 (D.C. Cir. 1984), petition for
cert. filed, U.S. No. 84-95 (filed 18 July 1984), a

1983

FCC. "Plan for Monitoring Effects of User Access Charges." CC Docket #78-72,
Phase IV, FCC 83-254, Released 8 June 1983. .

1984

FCG.. "Switched Access Order." "In the Matter of Investigation and
.Divestiture Related Tariffs, MTS and WATS. Market Structure."™ CC
Docket #83-1145 and 78-72, Memorandum Opinion and Order, FCC 84-201
(Released 15 May 1984).- _

B. AT&T Divestiture.

1982
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FCC, "Brief as Amicus Curiae," Cir. Action No. 74-1698, at 7, 20 Apnil 1982

1983

[FCC brief pursuant to Tunney Act; argued divestiture would not affect

rates or quality of communication service].

FCC. "In the Matter of the Consolidated Application of AT&T and Specified

C.

1983
FCC.

FCC.

1984
FCC.

FCC.

FCC.

1985
FCC.

Bell System Companies for Authority under S.214 and 310 (d
‘Communications Act of 1934 for Transfers of Interstate Lines

) of the
, Assign-

ments of Radio Licenses, Transfer of Control of Corporations Holding

Radio Licences and Other Transactions as Described in the
tion." Memorandum and Opinion, Order and Authorization,

Applica-
File No.

First Bypass Report, Appendix F, FCC.

W-P-C-4955, Re]eqsed 23 December 1983,

Bypass and Local Service

"Analysis of the Effects of Federal Decisions on Local Telephone

"The Effects of Higher Telephone Prices on Universal Service."
of Plans and Policy, Working Paper #10, K. Gordon and John Haring,

Third Report and Order, 93 FCC 2d
241 (1983). )

Service," 9 December. 1983, in CC Docket #83-788, "Petition of the
State of Michigan Concerning the Effects of Certain Federal Decisions
on Local Telephone Service." Order, Released 21 December ﬂ983 [ See
submissions by states on regulatory impacts; and reference fnts.
38-54, studies of demand for local access].

Office

March 1984,

"Supplemental Comments on the Bell Atlantic Companies." in the matter of

the Commissions Request for Data, Information and Studies Pertaining
to Bypass of the Public Switched Network, 21 May 1984.

"Bypass of the Local Exchange: A Quantitative Assessment,"” Office of

Plans and Policy,

Brock,
September 1984.

OPP Working Paper Series #12, Gerald W

"In. the Matter of MTS and WATS Market Structure and Public Notices No.

3206 seeking Data, Information and Studies Relating to Bypass of the
Public Switched Network." CC Docket #78-72. Order Released 18
January 1985 [Service bypass (i.e., the use of Private lines) will be
the most prevalent form of bypass; Appendices: submissions references
etc., not attached to order, on File at FCC, Washington, D.C.J. :
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D. Competition in Terminal, Private Line and MTS/WATS (intercity busi-
ness) Markets- - -

FCC. Hush+A-Phone Decision, CC Docket #9189, 21 December 1955, Hush-A- Phone
v. FCC, Ct. Decision, 8 November 1956 FCC recon. 22 FCC 112 6
eBruary 1957,

1959

FCC. Above 890 Decision, CC Docket #11866, 27 FCC 359, adopted 29 July 1959.
1962 ‘ '

FCC. Domestic Telegraph Investigation, CC Docket #14650, Report of Comm1ftee,
1962, [recommend full cost pricing for competitive pr1vate Tine -
services, incorporated in CC Docket #16258].

1964

FCC. TELPAK cC Docket #14251, Memorandum Opinion and Order, 37 FCC 1111, 23
December 1964 (TELPAK A and B not Jjustified, TELPAK D and C
incorporated into CC Docket #16258). ‘ e

_ FCC. AT&T Rates, CC Docket #16258 Phase I, Interim Decision and Order, 9

.FCC 2d 30 adopted 5 July 1967 Order, 32 FCC Zd 701, 21 December 1971
[incorporated into CC Docket #18 1287].

1968

FCC. Carterfone Dec1s1on, CC Docket #16942, 13 FCC 2d 420 recon. denied, 14

FCC 2d 571 (1968).
1969

FCC. Com uter I, CC Docket #16979, First Report 17 FCC 2d 587 (1969):
Ientat1ve Decision 28 FCC 2d 201 ilg;US; Final Decision 28 FCC 2d 267
(1I971). ’

FCC. Microwave Communications Inc , 18 FCC 2d 953 (1969), recon. denied, 21
FCC 2d 190 (1970). - . _ '

1970

FCC. DOMSAT Decision, CC Docket #16495, First Order‘and;Re ort, 22 FCC 2d 86
(197075 Second Order and Report, 3% FCC 2d 844 119755 recon. 38 FCC 2d
665 (1972); recon, 79 FCC 2d 895 (1979). :

1971

FCC Specialized Common Carrier Decision, 29 FCC 2d 870 (1971), aff'd sub :
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nom, Washington Utilities and Transportation Commission v. FCC. 513
F. 2d 1142 (9th Cir.), cert. denied, 423 U.S. 836 (1975); Final Report
and Order, 78 FCC 2d 1291 (1980). :

1975

FCC. Terminal Interconnection, CC Docket #19528, First Report and Onder 56
FCC 2d 593 (1975); Second Report and Order 58 FCC 2d /736 1197573 Third
Report and Order 67 FCC 2d 1255 (1978); Memorandum Opinion and Order
70 FCC 2d 1800 (1979).

1976
FCC. Execunet, CC Docket #20640, Decision, 60 FCC 2d 25 (1976).
FCC. "TELPAK Decisions re AT&T competitive rate reductions," CC Dock

#18128, 61 FCC 2d, 587 (1976); CC Docket #20814, 74 FCC 2d,|1(1979);
Order 84 FCC 2d 156 (1981). : '

(1)
t

. FCC. Effects of Competition, CC Docket #20003, First Report 61 FCC 2d 766
(1976); Second Report 75 FCC 2d 506, 29 January 1980,

1977

FCC. Sharin% and Resa]e3 CC Docket #20097, Memorandum Opinion and Order 62

FCC. AT&T Rates, CC Docket #19129, Phase II, Final Decision 64 FCC 2d 1.
(19777.

1980

FCC. Second Computer Inguiry, 77 FCC 2d 384 (1980), recon. 84 FCC 2d|{50
' (19807, further recon. 88 FCC 2d 512 (1981), aff'd sub nom. |Computer
and Communication Industry Association v. FCC, 693 F 2d 198| (D.C. ~

Dir. 1987), Cert. denied, 103 S. Ct. 2109 (1983) [AT & T Information

Systems (CPE and enhanced services); AT&T customer premises equipment

through separate subsidiaries]. ’

FCC. Resale and Shared Use of Common Carrier Domestic Public Switched Network
Services -~ WATS, 83 FCC 2d 167 (1980).

FCC. "AT-& T: Manual and Procedures for the Allocation of Costs." CC Docket
#79-245, Report and Order 84 FCC 2d 384 (1980) [Interim Cost Manuall;
recon., 86 FCC 24 667 (1981). _ ,

1981

FCC. "Assignment of Orbital Locations," 84 FCC 2d 584, 586-89 (1981).
[describes development of domestic satellite services).

E. Decisions re: Allocation of Common Local Exchange Facilities Costs - .
Separations Procedures
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1979

FCC. Exchange Network Facilities (ENFIA), 71 FCC 2d 440 (1979) [competitive
: carriers interim access agreement] : "

1982

FCC. Joint Board Separations, CC Docket #80-286, Decision and Order 89 FCC 2d

) 1 (1982) [freeze Subscriber Plant Factor (SPF), phase-out CPE in

separations process; Notice of Proposed Rulemaking 89 FCC 2d 604
(1982), 90 FCC 2d 52 (1982).

1984

FCC. Amendment of Part 67 of the Commission's Rules and Establishment of a. '
Joint Board, CC Docket #80-286, FCC 83-564, 1 December 1983, released
15 February 1984 [separations, constant 25% SPF factor and Un1versa1
Service Fund for high cost areas].

F. Regulatory Rules and Procedures

1980

FCC. Competitive Carrier Rulemaking, First Report and Order 85 FCC 2d 1
(1980); 91 FCC 2d 59 (1982), recon. FCC 83-69, released 21 March 1983,

1981

FCC. Amendment of Part 31 CC Docket #79- 105 85 FCC 2d 818'(1981) [FCC,
expensing stat1on connections and amort1z1ng prev1ous1y capitalized
investment].

1982

FCC. Amendment of Part 31 CC Docket #79- 105 89 FCC 2d 1094 (1982), recon.
92 FCC 2d 864 (1983), review pend1ng sub nom. Virginia State Corpo-
ration Commission v. FCC, CC Docket #83-1136 (4th Cir., filed February
11, 1983) [FCC preemption of state control over depreciation for
intrastate ratemaking]. ,

FCC. Amendment Part 67 CC Docket #80-286, 89 FCC 2d 1 recon. denied, 91 FCC
2d 558 (1982), review pending sub, nom. MCI Telecommunications Corp.
v. FCC, CC Docket #82-1237 (D.C. Cir.). [elimination of 1interstate
revenue requirement associated with embedded customer prem1ses equip-
ment (CPE)]. :

1983

FCC. Long- Run Regu]at1on of AT&T's Bas1c Domestic Interstate Serv1ces, cc .
Docket #83-114/, FCC 83-482, 2/ October, 1983.

. G. Government Reports
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Congressional Budget Office. "The Changing Teléphone Industry: Access

Charges, Universal Service and Local Rates." Washington D
1984, ‘

Congressional Budget Office. "Local telephone Rates: Issues and
Alternatives." Staff working Paper, January 1984.

House of Representatives, Subcommittee on Telecommunications, Consumer

Protection, and Finance, Committee on Energy and Commerce.

C., June

Majority

Staff Report., Telecommunications in Transition: The Status to

Competition in the Telecommunications Industry. Committee Prfint 97-v,

9/th Congress, lst Sessjon, November 1981.

U.S. House of Representatives. "The Impact of Changes in the
Telecommunications Industry on Small business." Report of

Commi ttee

on Small Business. 98th Congress 2nd Session. Report 9841171, 10

December 1984,
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CHAPTER SEVEN

SUMMARY AND CONCLUSIONS

. Summarx

The Canadian teTecommunications industry" is facing a future ‘which

prom1ses to- be both changing - and comp]ex “A -number of domest1c and’ 1nterna— -

’1t1ona] forces beyond the contro1 of the: 1ndustry are: ca111ng current techno—_it;_fi
- 1og1ca1 market structure,' and regu]atory frameworks 1nto quest1on ‘-Thei;:fff-ﬁ
future holds forth the poss1b111ty of h1therto uncons1dered opt1ons for the -~

de11very of telecommun1cat1ons services to 1ncrea51ngly soph1st1cated consum- - .-

ers. Th1s study attempts to. sketch the emerg1ng env1ronment by 1dent1fy1ng
the re]evant issues. and 1]]ustrat1ng poss1b1e a]ternat1ve methods of address—*}f'

ing these 1ssues

This research project uti]ized.methodologyfdeveloped:in the 1970s.. A e

series of bu1]d1ng b]ocks were - deve]oped ‘based on’ observat1ons made with

respect to three areas techno]ogy, market structure, and regu1at1on Each{‘<‘: |

block addresses one topic from . a spec1f1ed perspect1ve and attempts to

outline the character1st1cs cons1stent w1th that perspect1ve _ The blocks

-were then combined ' to create four - credible -future ;scenar1os‘-from which -

further observations were made. The blocks and scenarios»were sent to a

" number - of ‘senior execut1ves from the te1ecommun1cat1ons 1ndustry in Canada

'~"Based upon their input, revisions were made and conclusions drawn, therefore,.

the bu11d1ng bTocks and scenarios ref1ect a comb1nat10n of 1nputs from the

literature review plus feedback from respondents

Th1s methodo]ogy was found to be particularly re1evant to telecommu- .

nications research It recogn1zed the relevance of both the ex1st1ng econom-
ic and future study disciplines, as well as the broader linkages among other

disciplines. . Moreover, it permitted researchers and respondents some
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flexibility in projecting possible future telecommunications environments.

Blocks could be combined in a number of ways to create scenarios
result in desired or preferred_outcomes. !
In Chapter Two the fssués related to the recent explosion
logical innovations in the te]ecommunications sector ére.outlined
of the difficulty of attempting to project future technological e
and identifies a number of major trends. - The marriage of the tel

tions and computer industries has eroded many traditional bounda

regulation a more complex undertaking.

increased. Consumers are seeking more choice, individualizing their commu- -

nication .Systems and demanding a . high degree of compatibility and

interconnectivity; this dincludes interconnection with U.S. data

services. Technological determinism is evolving into a. reality

sion-makers should not ignore.

The chapter also reviews the current and future transmissio

other technological advances. It develops two building blocks to describe

future alternatives 1in this sector. Both project continued
innovation but T2 - Innovative Development, assumes a level of

twice that of T1 - Conservative Development. . This higher level of

fuels a more rapid transition to the use of the new technological inno-

vations. T1 is predicted on the assumption that users will initiallly be more

utilize automated equipment.

accelerating primarily during the last half of the study pekiod.

Chapter Three explores telecommunication market structures. It
jdentifies those factors that serve to encourage competition in this sector
and examines'the berceived advantages and disadvantages of allowing increased

competition in an area once monopolized by chosen entrants., It reviews the

Capacity and capabi}ities have both

Growth will be

that. could

It warns
nvironments

acommunica-

~ies making

bases and

n modes and

growth and

acceptance

slower,

of techno-'

that deciA'

acceptance

o -
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current market configuration and. describes-’possibie_ future suppliers and-
services, -

Three market structure building b1ocks‘ére>theh provided;‘ Each ohe'

- assumes some competition in the provision of: telecommunications services.

MS, - Minima]_Competition describes an envi%onment inlwh1¢h competition is -

-regulated and introduced selectively. New entfants émergejbut’thg-estab#

l]ished carriers maintain-theirtpredbminantxpositidﬁ; ‘TheféabTé ihdUStry has

the'opportunity-to.expand‘its role in this sector. The second block, MS, -

National Competition, assumes a. more active and dynamic market. Fewer

regu1atory, restfaints _pérmit the entry .of more supp]iefs.~offefﬁng. a~.fu113_ .
range of .services. The estab1ished carriers édntinue' to‘ioperété but’.the

future of ‘the cable industry is doubtful. ;MSB'F'Inteﬁhatiohal,Compet{tion_is: .

predicated. on an -open border faf%angement,',particular1y,zwithvfthe_ United ;4 1
States. As ﬁn“MSZ;‘many new entrants are expected, but this block assumes
',that‘some of these entrahtsvwi11.be‘foreignvowhed:and~operatedi. The “incre-

“'menta1~cosfs to U.S. firms entering the Canadian market is also discusséd.‘

A1l blocks assume that local sérvicé wiT] continue to be:provided

primarily on ,a-‘mbnopo1y basis, however, the 11ke1fhood of this outcome

 differs in each block.

Chapter Four reviews the current regulatory environment and identifies
three major objectives: universal -access, maintenance of Canadian sovereignty
and regional development goals. The problems facing regulators. are explored .

and factors necessary to create a successful regulatory environment are

forwarded. Four regulation building b1ocksAare'presented. Each addresses

four issues: Jjurisdiction, . policy development, competition —and pricing
structures. R1 assumes a modified status quo in which the current

jurisdictional framework persists but some attempts are made to co-ordinaté
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policy development. Cémpetftion and prfcing principles remain fegu]ated. R2
includes the establishment of a joint regulatory body involving |federal and
provincial representatives which establishes national priorities |and dec{des
inter-provincial 1ssués. VR3.assumés that the national and inten-provincial
regulatory issues devolve into the hahds of a federa]Iagency. Both blocks

permit open competition among Canadian entrants in all sectors except local

service. Prices reflect market factors. Like Rl’ R4Vis predicated on the'

continued existence of the c&rrent regulatory mosaic. Howevér; it. further
assumes that the market p]ace is permitted to operaté freely in all sectors
except the delivery of Tlocal servicé. Although market based pricjng' is
permitted, regulators attempt to ensufe continued monopo1y in local service
to maintain the universal access objective, . |

, Chapter'Five combﬁneé the blocks outlined in the preceding chapters to
create four 1ntegratéd credible future scenarios. ‘Each is assessed with

respect to its long term viability. The scenarios attempt to predict

possible future techno]ogicaT environments, market responses and regulatory '

frameworks. These will be discussed later in more detail.

- Chapter Six, .assesses the possfb]e economic impact on Cangdian tele-
communication carriers of the entry of U.S. carriers into the Canadian
market., It afgues that ‘the U.S. carriers have undergoneva fifteén year
period of readjustment which has been difficult but which has feadied them to
enter the Canadian market. It describes the threats that such éntry'poses
and predicts the failure of some Canadian carriers, the loss of national
sovéreignty over te1ecommunication$, and an increasing deficit in our balance

of payments in this sector.
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Conclusions

‘The f0110w1ng h1gh11ghts ‘the major conc1us1ons drawn from the preced-

ing chapters and summary. The conc]us1ons essent1a11y f011ow from two .

research areas, the one be1ng the 11terature review and the other the devel-
opment of, the  building: b]ocks and the scenar1os, both '1ncorporat1ng the
feedback. - In turn, this will be fo]]owed by maJor statements concern1ng thei
overa]] evaluation of telecommunications to the year 2000 ‘

In terms of the Titerature rev1ew, ~ther fo]low1ng‘ arel'the‘ majorf'

thrusts - First and feremost" the 11terature acknow1edges the compe111ng

_ nature of recent techno]og1ca] changes. 1n the te]ecommun1cat1ons 1ndustny
Many experts be11eve that the techno]ogy is determ1n1ng, not on1y the mannere o

in wh1ch the market funct1ons, but also the pub11c po11cy dec1s1ons made by -

the "governors". Even':if one rejects . these theor1es of techno]og1ca1,
determinism, the dimpact of techno]ogica] 1nnovat1on cannot be 1gnored,

Modern techniques are making it virtually meaningless, for po11cy purposes, -

"to d1fferent1ate among different sorts of carr1ers de11ver1ng d1fferent types
-of transmission signals. These boundar1e5'are blurring and their use. for -

policy purposes is becoming 1ncreas1ng]y art1f1c1a1

Moreover, the Titerature reveals that the rea11t1es of these techno-

1ogica1 deve1opments have made increased’ compet1t1on 1nev1tab1e~ \There are

no longer technical grounds for continued monopo11es in many serv1ce sectors.
The extent of the poss1b1e choices ava11ab1e to users has expanded and costs
are dec11n1ng.v The consumer wants greater .flexibility and the attendant-
benefits of dncreased choice.v | |

This leads, thenefore, to queations.'with‘ respect to ‘the _current

regulatory - environment. Most pundits applaud the Stated_arega1atomy
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objectives, but criticize the established framework as ,unworkab1e. The

divided regulatory control means that there is no one authority for

determining the national priorities. Regulatory agencies are making public

policy decisions without the benefit of national political

Moreover, since each jurisdiction establishes its own rules, the

directions.

acceptance

of technological innovation, competitive market structures, and market-based

1

pricing prihciples vary across the nation.” When this situation {

S assessed

in terms of the standard economic policy criteria of growth, -equitability and

efficiency the continued success of the Canadian industry is questionable.

Indeed, some maintain that even with a national authority establ

ishing the

goals, Canada's future as an information economy may still ‘be impaired

because of increasing trans-border traffic and international supp]
Moreover, the concept of the “regulatory burden" was

cohsistent]y resurfaced. Not only must vregulated
considerable amounts of time, effort and money to provide the mat
information required by regulators but they also must abide by th
decisions which also may impose increased costs on the regulated e

contrast, new entrants are not necessarily subjected to -eithen

carriers

jers which

one which
expend
erials and
e ultimate
ntity. By

of these

burdens. They reflect a free enterprise orientation and as competitors in

the telecommunications sectors, are allowed a systematfc advantage

do not operate under the same. regu]atbry constraints. This ¢

1Th1‘s is further complicated by the fact that the various
authorities are each influenced by powerful interest groups whi
vested interest inm maintaining the status quo at least as a short
objective. ‘ : ‘

since they

onsequence

regulatory
ch have a
Yun policy

»
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ouestions-the toncept of a level "playing field" for all telecommunication -

entrants.

Many of these same concerns were expressedtin the buildtng block and -

“scenario phase of this research:project.' Table 7.1 111ustrates the'reaction

of the survey respondents to the various bui1d1ng blocks provided~

' With respect to the Techno1ogy and Serv1ces blocks, respondents were
equally d1v1ded w1th respect to which was most 11ke1y to evolve by the year
2000. In terms of the overall support for these two opt1ons, the responses
are consistent across subsets of var1ous _te1ecommun1cat1on sectors,~ e.g.

cable, telcos,. etc. The on1y exception to th1s is equ1pment supp11ers who :

: strongly favour T2 - Innovat1ve Deve1opment scenar1o,‘ wh1ch of course,'

reflects. the1r vested interest in open 5ended;n:aggress1ve, techno1og1ca1‘
acqu1s1t1on.by;Canad1an consumers,

'Two‘factors~may have'contributed to - this finding First' there may

_have been a weakness in the or1g1na1 survey schedu]e, in that it failed to _5

d1fferent1ate suff1c1ent1y between the two blocks. ' In add1t1on, the result

leads one to question the ability of 1nd1v1duaTs-to'predict'future“techno— o

Togical - developments. It is undoubted]y a' difficu1t ~and “complex -task.

Further research is. requ1red to c1ar1fy this f1nd1ng However, for the

_ purposes of this study, 1t is suff1c1ent to acknow1edge that all respondents

expect significant systemat1c changes - to - occur in the telecommun1cat1ons
techno1og1ca1 env1ronment most differ primarily over the rate or pace of the
change. _

In terms of market structure, MS2 -F‘Nationa1 ‘Competition;. was

identified as the preferred building block. A close second is MSl_A Minimal

Competition, but most of those who prefer that building block see it as an

interim phase leading into the_MS2 block. MSBI— International Competition;
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Table 7.1

Respondent Reaction to the Building Blocks

*k

Block ' Most Likely/Most Preferred
T - Conservative Development | - 50%
T, - Innovative Development 50%
MS1 - Minimal Competition . 38%
MS, - National Competition o 47%
MS3 - International Competition 15%
R, - Modified Status Quo ‘ 26%
R2 - Joint Regulation 37%
Ry - Federal Control o “13%
R4 - Minimal Regulation 24%
Notes: * This table simply illustrates the responses rece1ved. It is

not presented as stat1st1ca1]y significant data because of the
limited sample size.

**k

As described in the Survey Schedule, Appendix'I.
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had 11tt1e~overa11_support. Those that referred to it acknow1edged that Tt'cf
could result .in excessive damage to the .Canadian te1ecommun1cations
infrastructure if it were fu11y 1mp1ementedi Moreover, they argued that the -
benefits to Canadian telcos compet1t1on in the U.S. wou1d be slight relative

to the consequences of U.S.-entry into. thevCanad1an market The 1mportant

'f1nd1ng here, however, is that 62 percent of a11 respondents wou]d prefer or
‘foresee- a more compet1t1ve market structure than the CRTC 1s current]yi

'conS1der1ng. This finding concurs -w1th that rout11ned in the cear1ier.

Increased competition in-this sector is inevitable. . |
Regu]ation has been a major focus_ofvthisfparticu1ar'research report;
The responses ef1ect the 1nduStry's ‘awareness of current regu1atory

d1ff1cu1t1es, over 70 percent of the respondents 1nd1cated support for some

type of major regu1atory change. Ri - Mod1f1ed StatusAQuo,:a modified status\

quo,  received some support buty.R'2 wasdmost_fauoured,, This finding_is.of
considerable interest because Rz'inc1udes Joint regu]atoryrefforts on beha1f'
of the federal and provincia] authorities.  In part1cu1ar, many respondentS-

stated that some type of -uniform nat1ona1 regu]atory mode and mechanism for '

. implementation of po11cy across Canada- was .a necessary precond1t1on to an

’order]y and eff1c1ent a11ocat1on of Canadian- te1ecommun1cat1on serv1ces.

Ré - Federal Control, rece1ved 11tt1e support for two fa1r1y d1st1nct_
reasons., . Some suggested that there was basically a 1ack~of conf1dence in the
ability of tedera]*regu1atory agencies,-particuTarTy.the~CRTC, to implement

policies that would work on behalf of the. - consumers, manufacturers, and

"suppliers in all regions of the country. Others were concerned that the

federal authority would fail to recognize-the idiosyncrasies and uniqueness

of the needs of the sma11er, 1ess technologically-developed areas.
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Therefore, respondents believed that this centralized federal authority on]d

create problems and it is not a desirable outcome.

R4 - Minimal Regulation, representing basically an open

competition

situation, was also selected by some. Some perceived it to be an inevitable

outcome produced by market forces; others simply desire to see

competitive situation.

a more open

No obvious consensus regarding a preferred scenario was evident.

Given the five choices offered in the Survey Schedule (see Tabl

Scenario I - T1 - Conservative Development, MS1 - Minimal Compet

e 7;2) both

ition, R1 -

Modifed Status Quo and Scenario IV - T2 - Innovative Developn

nent, MS2 -

National Competition, R2 - Joint Regulation each received the support of 20

percent of the respondents. In addition, 17 percent created a Jew scenario

which combined blocks Tl - Conservative Development, MS

1

Competition, R2 - Joint Regulation. In many cases Scenario I wa

an interim environment which would evolve into a more competitive
Moreover, another scenario may be developed on the basis

popular building blocks. This would involve either T, or T

1 5 €O
MS2 - National Competition and R2 - Joint Regulation.

- Minimal
s viewed és
scenario.

of the most

mbined with

The choice of the

technology and services block, however, is critical to the Tong term outcome

of scenario. Given Tl’ the cable industry may be capable of playing a more

sighificant role, whereas with Tz,»events will 1ikely overtake cable and it

would flounder in the new, more competitive environment, Therefo
the fact that the respondents did not achieve a consensus on the
but rather were evenly divided, in terms of market structures,

considerable if not vast difference between the eventual outcomes.

re, despite
technology,

there is a
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Table 7.2
* T
- Respondents “Scenario Selection -

**

Scenario - - ' % who selected -

T, = Conservative Development

MS% - Minimal Competition
1" Modified Status Quo _ . R 20%

1" Conservative Development
MS3 - International Competition B .
3 - Federal Control : o -0

T, - Conservative Development

% - National. Competition , : o _
4" Minimal Regulation : o3

T2 - Innovative Development
5 - National Competition _ o _
R5 - Joint Regulation . ° - 20%

2A- Innovative Development
MS3 - International Competition

Ry - Federal Control : o o 3%

: T1 - Cdnservative Deve]opmént
‘MSl ~ Minimal Competition
R2 - Joint Regulation . . . » ‘ A 17%

T1 - Conservative Development
MS2 - National Competition ‘ .
R2 - Joint Regulation o 7%

*%

. 30%

This table simply illustrates the responses received. It is
not presented as stat1st1ca11y significant data because of the
Timited sample size.

The first five scenarios were provided in the survey schedule..
The last two and those indicated as "Other" were created by the
respondents.
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Summary Statements

‘public policy priorities which .are necessary in terms of

federal government policies and objectives.

In sum, the major conclusions of this reseafch project are
force which is affecting all other aspects. In particular,
structure of future telecommunications services will be
more by fechno]ogica1 innovation than by regulation.

Given that this rate of techno]ogica1.ﬁnnovation is’increas
number of consumer choices, competition ‘s inevitable. It

in different sectors or in different regions at different

asv%o11ows:

- Technological change in the telecommunications field is the driving

the market

ing the
may appear

times, but

ultimately a competitive model will be the preeminent one in the

telecommunications sector in Canada, particularly as Cang

into an information-based economy.

da evolves

In light of numbers 1 and 2 above, there is a necessity of a national

telecommunications framework that is designed primarily to affect an

orderly pace of change in the telecommunications field. In addition;

the national telecommunications framework should reflect -the national

legitimate

The above national framework should be accomplished by a joint and

pUrposes:

- cooperative Federal - Provincial regulatory authority created for two

i) to affect an orderly change in the Canadian telecommunications

industry; and,

ii) to determine and ensure national Canadian public po]ity

objectives such as: sovereignty, privacy, universal

aCCess,

regional -development goa]s,'and employment opportunities in

determined A
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the high technology sector.

5. In Tight of international eompefitive factors and ajfernative regu-

latory models, it is necessary that an interim phase be designed to
assist Canadian telecommunication manufacturers and service suppliers

with sufficient incentive and protect1on prior to an open marketp?acef

s1tuat1on which recognTZes the - 1nternat1ona1 1nf1uences that affect =

the Canad1an telecommun1cat1ons 1ndustry The fa11ure to prov1de a

buffer stage will result in severe d1s1ocat1ons w1th1n the. Canad1an
teIecommun1cat1ons dindustry in the short—run : In the 10ng run, the‘
fai]ufe to recognize'fhe international nature of - te]ecommun1cat1ons
techno1og1es and. markets means that an 1so1at1on1st or restr1ct1on1st

‘policy is basically unfeas1b1e,and untenab]e. aSuch:a5p01ch:wou1d be

to-the,detriment of -both theACanadianfte]etbmmunicatibne industry, in L

general, and the level and quality of services available to individual -

Canadian consumers, in particular; -
In closing, the telecommunications environment that exists in Canada -
in the year 2000 is clearly a function of decisions that'afe.being,taken now

- not in:the year 2000. Since most other Western’societies by then'wi11'be

~information-based economwes, Canada has 11tt1e ~choice but to . make po11cy

decisions that will assist, if not guarantee, that the Canad1an economy will

be on the leading edgeuof the.internationa1.telecommunications sweepstakes.
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January 10, 1985

¥salutation¥

The enclosed materials, which consist of a series of bui]
and five future scenarios, are being forwarded to you for review

ding blocks
nd comment,

The five scenarios depict a range of possible Canadian telecommunication

market configurations to the year 2000,

These materials form part- of a university-based resea
funded by the federal Department of Communications (DOC) as pa
examination of the future of telecommunications services.

By February 4, we would appreciate your reactions to thes

and progect1ons. .

Your responses should reflect your industry's concerns

time frame. As a result, you will find some scenarios more pla

rch project
rt of their

e scenarios

and expec-

- tations in light of the telecommunication's environment within a fiifteen year

usible than

others; also, you may determ1ne that there are significant elements not being

addressed. Please feel free to add to, or delete from, any buildi
scenario. In addition, if you would like to design a model sce
upon your own knowledge of the telecommunication 1ndustry, We WO
than willing to consider it.

ng block or
nario based
uld be more
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We. greatly appreciate your attention to this. matter, WE recognize
that your valuable time will be required to complete this survey but rest
assured that the overall value of the study will certainly be enhanced by the
quality of the replies received. (Please note that no ‘individually
identifiable reply will be used in the final report to DOC.) .

If you have any questions or conCernS,"please feél free to call
(collect) the project's. research assoc1ate, Brenda Downey at (403) 283-7711
or (403) 284-6357. A . ; : "

Thank you for your co-operation.

Regards,

Thomas L. McPhail, Ph.D.
Director &'Professor

TLM/srm -
enclosure
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SECTION 1

Puilding Blocks

This section outlines a series of building blocks wh1ch will

to develop the future scenarios that follow.
its major theme,
market structure, and regulation.
futures may be imagined.

Technology and Services

T

1 Conservative Deve10pment

technology,
of possible
» the number

The acceptance and utilization of new technologies and the pro-

vision of new services "is significant.
slow but steady pace.

T2 Innovative Development

An enthusiastic response to the new techno1og1es and

projected. Growth is rapid.

Market Structures

MS1 Minimal Competition

Major established carriers will continue to dominate.

will be introduced gradually and selectively.

M52 National Competition ,
Competition 1is permitted in all sectors.
Canadian owned and/or controlled.

M53 International Competition

Open competition is permitted.
market place,

Regulation

R1 Status Quo
The current

sion-making is an incremental, ad hoc process.

R2 Joint Regulation

regulatory framework continues

However, it pr

to

exi

oceeds at a

services 1is

Competition

New entrants must be

American firms enter the Canadian

st. Deci-

A joint federal-provincial regu1atony body is established to set

national goals and priorities.

R3' Federal Control

A11 interprovincial -matters become the responsibility of a federal
National goals established by Parliament,

regulator.

R4 Minimal Regulation

The current regulatory framework continues but little

made to control developments.

&)

be vtilized.
Each block is consistent with
There are three elements to each scenario -
Within each element a number
However, for the purpose of this study
of blocks will be limited and will include the following:

effort is
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Technology and Serviées

Y

o

- Conservative Development

office automation will proceed rap1d1y but growth w111 be
slower than originally anticipated _
microwave, copper wire and coax1a1. cable rema1n the

dominant technologies.: ‘
fibre optics are . 1ncreas1ngly ut111zed for local, heavy-
volume circuits, costs decrease, volume increases, and
fibre becomes major transmission mode .

satellites have excess capacity but costs remain . con-
stant, prices remain h1gh ‘

sate]]1tes are used to comp]ement other . terrestrial

technologies and are used for private networks, and-

-remote coverage but growth is slow

cellular radio techno]ogy is increasingly used for mob11e'
analogue technologies. are only gradually rep1aced by

the distinction among vo1ce/v1deo/data b1urs with the
shift to fibre and digital transm1ss1on, a11 -carriers

will begin to carry all services

non-voice services grow steadily
enhanced services experience steady growth
electronic mail service grows

. Tocal private networks (LAN's, PBX's) are estab11shed to

allow for. more eff1c1ent computer to computer communica-

T
) communication
digital
tions.
T2 -

Innovat1ve Deve1opment

oTfice automation proceeds at a rap1d rate

volume greatly increases, especially data transmission
microwave and copper serve as the. backbone of the
infrastructure

fibre optics rapidly replaces copper wire for local and
inter-city trunk lines because it is more cost effective
coaxial cable 1is increasingly used for point-to- po1nt

~communications and private network installations

cellular radio is w1de1y utilized -for mobjle communica-
tions and plays a smaller role in rura] and remote
point-to-point communication

satellite costs remain high, but satellites are used for
private networks, remote services and broadcasting

~.digital transmission and switching technolog1es begin to

predominate

enhanced services are demanded to more eff1c1ent1y hand]e
heavy volume of traffic

private networks utilizing - LAN' s, PBX's, cable and .
satellites grow rapidly as individual companies attempt
to 1nterconnect their equipment and personalize the1r
service, ;
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MS

1

MS

- Minimal Competition

assumes minimal change, gradual evolution
major established carriers will predominate
range of services will gradually expand
competition will be introduced selectively

"local Toop", owned and operated by regional telcos, maintains

monopoly
minimal
upwards
Tong distance toll service will be offered on a
basis by Telcom Canada and CNCP

interconnect charge will be Tevied against CNCP f
local rates Tow; long distance rate reductions wi
mal.
private networks will continue to be established E
carriers for their customers; growth will be slo

rate rebalancing will force 1oca1

rates sTightly

competitive

o help keep
11 be mini-

y the major
w initially

but will dincrease as large users try to reduce commun1cat1on

costs and tailor systems to suit their own needs,
equipment suppliers will become invelved in netwo
ment, LAN's, PBX's, etc.

data and text requirements will steadily  increase
to computer communication increases

rk deve]op-

the role of cable companies as telecommunicatio
will
delivery of videotext services
competition with the telcos

ns carriers

intensify as they deve]op interactive capacjty for the
leading them i

nto direct

mobile communications services will gain more subscribers

cellular radio will be recognized as a viable 1
technology by the end of the study period

enhanced services will be offered by a variety of

this sector will grow more rapidly than others and
will be more active

ocal bypass

suppliers;
competition

by the end of the study period, bypass will become a more

obvious option; large users will become increasingl

ed by high costs and seek out cheaper services from

providers.

- National Competitioh

y frustrat-
a range of

power of technological innovation and market forces
information becomes an ever more important commodit

increased information transfer capacity

existing suppliers continue to operate, but many n
appear - satellite resellers, equipment suppliers,
panies and new telcos;
trolled )
competition is permitted in all sectors
services become increasing user-specific
data and text services predominate
teleconferencing is more widely used

Lrecognized

ew entrants
cable com-

these must be Canadian owned and con-

local area networks grow rapidly but many interconnect with

the public switched network
prices reflect costs, 1oca1 rates increase

as computer
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by 1990 basic universal service will be severely threatened
smaller carriers have difficulty meintaining their competitive
position; many merge or fail ]eav1ng a. fewer number of - Targer
firms.in the field

competition between the- te]cos and cable compan1es for the
right to bring all services via one carrier intensifies; this.
push for cost efficiency leads to the demise of the cable
companies which fail to recognize and develop their potent1a1
cost of equipment declines so that even smaller companies can
afford to personalize their communication systems

brokerage and resale of capacity are permitted

>

183 -Open Compet1t1on

open competition is perm1tted oo
. several American firms enter the Canadian market, resa]e and

own faciiities; their costs are marg1na1 but poss1ble profits
are attractive

. the number and variety of services increases

. - the market is very active and dynamic at first

. prices refiect costs, but.U.S. entrants have cost advantages

. eventually most Canadian companies are forced to merge or
fails an- 011gopoiy results

. compet1t10n is very destructive of the quality of service

. ‘rural services decline or disappear

Regulation
Rl - Status Quo
. Jjurisdiction

failure of the federal and provincial governments 'to .
reach a consensus results in the continuation of the
current regulatory mosaic - :

CRTC is permitted to join the Canadian Association of
Members of Public Utilities Tribunals (CAMPUT) by 1990
debates continue over jurisdictional issues, and answers
continue to be sought from the courts or cabinet

policy development

ad hocery continues
decisions are incremental and reactive
decision making is a lengthy process

competition

regu1ated compet1t1on coup]ed with minimal rate rebalanc-
ing is permitted in long distance toll service, mobile
communications and satellite transmission services on a

Jurisdiction-by-jurisdiction and case-by-case basis

entry and development are regulated as the preoccupation
with theoretical abuse continues '
other sectors are permitted . more flex1b111ty - ‘enhanced
services, text.

Tocal service remains monopo11st1c '
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cable videotex service is regulated to ensure access is

equitable
pricing '
. attempts are made to cont1nue the current subsidization
scheme
. interconnection charges are levied on a]] competitive
services to finance this ,
. long distance toll service rates decrease manginally

local rates are rescheduled to include two components, an .

. . . . N . )
access charge (1ife line service, about Fhe same as
present local rates) and a usage sensitive charge.

R2 - Joint Regulation
. Jurisdiction

. a joint regu]atony body is created with representatives:

from each province and the federal government

. this body makes recommendations regarding issues 1nv01v-

- ing more than one regulatory Jur1sd1ct1on

. the regulatory functions remain with existing
. intra-jurisdictional decisions can be ma
consultation '

policy development
joint body sets national goals and priorities
. attempts are made to anticipate technological
establish suitable policy in advance
. competition

agencies
de without

change and

. all service categories except local voice [service are

permitted competition
. prov1nc1a1 regulators continue to impose
_ service requirements on intra-provincial serv?
. . pricing
. as in MS an 1nterconnect1on charge is Tley
all compé&1tors to help subsidize service
. rates are rebalanced
governments levy a tax on all telecommunicatic
finance service to remote areas.
local service rates become usage sensitive

R3 - Federal Control .
jurisdiction

quality of
ces.

ied against

ns firms to

failure to reach a consensus results in furth
to the courts, which decide that all provinc

are the responsibility of the federal government

ler recourse

ial matters

. federal agency becomes the dominant regu]éﬁory force,
deciding all matters affecting more than 1 province
. provinces retain control of local regulatory concerns,

but become increasingly incapable of affect1ng
. policy development -
. Parliament establishes national goals
B anticipatory regulation is attempted
. competition
' . basic and enhanced services continue to be sep

change

arated

- mm em

[
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. regulation of baswc -services does not include entry or
fair compet1t1on prov1s1ons but seeks to ensure basic
universal service

- pricing
. market-based pr1c1ng predom1nctes
. rates are rebalanced and prices reflect costs
. -governments subsidize local service with direct payments,

eg. Welfare or Pension allowances are increased
government grants or incentives are required for pro-
vision of service in remote areas

‘Minimal Regqulation

T

Jjurisdiction -

. the current regulatory configuration pers1sts ,

. CRTC is admitted to CAMPUT which functions as an arena in’
which to air differences

. ability of regulators to control deve]opments is eroded .
by technological jnnovation.

po11cy development

. in most cases, the market is allowed to deve1op 1ndepen-
dently
regulators - concentrate on achwev1ng one. or. two major
‘goals only, eg. econom1c_deve1opment or basic universal

service
compet1t1on
‘ very Tliberal compet1t1on policy is adopted :
. . federal regulators impose strict Canadian content and
- ownership rules : * '
pricing ‘
regulators have no control over pr1ces
. -~ governments -employ incentives or grants to ensure

universality
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SECTION 2

Future Scenarios ' _
"The scenarios that follow have been developed utilizing the build-
ing blocks outlined in the preceding section. Each scenario includes a

prediction about the technology, market structure, and regulatory en- .

vironment, The previous building blocks were combined to create
credible possible futures.

Scenafio I - Tl’ MSl, R1

Scenario I is primarily a modified version of the status quo. It
suggests that the adoption of the new technologies will be conservative.
Therefore, the market structure remains much the same. The| established
carriers dominate., Competition in long distance toll service is permit-
ted but the impact is minimal due to expensive interconnect charges.
Cable companies, cellular mobile radio carriers and equipment retailers
all.-begin to gain a bigger share of the market. However, their growth is
initially moderate. The regulatory environment experiences. no major
changes. Both the structure and the aims remain constant. L

However, toward the end of the period studied, the situation begins
to change dramatically. Large business users become fruétrated' with
high costs and limited services. More and more attempt tq bypass the
public-switched network., As the established carriers begin to Tlose
their major customers, prices escalate and the drop-off rates increase.
The regulatory stalemate inhibits the establishment of effective pol-
icies and control mechanisms. Without constructive intervention, the
future for-the Canadian telecommunications sector appears bleak.

3> R3 |

Scenario II assumes that the adoption of the new tecqno1ogies by
the Canadian industry will be gradual. However, it suggests further
that the regulatory environment will soon change to one|of federal
control. Under this regulatory framework, basic and enhanced services
are separated. Competition 1is encouraged and international players
enter the Canadian market. First through resale of capacity but even-
tually they establish their own facilities. Because of their positive
economic and technical position and because the Canadian carriers have
been slow to adopt new technologies, the foreign carriers have a marked
advantage. They can offer more sophisticated services at [lower costs
and quickly attain a large share of the Canadian market.

Canadian carriers will find it increasingly difficult o compete.
As their share of the market decreases, so will their profits. Little
money will be available. to update. their services/equipment and their
competitive position will suffer further, Without substantial financial

assistance, a long term viable future for the Canadian telecommunica-

tions industry is doubtful. ' , ’
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Scenario III —Tl, bSZ, R4

The third scenario also acknowledges that although the technologi-
cal environment changes significantly, growth is not as rapid as many
expected. However, the potent1a1 of the techn01ogy and market forces is
recognized and regu]at1on is minimal.

Within this scenario, the increase in the voTume to be transmitted

encourages the entrance of a wide variety of carriers into the market.
A Tiberal competition policy is adopted. ‘Other than strict ownership
controls, regulators leave the rules and prices to be determined by
market forces. This is especially the case in areas of CRTC author1ty.
However, prov1nc1a1 regulators are 1ncapab1e of preventing the erosion
of their control.

- As a vresult, universal bas1c service -is no longer a rea11ty by
1995, Governments are obliged to consider extending direct welfare

subsidies to those who can no longer afford basic service.

A push for cost efficiency forces a rethinking of the current
situation. Currently, at least two carriers provide service through
separate facilities to most homes and businesses - the. telephone and
cable companies. This is recognized as inefficient and the two compete

for this market. The telephone companies eventually win out because of =
their foresight  in fimproving their band width capacity -through  the
adoption of optic fibres. Cable is slow to recognize its potential as a-

carrier. Once it overcomes the current regulatory hurdles and enters
the race, the telephone companies have too great an advantage.

In add1t10n to the demise of the cable companies, smaller carriers
have difficulty maintaining their position against their larger competi-
tors. Many fail or merge to leave a few 1arge fwrms, including the
maJor telcos and CNCP in the market place.

Scenarlo IV - TZ’ MSZ’ R2

This scenario projects rapid acceptance and utilization of the new

techno1ogies. Computer to computer communications will grow rapidly and
increase the  demand for user-specific enhanced services and private
networks. - :

- In addition to the ex1st1ng carriers, many new entrants will
appear. Some will create their own facilities, others will utilize
liberalized resale and brokerage regulations to offer services 1in
compet1t10n with the major carriers,

A joint regulatory body will be established to govern issues
involving more -than one province. This body will encourage competition
by allowing rate rebalancing. Provincial regulators will continue to
maintain a monopoly for local service. ‘Although Tocal rates will become
usage sensitive,. basic universal service will be subsidized :by an
interconnection charge levied against all telecommunications carriers.

By the end of the study period, weak competitors will have been

forced from the market place but a large group of competitors will

remain including the telcos, equipment supp11ers, cellular radio suppli-
ers, and satellite resellers.
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3> R3

This scenario combines rapid and innovative technological develop-
ment, open international competition and federal regulatory control.
The increased volume of traffic and the low entry costs mskes the
Canadian market an attractive one for internaticnal suppliers, particu-
larly American ones, , :

This scenario invisages a relaxation, with federal government
consent, of many of the rules, regulations, and purchasing policies
currently protecting or aiding Canadian telcos. In retunn, both the
federal government and large telcos will have access to sevgra] foreign

markets 1in order to aggressively expand their sales are market pene-

tration. Foreign investment in Canadian telcos combined with licensing
agreements will blur any unigue distinction among North Am’rican tele-
communications suppliers. T :
Essentially a deregulation philosophy approach is extended to
enhanced services while basic Canadian telephone service ﬁemains reg-
ulated with reference to traditional economic and social conrerns.
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Appendix II

Telecom 2000

Survey Responses



Response 1001. 156

restricted its comments to those of a general|nature and

has suggested which scenarios it believes to be more likely than
others. The various assumptions under each of the| different
futures for each element will first be discussed, flollowed by
comments on the five future scenarios and suggestions for

alternative scenarios.

1)

2).

Technology and Services

There appears to be less of a distinction between the two
futures within technology than among the three futures within
market structure and the four futures within regulation.

Perhaps the distinction between the conservative &nd innova-
tive development of technology could be increased |by slowing
down the pace of technological growth and innovation somewhat
under the conservative development. For example, fibre
optics could replace microwave as the major transmission mode
by the mid-1990s and the establishment of locél prlvate

networks could proceed at a slower pace. Under the innova-

tive development, fibre optics could replace microwave and

copper as the dominant technology and office automation,
private networks, and enhanced services could proceed at a
more rapid rate.

Market Structures

There is one assumption under minimal competition which could
be changed in order to maintain a more consistent market
structure: the role of cable companies as telecommunications
carriers., The Science Council of Canada held a conference in

March 1984 consisting of experts in the telec ommunlcatlons'

and cable industries. The conclusion. generally agreed upon
was that it was too late for the cable companies to|enter the
telecommunications industry in any strongly competitive
manner; +therefore, the Status Quo scenario of minimal

‘competition should assume that the cable companies play a

minor role in telecommunications. For further information
and transcripts of speeches, Dr. Arthur Cordell may be
contacted at the Science Council of Canada, 100 Metcalfe
Street, Ottawa, K1P 5Ml, With regard to the market struc-
tures of national competition and open competition, |it is not
clear as to what the intent is by assuming such |disparate
views between these two structures and the minimal competi-
tion structure, . If the intent is to formulate a| range of
likely market structures in the future, then believes
that the last two structures should be redefined|so as to
eliminate open international competition and split| national
competition into two separate structures, National competi-
tion (MSp) would have many of the same assumptions as the
existing MSy, except for the following:

-
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- resale and sharing are permltted but the number of new
entrants is limited:

- competition is permitted in all sectors but iocal;

- there is no threat to basic universal service; govern-
‘ment provides subsidies to pay £fixed common access
costs; L :

the cable compenies do not eompete with the telephone
companies in telecommunications; they continue to offer
existing services. :

Open competition (MS3) assumptions would change as follows:

- open competltlon is allowed in all seetors ‘but firms
must be Canadian-owned and controlled;

the number and variety of services‘increase;
-  the market is very active and dynamic:;:
- prices reflect costs;

- . many new suppliers appear - satellite. resellers, equip-
ment suppliers, cable companies, and new telcos; ‘

- . . basic unlversai service is threatened, there are no
government subsidies and local rates pay the totality of'
the fixed common access costs.

One-assumption under open competition which is questionable
is that American firms have cost advantages in Canada; it 1is
difficult to understand why U.S. entrants would have substan-
tially lower costs than Canadian entrants., Furthermore, it
appears that the existing open competition structure Iis
improbable; " the consequences are so negative that it is
difficult to believe that a regulatory authorlty would allow

international c0mpet1tlon as described. '

Regulatlon

I would suggest the follow1ng changes to the various regula-
tory scenarios proposed. Under the Status Quo (Ry), I would
like to add the_assumption that the costs of the regulatory
process to carriers becomes higher and higher. Under Joint
Regulation (Rj), there is no requirement to levy an intercon=-
nection charge against -all competitors to help subsidize
local service if rates are rebalanced because under the
telephone companies' definition of rate rebalancing, local
service ‘rates will cover all local variable costs and fixed
common access costs, An interconnection charge may be levied
against all compet1tors and the telephone companies to ensure
that universal service is malntalned (so that rate rebalan-
cing would not be. complete).
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Future Scenarios

.

Because I have suggested that Open Competition| (M3) be
modified to mean open competition among Canadian firms (as
mentioned earlier) and National Competition (M3) be| modified
as outlined earlier, two of the scenarios have been |replaced.
I would suggest that the. following scenarios are among the
most likely to occur and will provide the most useful infor-

mation to the Department of Communications in fo%mulating
telecommunications policy:

Scenario I - T MS; Ry} (Status Quo)
Scenario II - T1 MS; R3
Scenario III = T3 MS3 Ry
Ty M55 Ry
Scenario V - Tz MSy R3
Ty MS3 R3

Scenario iv

Scenario IV

As well, it 'is believed that  the assumption  of}| Minimal

Regulation  (Rg) is incompatible with any assumptions| of fair '

market because of the market power and dominance
telephone companies and their ability to cross-s
competitive services with monopoly services revenue.

of the

and equitable competition in the Canadian telecommuntcations
bsidize

Ed
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Response 1002

Re: Your Letter on Scenarios for the Future of Canadlan
Communications

Your call for comments on this matter just reached my desk
today, well past your deadline for response. This is un-
fortunate since as you know \ . plays a
major. roll in canada's communications structure and our
input should be helpful. Had time permitted I would have
delighted in . , . a reply.

While we were unable-td respond on time I will still cir-
culate your letter as food for thought on this matter.

While I'm an optimist at heart I have to say that I would

personally predict Scenario I as the most likely. It would
take uncustomary foresight on the part of both our Canadian
regulators and industry to rise to the market's potential.




Response 1003

SUBJECT: DOC Telecom 2000 Study

We have reviewad your materials on the possible scenarics of future

Canadian telecommmications and forward these views to you.

In our analysis we distinguish between our preferred Corporate

view

vs what we feel is more probable to occur. In addition, several

specific points are worthy of mention for clarification of the

scenarios. Finally, some general camments have been included for
g

your consideration.

2As we have not fully rationalized a number of these issues our+
selves, the attached corments do not reflect the official pos:l.

They are _mtended to be used for the

purposes of your undertaking.

We trust these coments will contribute to the overall value of

study.

s -

ion

your
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Camments on Telecommunications
Services Scenarios

Viability or

Corporate View

Probability of Occurence

Corponent

Tl

Iess Desirable

More Probable

T2 More Desirable less Prcbhable
MSl Most Desirable (note 1) less Probable

MS2 - ILess Desirable Less Probable

MS2.5 Iess Desirable (note 2) Most Prcbable.
MS3 least Desirable Lesast Prdbable
Rl Iess Desirable -7 Most Probable

R2 -Least Desirable Less Probable

R3 legss Desirable less Probable

R4 Most Desirable (note 3)

Least Probable

Corporate View:  Scenario T2 MS1 R4
(Most Probable View: Scenario Tl MS2.5 RL)

Notes: .

In this "minimal competition" component, comments refernng to
increasing campetition between cable companies and telcos should
be ramwved. :

1. M1

' 2, MS2.5 This scenario oanponent was added to reflect current realltles,

not covered in MS2 or MS3., It is defined as "Canada/U s. :
campetition". Typical activity in this component is East/West -
L.D. by-pass via Cross Border long Distance interconnection ard
re-salers. (MS3 is understood to mean International, not Jjust

American competitiorn).

"Very liberal campetition policy" is also understood to permit a
route leading to the capture of total market share, in line with
market structure camponents such as MS]..

3. R

General Corrments

-Though mention was given to products and manmnufacturing, there seemed to be

rore emphasis on phone service, in fact long distance (in the scenarios
discussed). Terminals, manufacturing as well as local and toll carriage -
should be viewed in an overall context.

Secondly, the themes behind the scenarios presented for telecommmications
and their corresponding social/economic infrastructures apply to most
enterprises in Canada (e.g. airlines), not Jjust telecommunications. Such
general policies in turn create politically and socially unacceptable -
scenarios, which in turn eliminate some desirable telecommunications
scenarios.
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Response 1004

Re: Canadian Telecommunication Research Project

L.
-

Thank you for the opportunity to provide 1npu£ to your r%search. The
documentation which you provided is very thought provok;ng and your

organization of the various scenarios is interesting.

who were able to review your document. They
do not necessarlly reflect the views of

Based on our observations of the technogical, market anﬂ regulatory
developments taking place in Canada, we feel that Scemario IV is the most
plausible overall pattern for the next fifteen years; howevelr, there are
several points that should be clarified.

The rapid acceptance and growth of new technology and services is not expected
to begin immediately. Technology push is still a fact of life Eor many new
technologies. Significant market demand is not expected to ﬁmerge for 3-5
vears. This gradual technology adoption will lead to rapid growth

the ensuing years.

The requirement for Canadian ownership of new entrants is questionfble in light
of the latest FIRA modifications under the Conservatives; however, we do not
feel that allowing American entrants spells the ultimate demise| of Canadian
carriers as we know them today. It is more likely that they will| be permitted
entry under some regulatory arrangement designed to protect the Canadian
industry. Prices will be market driven and will reflect Canadian cost factors.

I hope this informatlon will assist your research.

in sales in

M o e

P -i-c-n-—- o oo
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Response 1005

I am responding to your request for input to the possible Canadian
Telecommunication market configurations to the year 2000 on behalf of
In formatting my reply I reviewed the material with the

The approach used causes us some. concern in that we could not completely agree
with ahy one of your scenarios. While you gave us the option to construct our
own I'am sorry that I didn't take the time to do so. We feel your material
should have been laid out on a grid or matrix where we could assign
probabilities. The shades as you've laid them out are too subtle to do,

However, in specifically answering your grid our reply would be:
Ty.5 MSy.5 R2

This means that we agree mostly with T» but see a pull back to Ty as your
comments on Fibre Optics are too strong for us in Tp. On MS2 we accept

"~ most of the items but cannot agree that data and text services will .

predominate as people will still 1like voce as the pr1mary communicating mode.
we saw some pull back to R], however, feel that Ry is most probable. If.
you cannot handle our coding above then on a compromise vote we would settle
for: Tp MSp Rp as the most likely projection for the next decade
(1930's).

- . -




Response 1006

- Innovative Development

. . office automation proceeds at a rapid rate

. volume greatly increases, especially data transmission v

. microwave and copper serve &s the backbone of thi//
infrastructure '

fibre optics rapidly replaces copper wire for local and
inter-city trunk lines bacause it is more cost effective v
coaxial cable is increasingly used for point-to-point
communications and private network installations ‘
. cellular radio is widely utilized for mobile communica
: tions and plays a smaller role in rural and remotee
point-to-point communication L
satellite costs remain high, but satellites are used forv/
private networks, remote services and broadcasting
. digital transmission and switching technologies begipn to /
redominate! .
. enhanced services are demanded to more efficiently handle /
heavy volume of traffic : g
private networks wutilizing LAN's, PBX's, cable | and l/
satellites grow rapidly as .individual companies attempt
to interconnect their equipment and personalize their
service, —— : :

- National Competitionu///

power of technological innovation and market forces recognized
information becomes an ever more important commodity
. increased information transfer capacity

. existing suppliers continue to operate, but many new entrants
appear - satellite resellers, equipment suppliers, cablle com- -
panies and new telcos; these must be Canadian owned and con-
trolled _

competition is permitted in all sectors
services become increasing user-specific -
data and text services predominate
teleconferencing is more widely used

local area networks grow rapidly but many interconnect with
the public switched network . '

L] " e e o

. prices_fef1ect costs,_loca]}ratesAincrease o
. by 1990 basic universal service will be severely threatened >
. smaller carriers have difficulty maintaining their competitive

position; many merge or fail leaving a fewer number of|larger
firms in the field
competition between the telcos and cable companies for the
right to bring all services via one carrier intensifies; this
push for cost efficiency leads to the demise of the' cable
companies which fail to recognize and develop their potgntial
. cost of equipment declines so that even smaller companies can
afford to personalize their communication systems
o brokerage and resale of capacity are permitted

m G0 Sn SN Gw N Y Wy UGN Wy By AN A5 Wy G OGN GF o we
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Joint Regulation

Jurisdiction

. a joint regulatory body is created with representatives
from each province and. the federal government -
this body makes recommendations regarding issues .involv-
ing ‘more than one regulatory jurisdiction
the regulatory functions remain with existing agencies
intra-jurisdictional decisions can be made without

consultation
policy development ‘ .
. joint body sets national. goals and priorities

attempts are mad2 to anticipate technological change and
establish suitable policy in advance '

. competition : : : .
all service categories except local voice service are
permitted competition

r . provincial regulators continue to impose quality of
5 service requirements on intra-provincial services
} pricing o B : ' :

. as—4ﬁ—+§%ﬁjﬁﬁ+—iﬂ%epaeanee%igg—ehafget+H?—%ev%ed—ﬁgﬁénst

. <
. rates are rebalanced , S
. .governments levy a tax on all telecommunications firms to
finance service to remote areas o Fleae. '
. local service rates become usage sensitive

23 MSé,
: ThTs.scenario projects rapid acceptance and utilization of the new.
?echnolog1es. Computer to computer communications will grow rapidly and
increase the demand for user-specific enhanced services and private
networks. ‘ : : :
‘ In addition to the existing carriers, many new entrants will
appear, Some will create their own facilities, others will utilize
; liberalized resale and brokerage  regulations to offer services in
i competition with the major carriers, - '
. A Jjoint regulatory body will be established to govern issues
1nvolv1nq more than one province. This body will encouragé competition
by.a11pw1ng rate rebalancing. Provincial regulators will continue to
maintain a mondpoly for local service. Although local rates will become
usage sensitive., basic universal service will he suhbsidized by an
EE?% interconnection charge levied acainst.all telecommunications carriers.

Scenario TV - T RZ

By the end of the study period, weak competitors will have been
forced from the market.place but a large group of competitors will
remain including the telcos, equipment suppliers, cellular radio suppli=~ -
ers, and satellite resellers,

£
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Response 1007

February 5, 1985

RE: Scenarios on Telecommunication Market Comnfiguations

I personnaly favour a scemario based on the following blocks:

T1 Ml and R2 or R

x

—
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Response 1008

Thank you for including
discussion of the future of the Canadian Telecommunications Industry.

167

on your list of recipients for

Unfortunately, . we are unable to give this subject
the attention it truly deserves. However, I would like to oiffer the follow-

ing comments on your building block scenarios.

Rl is most likely. Let me e>o1a1n.

1. Technology and Service

I believe that technology will continue to provide the push towards
‘proliferation of office automation and enhanced transmission servjices.

As individual companies, led by the large multi-nationals, move towards

integrating voice and data, there will be rapid growth in all areas,
This growth will be slowed by the regulatory/competitive environment
but not to a significant degree.

2. Market Structures

This area is oné of great concern. Competition will contlnue to grow,
but will be dominated by the large national companies and carriers.

" Because regulatory functions will be slow to change and the large ..
carriers reluctant to open the market, it will be difficult for new
entrants to succeed if they get started at all. This will accelerate
in the last half of the study period towards freer competition and less

eculatory impacts.

3. Regulation

Although the regulatory scene will continue to evolve, the basic
provincial/federal governmental issues will remain as they are with
little change. The CRTC and Provincial bodies will gradually

- relinquish control to the marketplace, however, this will only occur
as a result of tremendous user pressure demandlng the application of
new technology. :

In summary, I believe that the marketplace wlll place very strong demands
on the system and’ despite the sytem., It do€s not seem that Canada wants
to promote a highly competitive enviromment, therefore, it seems more
likely that controlled competition will be encouraged.- As. the regulators
become more -burdened and as technology continues to widen the gap between .
regulatory policy and reality, reoulatlon will be abdicated to market
1nfluences. ~

I would like to apologize for the limited effort put into this dlscu5510n
and trust that some of our views will be helpful,

‘Given the blocks as described, I believe a scenario encompa551no T2, MS1 and




Response 1009 |

Thank you for the very thoughtful scenarios forming the
background for your work for DOC., I am pleased to jprovide
some obversations as requested,

General Observations

My comments should be taken as observations on what is
most likely to happen rather than what I would [like to
see take place. In effect, I am offering my version of
what Herman Kahn would call a 'surprise-free scenarlio',

I tend to base my projections on- Content Analyéi§ which
assumes that the only way you can make reasonable pFedict—
ions is to ignore what people or organizations say and

look at the way they have behaved in the past.

This approach for the Canadian telecommunications ipdustry
leads me to select a somewvhat conservative scenario.
My optimistic nature leads me to hope that the tele-
communications powers in this country will change .their

approach. I hope by pointing out to DOC that unless a

major c¢hange takes place the market will not realise-

its full potential, I will have assisted by being an
agent of change. '

Some General Assumptions

On the grounds that people will continue to do what they
have done in the past, the limitations on a dramatic
market turnaround by the year 2000 will be:

-
o

. 6o
-
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The inertia of the public service regulatory system
which in the past has stifled innovative development
in the industry, e.g. delaying the introduction .of
television in Canada, delaying colour TV, delaying
the introduction of pay TV, etc. The bright spot -has
been the rapid development in the cellular mobile tele-
phone business.

The hundred year tradition of federai/provincial juris-.

dictional jealousies. I see no let up in this and there-

" fore the assumption of some amlcable future arrangement

A

would be optimistic.

The 'governmentAby public poll' that will likely slow

anything that would be politically questionable, e.g. .
allowing substartial long distance bypass if that ‘would .

affect the rates for local telephone use, When pitting
benefits to business against benefits to voters there
is no question how the - decision will ‘ultimately  be

made in Canada.

The stated desire of all 'politiCal parties to want
to contailn Canadian control of the communications

‘industry.

) This will 1likely
lead to a legislative <cap of 20% investment . in
communications-related firms by offshore organizations..

Despite the likely ten year miniﬁum life of the current

- government and their dedication to free enterprise,

the 150 year Canadian trend has been toward increasing
government involvement and giveaway programmes for
political purposes. The well known fundamental problem
with a democracy is that ultimately it will vote itself
whatever income redistribution programmes the voters
demand. There could well be a reaction in the U.K.
and U.S. against the current trend to privatization
and competition.. This is already evident in the reaction
to the Bell split up in the U.S. ‘ .

Suprlse -Free Scenarlo

With regret, then, I would have to pick Scenario 1 as
being the most likely. .

With Canada's limited population and ‘long tradition of
evolutionary vrather than. revolutionary market develop-
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ment, I feel this is the most likely.

I do not suggest this as being as 'bleak' as is |suggested,
but certainly not as exciting as it could be,.

!

Cellular Mobile Telephone

Scenario 1 indicates that cellular mobile |telephone
carriers will begin to gain a bigger share of the market
but the growth will initially be moderate. I believe

this will be the case.

Initially the product will be a*-high ticket |item and
requires breakthroughs in equipment production to make

cellular a2 major market force. However, having |indicated

that I think the growth will be slower than many pundits
predict, I also believe that the acceptance |within a
decade will be far greater than most people expect., If
asked whether I really believe that within ten years
most people would have a personal communicatioﬁs device
capable of two-way voice communication that would fit
in their pocket or purse, I would say undoubtédly yes,
When this time comes and the price 1is §500 &or -less,
cellular or its follow-on developments will ecome a

"major market iteém.

This development requires:.

-~

- a sharp decline in the cost of the units;
- a decrease in size to fit a pocket or-pursej
- improvements in battery size and life.

In general I believe that personal communications will
become a major factor in the telecommunications lindustry
within a decade, and that a number of individuals may
no longer have a hard wired phone. A transportable unit
that can work in a car, in your pocket or at night be
placed on a bracket on the wall, could well rep?ace the

old idea of bhaving to go where a phone was located to
be in touch.

Cable TV

I am less optimistic about the future of cable.| As one
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of the protagonists for the Wired City during the
Seventies, I foresaw the evoluation of cable into a second
national communications network linked by satellite or
microwave and capable of carrying a variety of broadband
communications into the home or office. '

That the industry has not yet rTealised this potential
may have eliminated it as a contender, given the catch
up capability of the telephone companies.. The problem
is that the industry:

- Is too fragmented with Mom and Pop shops- to be able
to offer a cohesive national programme.

- Has been over-regulated and has been made an instrument
of govarnment policy, e.g. Canadian content, protection
of the over-the-air broadcast industry, etc.

- Is not sufficiently profitable. to allow for  adequate
investment in plant. This is directly . due to being
rate rTegulated for many years .as though we were a
utility while we were in fact "facing increasing
competition. During the years when capital could have
been ploughed "~ back into the plants, rates were
artificially restricted. ‘ : :

- Suffers from an approach by government that pays .lip
service to cable as the communications vehicle of the
future, (see "Towards a New National Broadcasting
Policy"), while acting as though it wanted to run rather
than regulate the industry. - .

This is hot to place all the blame on government, The-

industry has some. very imaginative people. but they tend
to use their entrepreneurial skills to continue  the
development of cable as a broadcast receiving undertaking
rather than a broadband common carrier.

Summary

There are some bright spots. The 'new' CRTC headed by
its new Chairman is showing much more understanding of
the needs of the communications . industry. However, it
still has a long way to go. ' '

The DOC has been imaginative and responsive in launching
cellular in Canada. This in turn has led to thé involve-

ment of a major new multinational in Canada - Ericsson.

I believe this will haye substantial industrial benefits

for Canada along the lines pointed out in more optimistic
scenarios.

In summary, the situation can change but, for the reasons
outlined in my .earlier basic assumptions, there are too
many unlikely factors. in the later scenarios to make
them as likely as Scenario 1.




Response 1010

The building blocks and elements appear to satisfactorily cover the

possible scenarios. (
probabilities with a generous overtone of politics.

It does make an interesting mix of possibilities versus
My only suggestion then

are that some of the five scenarios should cover the most probable events.

I would predict the most Tikely scenarios with equivalent| percent
probability as follows:

T MS1/M52 R2/R3

90% _ : 80% 20% 80% 20%

The building block scenario that I would 1ike 1nc1uded ist .-

T1

MS1 R2

This also reflects our concerns with the longer term evolution of

telecommunication policies and practices in Canada.
has no national common carrier,

; At this tim2,|Canada
Telecom Canada is not a legal ent ty. It

is an association that is allowed to exist to provide national services as a

monopoly.

In Canada, we are in the equivalent to the U.S.A. divestiture

mode without having addressed the requirement for national competitive

comaon carriers,

We

competition.

first.

This will occur in a very politically sensitive area.
attempt at joint regulation which will evolve to federal control as

definitely foresee a conservative development with minimal
‘The changes have to occur in the regulatory environment
We fioresee an

telecommunication services become increasingly vital in the national sense.

HMost probably, we hbpe, Telesat and CNCP will become

interprovincial common carriers competing with Telecom Canada as a new

corporate entity.

From there on, change will be slow.
@ .
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Response 10711

fter some deliberation.it is our opinion that Scenario IV represents:
the most likely Iorecast of the way th.t the market will unfold.
Technelogical development will continue to be immovative to meet~the
requirements of business and indusiry for low cost enhanced services,
Particularly dava transmission., Satellite transmission will be atirzctive
to high volume users in point-to-multipoint applications, but Ffiber
optic transmission will be more economical for D01nt—to—p01nt services.
Sztellite costs will remsin high.

in the arsa of market structures, we foresee that long distance services
will be open to compeiition, but that competition in local services

will be restricted to maintain the integrity of universal telephone
service, The low population density of Capada will not permit opben
competition which wounld result 1n prohlbltlve costs Tor rural and

“small town subscrlbnrs.

We believe that theApresent regulatory mosaic will be replaced -by

asingle federal agency, whether established by agreement amongst -
Present regulators or as a result of court decisions. As noted previously,
local service will be protected and an access charge will be levied to
ensure that basic telephone service will be universally accessible.

During the study period it is unlikely that the federal government

would increase taxes in order to subsidize telephone service for those

who could not otherwise afford it, In this aspect RZ2 is more representative
of our outlook,

The trend to deregulation of telecommunications is spurred by events

in the United States and by -the transition to digital technology which
blurs the distinction between volce, data, Facsimile and video services,
This country, by nature of its population distribution and its regional
nature requires btasic low cost universzl telephone service (sometlmes
called POTS - Plain 014 Telephone Service) which could not exist in an
unrestricted environment., Although politicians tend to favor areas of
high voter density, we believe that the checks and balances in our
Tederal system will act to prevent an erosion of universal telephone
service, :




Section I - Building Blocks

Response 1012

D

2)

Technology and Services

The two technology and services building blocks to be used in co
of the future scenarios span a broad range of hypothesis. Never
in both the Tl and T2 technology models there are elements which
to represent extremes a2s opposed to probables and in some cases
to possibly represent misconceptions. As an example, under T1,
element states that microwave, copper wire, and coaxial cable re
the dominant technology, whereas under T2, fibre optics rapidly
copper wire for local and inter—city trunk lines with coaxial ca
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nstruction
theless,
appear
appear

one

main
replaces
ble

being used for point to point and private networks. Furthermore
both the Tl and T2 models, satellites are described as having ex
capacity with costs remaining high. While there are a number of
in both T1 and T2 which appear to represent a reasonable expecta
neither of the building blocks cover a more reasonable expectati
under which fibre optics is indeed used to phase out copper wire
local and inter-city trunk = lines but with digital microwave con
to be used as an altermative media for inter-city trunk purposes

l, under

cess
elements

tion,

OT1

for

tinuing.

, and

with satellites continuing to provide back-up facilities for lomg-haul

restoration, video distributiom, and digital private networks.
While :the cost of satellites is seen as remaining comparatively

expensive

for short haul trunking applications, it is still considered competitive
on long-haul high capacity routes, and possibly also for multipojint

private digital business services.

Offsetting the possible ttend for.
-individual companies to establish private networks to meet their

specific

needs, there will likely be the introduction by the major inter-city

inter-exchange carriers of a2 range of integrated services to be
available via the Integrated services digital network.

The prim
attraction of this integrated services mode of operation will be

ade
12 :
high

global interconnectivity, transmission characteristics more closely
matched to specific needs and therefore tariffs more closely matched

to costs,

Market Structures

Under the MS51 model the role of cable companies as telecommunications

carriers is stated as intensifying.

Such a probability is not seen

to be entirely compatible with the longer term phasing-in of fibre at
the local distribution level when coupled with the intercommectivity

and cost trends of the ISDN evolutionm.

Furthermore, under the MS1 model,

cellular radio is stated as a means of viable local by-pass, yet|with™
minimal rate rebalancing as assumed under this model the cost intentive

by-pass via a technology not suited to digital business needs.

‘would certainly not appear to be sufficient to drive companies to seek

Competition

at the enhanced services level is not mentioned although based oh current

events this is a very probable evolution.
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The MS2 model is marked by its characteristic of open competition at
the national level in all sectors, with basic umiversal service under
severe threat, and an eventual convergence towards a market dominated
by a small number of larger competitors. This model appears to emulate
the projected market evolution within the U.S. and represents an extreme
model which does not appear to recognize the basic difference between
the size of the U.S. market which can permit an open market evolurion
and the very limited Canadian market base which is much more fragile
from the onset. On the other hand, open competition restricted to
enhanced services which would appear to be a more v1ab1e scenario is
not specifically mentioned.

The MS3 model also is marked by open competition_but with U.S. firms
~permitted free market entry. For the reasons outlipned above, this very
extreme model is not seen as a probable evolution in view of the current

perceived difficulty of encouraging only one additional Canadian entrant
at the inter—exchange level.

3) Regulation

The R2 regulation model appears to by-pass the extremes represented

by the Rl, R3, and R4 model, while admittedly assuming that a Federal/
Provincial resolution of a rational joint natiomal policy is achieved.
.The 2ssumption concerning open competition ‘except at the local level
appears somewhat too open in view of the fragility of the market base
-2s noted above whereas unlimited competition in the area of enhanced
" services would appear to be more consistent with current CRTC findings.
The concept of Welfare or Pension allowances being used to offset the
risks to universality as hypothesized under model R3 is not considered
to represent a probable course of action in view of political realities
whereas use of local measured service as a means of achieving an offset
in the long term could be seen as a more socially acceptable and
politically prudent choice of actionm.

In view of the above comments on the basic scenario building bleocks it is
not.surprising that in reviewing the five scenarios I found each to contain
elements which appeared logical and probable, while at the same time

containing other elements which for the specific reasons outlined above
appeared to represent extremes or unlikely évolutions taking into account '
current and past experlence. Rather than criticize the individual scenarios,
it appeared shorter to define an alternative scenario as.outlined below

which captures elements which are defined not as a philosophical or ideological

alternatives, but rather as the 1og1cal products of the specific Canadian
environment and experience,

Alternative Scenario

The new technologies are introduced at z moderate pace with the long term
development of a healthy competitive market for enhanced services covering
various special user needs. The local service continues to be provided '

on a monopolistic basis by the existing carriers. CN/CP has established
itself as a competitive inter—exchange carrier and has achieved a significant
percentage share of the interexchange market. - While a number of private
networks still exist, these are operating in severe competition with a range

¢
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of cost effective integrated digital services being provided via| the switched
public network by the current domestic carriers plus CN/CP. The|terminal
equipment market continues to be highly competitive with business desk to
desk high speed electronic mail becoming a dominant service via the ISDN

and largely replacing existing forms of message service. Cross-subsidization
of local service by toll service has been replaced by a combination of access
charges to the interexchange carrier and local measured service.| Universal
service is thus not seen at risk. Smaller cost effective satellites are
being used for a combination of video distribution, D.B.S. (with|l metre
dlsh), private I.B.S., restoration of long haul trunking, and light demsity
communications to the far North. Although the overall scenario is based

upon a limited interexchange competition, dpen enhanced services |competition
and basically a continuation of the status quo for local service, there

is potential for further continued limited expansion of interexchange
competition, however the market base is still not seen as supporting
unlimited open entry. On the regulatory scene while provincial rggulators
will continue to cover local service, the CRTC will in addition tjo providing
such regulation in Ontario, Quebec and B.C., be mandated to overview services
involving more than one province. The policy to be followed by CRTC will

be the product of a joint Federal/Provincial consultation.

While the above noted scenario is not defined as an ideological proposal,
it appears to me to flow logically from the technological, market|and
regulatory environmental evolution currently taking place. I recpanlze
full well however that the construction of future scenarios is a hlohly
subjectlve exercise and that there no doubt will emerge a range of view -
in the response to your letter. ' -
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Response 1013

I am writing in response to the Canadiazn telecommunications
market survey. -

. The most desireable scenario of those presented is Scenario IV -
T2, MS2, R2. ' :




Response 1014

Thank you for including me
your scenario for the year 2000. Personally, 1
following scenario to be the most plausible:

Ti, MSp2, Ro
My reasoning is this:

1. Technology and Service (Ty)

I foresee conservative development mainly b
recent years the majority of developments that w
to be revolutionmary in fact have turned o

evolutionary forces in the final analysis. Office
automation has been a very tough uphill fight mostly
because a change of office culture is required, and as
we all know, people do not change easily or without a°
struggle. Also, like housework, many office tasks (while
individually simple) are very complex when taken as a

set and so defy easy automation.
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Technology and Service (Tj) (continued)

The change out of physical plant for telephone companies
or cable companies may move increasingly to fibre in
the late 1990's, however the vast base of conventional
plant already in place will mean tha- even by the year
2000 the majority of plant in place will still be
conventional even though the percentane of replacement

- and new plant which is fibre may be guite high. With

cable plant lasting fifteen years on average, rebuilds
done in 1985 will be ready for replacement in the year
2000, however I ‘am not aware of any major switch to fibre

and doubt that one will occur within five years. ‘

Market Structure (MS2)

Competition is increasing and I believe will continue
to do so. However, I also believe that -sufficient

~regulation will remain in place to minimize the  risk

to basic' residential service for telephony and cable
entertainment service (see my choice of R2 below). There
is no doubt that cable and telcos will increasingly have
the capacity to compete with one another as the telcos

-gradually expand their band width capability and cable

attains a continuing rationalization of ‘'small companies
into larger ones that have the sophistication, financial
base and planning ability to enter into the telcos' domain.

hd

Regulation (Rp)

It would appear that some compromise will be made to
involve the provinces without resorting to an unworkable
two-tier system of regulation. The CRTC is almost a
symbol for what many western Canadians find distasteful
about Canadian federalism and in some cases (British
Columbia in particular) the conflict between federal
and provincial jurisdictions bhas been open. It would

- seem to me that a joint approach is the only one which

gives way to current pressures without ending up with
either an ‘unworkable dual system or total deregulation,
which I find unlikely. :

I must say I found your methodology most interesting and
useful, and I hope that my few comments will- be of some

—— ™~

assisiigce.A _ ‘
. { ~.
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Response 1015

I have received the materials you sent me with your letter of January 10, 1985
and wish to make a few comments,

To begin, I applaud your work and f£ind that vour building blocks Fouch on mest
of the issues of concern to the overall market today. The only specific area
not sufficiently illustrated, in my view, and cne of great importance to my
company is the future of video and audio entertainmant services aqd particularly

the role of the Cable Television industry in the continuing provision and
expansion of such services. 3

[

When reviewing the five basic scenaries you presented I found one to be mest l
reflective of my own views. Scenario three resembled my formula of T2, ME2

and R4 most closely. The key arsas of difference I encountered were primarily
contained in building block number T2.where I favoured the fcllowi‘ng issues .
relative to innovative development in the Cable Television industr&. My comments
follow each specific item.

i) ""Microwave and copper serve as the backbone of the infrastructure®. This
indicates a technolegy that survives based primarily on its efficiencies
for voice and data transfer and clearly does, not indicate a moyement from
coaxial cable as the leading efflicient method for distributionT

of video
and enhanced services.
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‘of .cable companies in favour of a continued prlace for ccaxial cable and the
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ii) - "Coaxial cable is increasingly used for point to point communications
ard private network installations". This indicates a growing acceptance
and expansion of the potential of coaxial cable. The existing and
broadly extended major center cable companies will be best suited to
this potential growth area. The large investments made by the cable

- companies in recent vears, expanding the reach of coaxial cable are
not likely to be duplicated by the telco's. However, this should not
assume som2 movement by telco's to purchase or franchise local ‘cable
companies with the objective to use coaxial cable efficiencies as
augmentation to telco~based enchanced services. The fundamental use
for coaxial cable will continue to be video and audio entértainment
with interactive capabilities secondary.

iii) "Private networks utilizing ILAN's, PBX's, cable and satellites grow
rapidly as individual companies attempt to intercomnect their eguipment
and personalize their service®.” This illustrates an area of growth for
advanced and aggressively developing cable companies. A rapid movement

" by local operators into areas even now much more competitive than in
recent years will give them a foothold in their communities. Telco
dominance in this area will be directly affected by the spsed at which
cable companies can affect their own marketing and technical expansions
into these markets: A growing public reliance on cable delivered
entertainment services and increased prifitability will allow cable
companies to move in new directions, remaining competitive into the
future. : '

Summarily, as you can see for the most part I agree with your third scenario.
Changing technology, slower growth for telco's in a very competitive market-
place and a relaxed regulatory environment are Rey elements in my view.
However, an expansion of video and audio entertainmznt services brought about
by the market demands places cable companies in a stronger and more competitive
position. ‘ B ,

With the burdens of meeting competition head~on in areas such as interconnect
and local area networks, and the political and market complications: faced:
with incréased local rates and abandoned. universality,. telco's will not be in
a position to push cable companies out of their dominant entertainment rcle.
Therefore, I reject the component of scenario three that predicts the demise

infrastructure it fits in today. The basic needs for and efficiencies of
coaxial cable will keep these companies in business. I do concede however
that telco ownership of cable companies due to a relaxed regulatory climate
is possible under my scenario and therefore a role limited soley to video
and audio entertainment services for cable operations could result.



Response 1016

This letter is in response to vour request for a reaction to
scenarios of telecommunications development to the vear 2000.

Our review of your scenarios has resulted in a2 conclusion on
that technology will likely chaenge faster than we expect and
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various

our part

%ociety

will likely be less impacted than we predict. This opinion is based

generally on past experience from watching other electronic t

echnologies

develop. Our opinion therefore, is that your scenario four_will likely

come closest to actual activities through to the year 2000.
scenario was selected because we feel technoleogy will develop
}¥S, and R, were selected because they represent the middle of
wi%h respsct to marketing structures and regulation.

T, of this
guickly.
a road

o s s S S O




. company can afford to invest in anticipation of market evolution.
* For example, Teledon experimentation (which was a sobering
;exoerlence for everybody concerned) would not be supported by

' operating companies today. .It is clear that product development,

. ISDN et al.. The great universal multifunctional~voice/data/video._H

: 80/20 rules. Business customers always have generated the most

. the greatest potential for growth. Typically, a small percentage of |
' these customers generate a hugely disproportionate amount of the

_ : 183
Response 1017 '

We have broadly reviewed the five scenarios and the build-
ing block material as you reguested. While we may quarrel
with some points of the building blocks, it would in

- general be a subjective disagreement and therefore not
worth noting There are some specific points we have
identified in our attachment that we feel are worth making
as they pertain to more than one scenario.

s -

There are some general comments, practical and otherwise, that form
our perspective impact on any scenarioc of future developments,

Investments., It is highly unlikely that any operating telephone

based on technology push, is a poor way for anybody to conduct their
operating business,

network is a delusion supported by the PTTs of this world. It is
unlikely to manifest itself in any form in North America, and in
fact the byword for the U.S., and increasingly for Canada, will be
spec1allzat10n and customlzatlon. :

revenue for telephone operating companies, and today still represent

total company.revenue, Ultimately, if an operating company wants to

" remain healthy, it will either cater to their needs, or be bypassed

in a variety of wavs.

Trans border slop.over. The U.S. represents both ‘the greatest
market and greatest example for Canadians. The $100 (or $200) per
month coast to coast fac111ty, which will be available sometime soon.
in the American market, will have a traumatizing effect on Canada.

It will effect both competitiveness of our industry in that market
and the world, as well as our measure of the aporoorlate cost of
communication in this country. .

: Globalism., 1In designing its latest generatlon of cars, Ford is

using a CAD/CAE system that has co-operative on line input from
England, Germany and the U.S., By several orders of magnitude, the
fastest growing segment of the Canadian Long Distance market is
overseas calling., The Americans have just introduced limited com-
petltlon for oversees carriers in a market that previously was an
Intelsat monoply. This action was strongly seconded by Japan.
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Regulation, Vancouver is, by a pronunciation of its cilty council,
nuclear free zone., This act, the mayor reported, "was @otivated by
a genuine concern for the well being of our citizens and a firm

determination that it will not happen here". 1In real terms the CRTC =
has about as much chance of effecting its will as Vancolver's City '

Council.

What's your business? The participants in what has losely been
termed the Information Industry are a confused lot; andgrightfully
so. All the nice divisions and boundries that used to delineate
their businesses have become blurred to the extent that |suddenly
participants in what were entirely separate areas, have |become
competitors. They remember the railways classic "transportation
business blunder", however all that seemed so simple in |the face of

the publishing/computing/telecommunications/ broadcasting/etc.
dilemma that faces them now. If the industry insiders don't under-
stand how things will unfold, the concept of "picking wihners" from
outside it seems somewhat absurd. ’

Carrier Opportunities., Two shoe salesmen, one Canadian and one
American are sent by their companies to an African country. Upon

arrival the Canadian salesman wires his head office in Tqunto "hold .

all shipments, terrible situation, no one here wears shoes", The
American wires his head office in New York "send all possible stock,
tremendous opportunity, no one here has shoes”. ‘

There is no scenario where Canadian enterprise enters and competes
! successfully in the American market either directly or through
association, This is a viable alternative,

While it is likely that microwave and copper will remain [the
~dominant technology if the measure is total investment, clearly all
new growth in the trunking and feeder distribution networks will
soon be exclusively fiber. This will happen simply because new
fiber will be cheaper than new copper or new microwave. No company,
in any scenario, is likely to go back and replace all sunk invest-

ment in the other technologies as it wouldn't make much blisiness
sense,

Of the scenarios presented, I seems the more likely outcome, as it

is the traditional "Canadian Way"” and III, the more rational version
of I, the second ranked possibility. . T

..

a
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of meetings h

THE VIDEO teleconference is still something
of a novelty today, but as travel costs
increzse, future managers will find them-
selves sitting in front of TV cameras for
some of their long-distance mestings,
This eventuality is the main reason why
Montreal-based Teleglobe Canada recently

- provided its Toronto Confratel videocon-

ferencing studio to six budding managers
from York University's business school.
Teleglobe hopes that by exposing young

- people 1o the technology, it will be develop-

ing interest among future decision-makers.

*“We provided the studio free of charge
to them because we feel they will be the
next generation of Confratel users,” says
Sheila Wabl, telecommunications market-
ing representative for Teleglobe, She also

" sees universities as another potential clienit

base for videoconferencing.

Videoconferencing, as provided by Te-
leglobe, provides two-way color audio-visu-
al links via satellite 10 London.

As an assignment for their first-year
microeconomics course, the York students
used Teleglobe's Confratel studio to stage a
mock - overseas videoconference with the
London Graduate School of Business to
determine if videoconferencing was a viable

_means of reducing the cost of business
¢ travel. They looked at the medium’s eco-

nomics and efficiencies, comparing it with
what two people would pay to travel for
business meetings, assuming annual- cost
increases of 7%.

Their conclusion? Videoconferencing

. has a future in business, although at $2,600
¢ an hour, it's more costly than sending two
i .people to an overseas meeting. But Ross

gers get iacﬁze

e

the project, predicted vidcoconf_rencing
would justify its costs in two or lhrcc vears'
time,

face-to-face meetings, “According to in-
dustry studies and our own estimales,
videoconferencing will replace only about
35% of present meetings. 1t most likely
that videoconferencing will be able 1o re-
place only those meetings that occur on a

employees over and over again.”
technology has to be experienced to be fully

apprecxauon of where the technology
stands,” says first-year student Bill Gra-
ham, who also sees a future for it in
education. *'Our general feeling is that it is
something that's coming for universities to
use.” :

Carleton University in Ottawa recently
used videoconferencing for a major semi-
nar, Teleglobe's Wahl says there is no
reason why it couldn't be used effectively
by researchers or business schools to com-
pare notes with their overseas counterparts.

However, Alap Hockin, dean of admin-
istrative studies at York, doesn't see a
widespread use for universities — at least,
not yet, “Given the kinds of things universi-
ties usually talk about, ] doubt that it's
going to be as important to them. But it
could be for a particular researcher who
had some material he wanted to show in
graphic form. Other\\ ise, a telephone call
will do.

— Bruce Gates,

igh—*"%“’l style

Beverley, one of the six studenis working on .

However, he savs it won't replace ali—

very frequent basis, and involve the same
In the meantime, the students believe the

understood. “Most people don't have an -
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‘Response 1018

Thank you for your interest in our opinions regarding’
the future of telecommunications in Canada. Having reviewed the
‘'scenarios made available in your letter of January 10, 1885, we
have taken the liberty of developing an additional one. Please
find attached a copy of that scenario.

We chose to develop an additional scenario as we fel| the
scenarios your presented were limited in their view of how common
carriers will respond to existing and future situations. For example,
scenarios I and II present stromngly the point of view that telcos are
unwilling or unable to compete. Scenario III implies that sur#ival of
the telcos will strictly be a result of benefits assumed to be|provided
by regulatory bodies. Although scenario IV and V do not directly

‘address the nature of the common carrier, there is no indication that

common carriers are and will continue to be an asset to the telecommunica-
tion marketplace.

Overall, the scenarios presented implied (with varying emphas{s)
that the relationship between common carriers and the marketplace is
primarily an adversarial one. We disagree with this implication. We
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Possible Configuration of the Canodian
Telecommunications Marketplace

Deregulation in the United States hes provided Capnadian telcos, regulating

bodies and the public with many valvable lessons essociated with
deregulstion and Jncreased competition Althovgh specifics have been
addressed below, the uvunderlying 1mpresszon Is that telcos, regulating
bodies and the public will recognize the need for: lncreesed competition,
as well as the pneed for the continuance of Universal Service. 4 balance
will be struck rto optimize these apparently contradictory concerns.

The building blocks Identified in the D.0.C./ University of Calgary
package were not found ro be mutually exclusive listings of sitvaiions. .
For example, under the bheadings. of Merket Structures, teleconferencing wes
Identifled 2s becoming more wzae]y used with national competition,
although todasy this marketp]ace is exploding in a flurry of asctivity with
only minimal competition Iin place at this time. Provided below, under the
designated headings, are the elements felt to be the most relevant.

Technology and Services:

The technology associated with new services will continue to develop
rapidly throughout this period, and although initial customer acceptance
of new services Is slow, momentum will Increase as the marketplace
familiarizes itself with innovetive communication services. Currently,
fibre 1s rapidly replacing copper wire for local, heavy volume circulits,
and it Is expected that as costs continue to decrease, fibre will increaese
In Importance as & major transmission mode. Satellites will continue Lo
be used to complement other terrestrial technologies especially for remote
coverage, with some limited use being made for private metworks.

Even today, digital transmission and switching tecknologies are becoming
the dominant form of transmission. Also, private networks uvtilizing
LAN's, PBX's, fibre ond cable are growing rapidly as individual companies
attempt- to interconnect their eguipment and personalize their service. We
see this trend Jlevelling off in the future, a&s more Innovative services
become available on the Public Switched Network. Large customers will
evolve to & balance between privste and public switched facilities.




Market Structures:

It Is Important to recognize that bodies such as the CRTC

in place not to protect the carriers, but to prorect the
telecommunications marketplace, so that the provider Is meetin
of the customers in an optimum fashion. They will continue to

regulation ro this end until they are confident that the market

operate to the advantage of all consumers, not just special-in
groups.
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Care

the needs
exercise
place will
erest

Kajor established carriers will continue to predominate for the

first part of the time frame, with regulatory bodies monitoring closely

the progress of competitive services.

Local plant will continue to be the responsibility of the serving telco,
although local bypess by heavy use corporate customers will Increase 25 a

threst. FKowever, competitive pricing and attractive packaging
serving telco will continue to remein the most cost effective
alternative.

by the

The high cost of retaining only the residential customer in

the local plant is recognized today, sparking 8 more competitive attitude

by the telco to retain the large customers.

Febalancing of rates is gradually occurring, with long distance
being decreased and local rates inchESlng
by the regulating bodies will minimize the chances of local fac

rates

Contrinved watch dég efforts

Ilities

becoming so costly that the concept of Universal Service is unqermlned

The necessity of cross-subsidization is recognized and will con
recognized as rebalancing evolves in 4 controlled fashion.

The number and variety of services will continue to increase, e

from telcos, as they recognize that large customers will respond

tinue to be

specially

positively to creative packaging of services, on both public aqd private
h

networks. Although pricing will be &n isswve, it will not be t
issue. Customers -are, and will continue to be, willing to pay
more for & higher quality, comprehensive package.

Regulation:

4s Implied up to this point,
In evolving the balance between competitive services and Unive
Service.
frame.

The nature of the regulating body (i.e. national or provincial)
Iissue In the long run. The regulators seem to be evolving towa
similar end - their concerns with Universal Service and competi

are rarely influenced by their perspective as a national or & p
body. : :

Drastic changes in this area are not called for.
deClSJOHS are similar In nature, there Is no need for "joint re
bodies" or complete control by one universal group. By keeping
 Interests of the Canadian public at the forefront, regulators wi
conflict with each other.

e only
slightly.

the regulatory bodies pJay an Important role

s8]

They will continue to play an important role throughout the time

is not an
rds &

tive Iissves
rovincial

As long as policies and

gulatory
the
11 not
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Response 1019

Our observation is that you are quite correct in your notion -

.that we would find that some of the scenarios presented were

more plausible than others. 2As well we found that some of
the elements were more akin to the telepbone operating
companies than to the telecommunications manufacturers, e.g.
government regulation (Fed/Prov), ratios (tariff rates),
services (MSI) etc. Notwithstanding this we recognlze that
any changes- influencing the telephone operating companies .
will have an impact on the telecommunications suppliers .

by either inviting or creating competition or generatlng more
demands on suppliers.

As you may know, : experienced rapid sales
growth over the past several years.

the latest digital technology and the
development of new products to satisfy user demand for both
enhanced services and latest state of
the art eguipment. :

In summarizing, we find that we relate more closeiy to

" scenario V modified by substituting R, for R.. We have

listed below those aspects of the futlre which we feel are
relevant to the telecommunications market:

- Continued rapid lDtIOdUCLlOD of new reatures and
technologies.

~ Increased customer and subscriber service demands.

- Enhanced office automation with new product demands.

~ Heated up competition in the Canadian and USA
marketplace by USA and other international Telecom
suppliers.

- GATT global free trade emerging . from international
agreements by 1990. 1In the interim Sectoral Free Trade
agreements will emerge on a product-by-product basis with
USsa. .

- Canadian and US telephone operating companies will be
challenged by major toll and data carriers.

- Liberalization of interconnection will expand in Canada as
more provinces deregulate. A few strong interconnectors
will emerge and survive.

~ More liberalization of regulatory matters affectlng the
telephone operating companies, e.g. prime Tel Set purchase,
tariff rate to reflect line service charge, etc.

~ Fibre optics will become a major transmission mode over the
next ten years.

We hope we have been helpful with the above information and
trust that your project is successful. -




‘the ability of the government to exercise any regulatory control

Response 1020

perspective has serious concerns that the Governments'
(both federal and provincial) efforts to maintain the status quo

midst of rapid technological change will result in the stagnation
eventual demise of thexindustry. '

Canada cannot maintain the insular policies of the past wnich wer
on the ability to control the inputs from outside its borders. T
advent of communications satellites, VCRs and the steadily declin
costs of receiving and playback equipment has made U.S. satellite
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in tne
.and

g based
he
ing

. . . . | .
services and programming a real alternative to cable-delivered services

Yet the federal government and the C.R.T.C.
As cable loses gr

for most Canadians.
been able to adequately deal with the problem.

non-Canadian programming is reduced.

Telephone companies continue to be regulated within the psycholog
prevailed more than 50 years ago when the objective was to estab]
telephone network across the country. That network has been esta
and the problems have changed - so should the psychology of regul
The mix of private and government-owned Telcos makes it difficult
develop and implement a coherent national policy which would reco
the changing technologies, competition and the impact of U.S.

deregulation on telecommunications in Canada.

Your Scenario I is the one I see as most likely. Maintenance of
status quo until forced (1likely too late) to respond. At that t
telecommunications companies, who have in effact bezen insulated
realities of international competition, will be unable to respon
competitively.
an inefficient industry sector with Tittle or no hope of improvi
competitive position.

Scenario V in my view is the direction the govermment should per
is the scenario that would enable the Canadian industry to survi
prosper in critical interpational markets. Canadian consumers w

have not
ound,
over

y that
ish a
olished
atijon.
to
gnize

the

ime the
from the
d

The only answer may well be direact government sdbsidy to

ng it's

sue, It
Ve-and
ould also

enjoy the range of services available in the U.S. at competitive prices.

The success of Northern Telecom in the U.S. has demonstrated -the
capabilitjes that can be brought %o bear in international market
incentives and regulatory structures are guided by enlightened a
realistic government policies.

s if the
nd
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Response 1021

considers that telecommunications is a critical industry to Canada
both as a market for manufactured goods and as a domestic service industry
providing an important source of Canadian jobs. However. considers
that the even greater importance to Canada of telecommunications is its
ability to provide Canada with an efficient and cost effective communica-
tions infrastructure, For consumers this can take the form of readily
available and fairly prices voice communications both locally and natio-
nally.In this regards telecommunications is a key to building a strong
national identity. For business, communications is critical as a means
to improve Canadian productivity and make Canadian products more compe-
titive in world markets. It has been recognized that = a primary reason
for the lack of competitiveness of less development nations in the world

is the lack of efficient communications infrastructure.

Section 1 - Building blocks

considers that the three sets of building blocks (Technology and
Services, Market Structure and Regulation) are” an appropriate means of
defining the potential alternative futures for Canadian Telecommunications.

Section 2 - Scenarios

With respect to Technologies and Services, because of télecommunication's
impact on productivity considers that it is imperative for Canada
to create and foster an environment in which new telecommunications innova-
tions are introduced at least as fast as other major industrial countries,
specifically the U.S. In Scenarios I, II and III described in the study
Conservative Development (T1) occurs. The results are consistently bleak
for the Canadian telecommunications industry with the possible exception of
Scenario III where a few large canadian firms survive.




Of greater significance than the fate of specific telecommunica
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tions

suppliers would be the negative impact on all Caradians of beipg denied

the resultant benefits of innovative technology and services.
sult considers it is essential that effort be applied b
ment and industry to ensure that one of the Innovative Developm
result This can be attained by appropriate selection of Marke
and Regulation.

supports that in the Scenarios IV and V which include In
Development of Technology and Services, that there is the best
benefit to Canada. Both scenarios include increzsed competitio
produce direct benefits: Scenario IV by the creation of large

As a re-
y govern-

t Structure

novative
overall

n and

group of

competitors in telecommunications and Scenario V by the success
dien telecommunications providers in foreign markets., - c
both Scenarios IV and V to be Win/Win scenarios whereby benefit

of Cana-
onsiders

S accrue

both to the telecommunications service providers / manufacturers and to

ent Scenarios

the Canadian public by the availability of innovative new telecommunica-
tion services. They should be supported.

considers that the five scenarios described demonstrate clearly
the importance of Market Structures and Regulation to be attainment of
these benefits. Essential to Innovative Development is either National
or International Competition, Similarly, an essential pre-requisite for
increased competition is a more progressive form or reduced form of regu-
lation whether under the Joint Regulation, Federal Control or Minimal Re-
gulation, '

SUMMARY

In summary considers that the five proposed scenarios are a valid

representation of the potential combination of innovation, marke
ture and regulation which may occur in Canada and considers that
nation of building blocks resulting in the five scenarios had pr
minated the infeasable or unlikely scenarios.

considers that this analysis demonstrates the future succ
telecommunications industry will likely be dependant on governme
in reducing or streamlining regulation and encouraging competiti

t struc-
the combi-
operly eli-

ess of the

OTl.

nt's success
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Response 1022
Building Blocks
Technology and‘Services
© - The building blocks are entitled "Conservative Development”

and "Innovative Development", yet the distinction -
between the two relate more to the rates of penetration
of the various technologies rather than to degrees of

technological development.

T1 - Conservative Development

o Office Automation technology development will
proceed rapidly;vhowever,'the>rate of market
penetration will be influenced by its cost/per-
formance characteristics, availability of
more “user friendly" man/machine interfaces

and user acceptance.

o) "microwave ... remain the dominant technologies! -
and "fibre optics ... becomes major transmission
mode". ‘

- These two points seem to contradict each
other. Copper wire in the access network
and microwave in the long haul will
remain the dominant technologies.

Coaxial cable will remain dominant for
the CATV distribution and in-building
LAN's. Fibre Optics Transmission.Systems
(FOTS) will increase in the metro-inter-
office trunk network and will be used
for growth based on the no—neW‘cbpper
policy being pursued by a number of

| telephone companies




T2

"All

LAN's,

Innovative Development
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Mianalogue technologies are only gradually
replaced by digital®

The rate of replacement is based on

economic business rationale and
Digital replacement will be acce
in key locations, other less stn
important locations will be digi
a slower rate.

carriers will begin to carry all

This depends on government/regul
policy decisions on further comp
in telecommunications.

PBX's

These systems are established to

strategies.
lerated
ategically
tized at

services!

atory
etition.

allow

more efficient terminal to computer

(data base) communications as opposed to

computer to computer communications.

Note:

LAN's and PBX's- are perceived

as an on-site communication

cluster which provides| a more

efficient means for linking

terminals to data bases.

Fibre is an alternative, more cost effective
technology for growth in the metro-interoffice

"and intercity trunk networks.

Systematic

replacement of copper with FOTS will occur as

economics dictate.
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o) 'Coaxial cable usage will increase for privafe
‘networks but the growth is limited to in-building

LAN's and possibly as a local bypass technology
if cost effective. | ' '

o Cellular Radio will be widely utilized for
public mobile communications. Its use in

rural and point to point applications is a
likely scenario.

o Digital transmission and switching technology
dominance is a likely scenario. '

ke The Company's enhanced services today "effi-
ciently handle" the associated demand and
'will continue to do so as demand increases.
Competition in the provision of enhanced
services is now permitted under the terms and
conditions of Telecom Decision CRTC 84-18.

o) Private Network growth is a likely scenario .
but the telephone. companies may also offer
l' virtual private network or software-defined
private networking capébilities.

\.

. Market Structures

MS1 -~ Minimal Competition

o} Rate rebalancing, mentioned either explicitly

' or indirectly in the market structure and
regulatory building blocks, is of such funda-
‘mental importance that it should be addressed
in a separate building block.




MS2
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"Minimal rate rebalancing" is inconsistent

with minimal competition. For example)
we are seeing the proliferation of U.S|

today
based

service providers taking advantage of our

higher LD rates and carrying Canada-Canada

and Canada-U.S. traffic.

We assume that the term, Yinterconnect
includes both the contribution payment
above and the rates paid for the teleph

charge',
described
one

company facilities used by the interconnector.

Enhanced services are already being off
by a variety of suppliers.

"Bypass" is already being considered as

ered

users

seek out lower cost options. Rate rebalancing

would discourage uneconomic bypass (where
bypass facilities are provided at less tthan
carrier rates but greater than carrier costs).

National Competition

- following steps could be taken to estab

Canadian ownership and control could be
achieved through government imposed res
tions. Another approach that would mee
objective, and not foster international
retaliation, would be the establishment
Canada of a positive economic environme
that would encourage Canadian ownership
control of telecommunications systems.

such an environment:

tric-
t the

in
nt
and
The
lish




- Y .
o o s
e \

197

- International agreements should be
negotiated, particularly with the United
States, which éupport the use of Canadian
facilities to transmit, store, process
and retrieve Canadian information,
without unduly limiting the freedom of
choice for users or the information
industry.

- Research and development in the informa-
tion industry and in telecommunications
technology should be stimulated through
government policies which make i1t economi-
cally attraétive, e.g., taxXx concessions,

low interest loans, "buy Canadian” »
campaigns, export development assistance
and establishment of regquirements that
offshore manufacturers perform a reasonable
percentage of R&D work in Canada.

- Canadian businesses should be encouraged .
‘to compete vigorously in international
markets, concentrating on their fields
of excellence.

- Depreciation regulations should be
modified to reflect the realities of
competition and the rate at which tech-
nological change is occurring.

The projected more wideépread use of telecon-
ferencing would seem to better fit into
building block T2 (more rapid acceptance of
new technology and services). It is not
clear how the forces of national competition
would increase the use of this family of
services. '




MS3

Open

The projected threatening of universal s
could be mitigated through incentives or
grants (included in R2, R3 and R4).

"smaller carriers have difficulty mainta
their competitive positions; many merge
fail.
are.

It is not clear who these carrie
Existing carriers such as CNCP, Te
and the Telecom Canada members will not
likely fail.
suffer from competition but as well will

Independent companies may
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ervice

ining
or
rs
lesat

not

likely fail (the municipalities they sexve

will not likely let them fail). Reselle
who are not normally considered to be ca

since they generally.own no transmission
facilities, will begin to fail as furthe
competition or rate rebalancing drive pr
closer to costs.

New entrants who build their own facilit
with the current cost/revenue imbalance
fail as rates are rebalanced.

————— e

The "demise of the cable companies" woul
appear to be highly speculative.

Competition

It is not cléar that increased competiti
will increase the "variety of services"

available to users.
would suggest that only a variety of pri
for the same type of service would resul

rs,
rriers

r

ices

ies
could

on

Experience in the U!S.

Ces
t.

It is not clear who the "Canadian compan
are that will fail.
MS2 respecting "carriers" apply here as

The comments made u

legh
|der
ell.
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REGULATION

R1

!

It is not likely that Canadian politicians
will allow rural services to "decline or
disappear".

Status Quo

o)

199

The Company agrees with the “Ypolicy development!

concerns as stated but notes that Bill C20,
if passed into law, will allow the federal

government to provide certain direction for
federally regulated carriers.

"Regulated competition", in the Company's
view, amounts to market allocation and not
competition in its true sense. It is not
clear that any of the benefits ascribed to
true competition would be realized through
such "regulated market allocation'. '
Long distance toll service rates are already
decreasing in real terms  year over year.

Joint Requlation

0
I

It is not clear in this block whether or not
evenhanded regulation is applied to all
parties in competitive markets. ‘

Federal, as well as provincial regulators
would continue-to impose quality of service

requirements.




‘based on many of the elements of the building blocks

'Scenarios I, IT and III

T o In light of the current rapid rate of innovativ
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o) An "interconnection charge" to "help suﬁsidize
service" in general would not be required if

indeed Yrates are rebalanced'.

Such a charge

might be imposed for the purposes of a targetted

subsidy.

Minimal Regulation

o} Iin the absence of a national telecommunications

policy it is not clear why regulators would

move to minimal regulation.

FUTURE SCENARIOS

Specific comments on these Scenarios are provided be
after which the Company presents its own preferred m

in the paper and reflecting the various positions on
issues described above.

ment in carrier networks, building block T1, se

inappropriate for consideration in any Scenariol

Scenario I

¢ It is not clear what is meant by an "expehsive"

nection charge. It is likely that if an interc

charge is established as a result of the current

low,
odel,
provided
key

e develop-
ems

intercon-
onnection
IX

proceeding it will include a fair rate for the telephone
company facilities used plus a contribution charge that

should be equivalent to the contribution charge
by the telephone company's LD service.

borne -

Such charges

would only be "expensive" to inefficient entrants.

a

r
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Scenario II

o The "doubtful" future for the Canadian telecommunications
industry does not seem to follow from the previous
comments made under this scenario.

Scenario III

o Universal basic service will likely still be a reality:
by 1985.

o It is difficult to believe that cable companies currently

provide service to most businesses. -

Scenario IV

o Since rate rebalancing would discourage inefficient
entry by potential competitors and uneconomic bypass by
users, we must assume that you mean that only efficient
competition would be encouraged by rate rebalancing.:

Scenario V

-~

o] It is not clear what foreign markets are referred to

here or what role our government would play in controlling
entry into such markets. If free trade in telecommunica-
tions with the U.S. is contemplated here.it should be
noted that such free trade would likely benefit the

U.S. more than Canada, particularly while Canadian

LD rates are higher than corresponding rates in the

U.S.



Preferred Model

Scenario VI - T2, RR1l, MS4, RS

T2

RR1

Innovative development of technology and se

o} Ongoing digitization of the public swi
telephone network.

o ‘Rapid continual incorporation of fibre
o} Innovative new services such as iNet.
o) R&D expenditures by telecommunications

industry remain at high level.

o Vertical integration assists Canada in
taining its world class position as a

rvices

tched

optics.

main-
jeveloper,

. manufacturer, seller, user, provider and

maintainer of telecommunications eguipment.

is permitted to rebalance its rates

over a planned time horizon in a manner which does

not unduly affect universality of telephone

service.

0 The Peat Marwick study on "Impacts of Competition

in Message Toll Telephone Service!, commissioned

by the DOC and a number of provincial governments

and introduced in the IX proceeding as
exhibit, suggests that significant net

g CRTC
benefits

to society as a whole would result from| rate

rebalancing.
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Further competition considered after rates are

rebalanced

Inefficient entry discouraged.

Artificial opportunities, due to carrier rate
structures, eliminated.

Economic waste, which would accompany wide
open competition and associated overbuilding
and excess capacity prior to rate rebalancing,
would be avoided.

Enlightened regulétion

o

b

Federal government develops national telecom-

munications policy to gquide the industry.

No regulation or minimal- and evenhanded

regulation in competitive markets.

Regulation restricted to ensuring no cross--
subsidization of carrier's competitive services
from monopoly services and that the carrier

does not give itself undue preference.




SECTION 1 - BUILDING BLOCKS
Technology & Services
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Response 1023

Office automation - rate of development will be variable. Word pro-
cessors ‘will become widely accepted and virtually all|offices will
have word processor capability within five years. Full| office auto-
mation will lag because of the cost and problems of| large scale
"electronic filing", Electronic mail will be be widely|used for of-
fice communication and will rapidly replace TELEX for deomestic and
some foreign communications, ,
Fiber optics (light gquide) becomes the "technology of chpice® for all
new local inter-exchange circuits and all new intercity routes.

Light quide will also be favored for all new high-volumel local servie
drops (exchange to major telecommunications users). No major new
microwave installatjons. Long haul video will be transferred from
microwave to satellite making excess microwave capacity Lvai]ab1e for
data/voice needs. Additional needs will be met by ne 1ight~ghide

systems. Coaxial cable will remain the medium for entertainment ori-

ented cable-TV systems. Coaxijal cable will also be popular for Local
Area Networks (LAN's).
Satellites have excess capacity. Pricing depends on "telecommunica-
tions po]itics“.‘ Te]gsat is an instrument of government policy. It
is controlled by the federal government. SQme.provjncial governments
(through their telephone companies) are important shareholders ‘ahd
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have a great deal of control in deciding what traffic goes “satel-
1ite", Satellites are not suitable for two-way voice/data'traffic on
major routes. Principle use for satellites will be service to remote
areas and video distribution services. Video business depends on
government "broadcasting" policy. Many new video services in Canada
will be received direct from existing services on U.S. satellites,
Cellular radio technology will be used principally for mobile tele-
phone service., Some data servicés will also be provided to "mobjle".
users., Cellular is not important to rural users as there are relati-
vely few areasvnot served by "wire", Remote users will be served by
M-SAT and by thin-route services on conventional ¢ and K band satel-
lites. ‘

Anaiog technologies are being rapidly replaced by digital in voice
services, at least for interexchange  and "inter-city services. Digi-
tal technology is being rapidly introduced into "entertainment audio®
in the form of "Compact Discs". ‘Digf$a1 audio tape cassettes will be
introduced within the next. three years.. Digital audio distribution
by cable and broadcast will- follow faﬁrly quickly. Digital enter-
tainment video will be introduced soon for video signal processing
within TV sets within the next year. Other "digital video proces--
sing" applications such as "picture-in-picture" and "sequential scan”
picturé display will follow within three years.

The distinction between voice and data is already blurred as much
interexchange and long-haul traffic is already digi?a] (PCM). Integ-
ration of "conference grade" video has already taken place. CODEC's
that compress conference grade video to T-1 digital are already
available and widely used. Integration of entertainment grade video
will take much longer as affordable CODEC's are still some years
away. The number of carriers in Canada is very limited. They mostly
already carry "all services". I do not consider cable-TV systems to
be "carriers". New, highly specialized "carriers" such.as CANTEL
(cellular radio) are,relatively small factors.
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Certainly, non-voice service grow steadily. Much data service, how-
ever, will still be carried locally by "analog modems", il.e. on voice
circuits. Interexchange and intercity services, as |noted, will
rapidly become digital as video services are moved teo satellite.
Enhanced services such as ISDN will be a long time coming (ten years
at least). ' A
Local private networks (LAN's) will grow as more offices and plants
go "multiple-computer", but not spectacularly. W¥We have Wang word-
processor, two IBM-PC's and an IBM-AT in our office and Wave not felt
the need for a LAN to interconnect them. We just. pass dijscs back and
forth. ‘ ‘
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jarket Structures _
‘The Canadian government regulatory structure and the "communications

establishment” has the power to control the rate of technical innova-
tion and market changes in communications. Witness the power  of the
Governments of Saskatchewan and Manitoba to restrict privately owned
terminal equipment and alternative telecommunications systems., Wit-
ness the panic in the provincial government when the City of Edmonton
threatened to install their own toll switch to bypass AGT for much of
the long distance business originating in Edmonton. -

The range of services will gradually expand to include any potential-
ly profitable service, Canadian communications services have never
ignored profit. opportunities. New services have not always become
available at the low, competitive prices that they are available in
other countries. '

Competition will be introduced very selectively in a "token" manner,
CANTEL was licenced to provide a competitive cellular radio service
more as-a "token" than as a significant competitive factor. In areas
where competition would produce really significant benefits, such as
intercity traffic, present monopolies will be maintained.

Political "populist" pessures will prevent any "rate rebalancing".

Business and private "entities" in Canada have no “basic inalienable
rights" in this area. This decision will be taken out of the CRTC's
hands and returned to the politicians.. We will get only what the
politicians want to give us. "Rate rebalancing" doesn't get or kee

votes. Neither does giving CN/CP the right to provide competing long
distance. services, except for some minor “token" concessions. The
present massive cross-subsidy from business services and long dis-
tance to local private service will continue.

Private networks have alwys been available and will continue to be -
on TCTS (or whatever their new name is) terms. There will be some
savings to these large users because of more efficient lower cost
switching and transmission technologies. These services will still
be provided by monopoly carriers at.rates which contribute substan-

~ tially to the "local service subsidy" pool.
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It will be a long time before data and text services |predominate.
Voice will be the predominant communications service (measured in
revenue) for many years.
Cable TV companies have no present role as telecommunications carri-

ers. Under present “telecommunications politics” conditions they

have no prospect of becoming telecommunications . carriers. By the
time these problems are reéo1ved, the present coaxial cable systems
will be obsolete for telecommunications purposes and will have been
surpassed in efficency by new Telco ISDN facilities. }
Mobile se}vices will gain more subscribers as new cellular techniques
make more spectrum and more efficient spectrum use available. | I
don't see cellular radio as a viable local loop bypass Techno]ogy -
too expensive - capacity too 11mited.Loca] loop bypass is a “politi-
cal issue”, It doesn't happen unless government 1lets| it happen.
Canadian government isn't going to let it happen. The local loop is
natural monopoly 1ike water, gas and eTectritity.
Bypass will certainly become increasingly attractive to large tele-
communications users, but they will continue to be frustrated by the
regulatory grip of the politicians. The example of growing bypass in
the U.S. will aggravafe this frustratiqn.'
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Regulation

Jurisidiction

New Jegislation currently before the House reduces the discretionary
powers of the CRTC.

Tne federal government will retain present powers over telecommunica-
tions and will move the determination of policy from CRTC to Cabinet-
(Department of Communications). '

‘We've never heard. of the Canadian Association of Members of Pub]iénf

Utilities Tribunals (CAMPUT)! We doubt that CRTC members would ever—
participate or what benefits there might be.

Courts have not been very helpful in jurisdictional matters. Only
major issues have been "pay-TV" and broadcasting., "Combatants™ have
so far avoided the courts, ° '

Policy Deve]dpment

Communications does not seem to be a major Mulroney priority. Ad hoc
policy development will continue. S
Any "free trade" initiatives will exclude telecommunications services.

Competition

-

No significant competition in telecommunications services will deve-
Top. There will be competition allowed in some “token" areas such as

cellular,

Rural and remote area services will continue to be financed by inter-
nal cross-subsidy within the telecommunications business. This
cross-subsidy 4s already established and "works"., New taxes are po-

1itically unpopular. Many provinical government a]réady tax many ‘

telecommunications services for generé] revenue purposes.

Enhanced services for business will develop as established carriers
take advantage of proven profit opportunities. Enhanced services for
non-business users will develop slowly because the demand will de-
velop more slowly than for business uses, |
Local service will remain monopolistic.

There is no cable videotex service in Canada and no prospeét of such
a service being provided. .




SECTION 2 - FUTURE SCENARIOQS
The Role of Cable
Cable is not a carrier. It is a special kind of broadcasting sys-
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tem. "Broadcasting" in this context means the simultaneous distribu-
tion of the same information from one “source®" to mfny "destina-
tions". If none of the "information" has originated from federally
regulated sources the cable system escapes federal |jurisdiction.
Because the prime function of a cable system is to redjstribute fe-
derally regulated television and radio transmissions, the cable Sys~
tem itself falls under federal jurisdiction, ,
There is no real prospect of cable becoming a "carrier" of other than
"broadcast”" services. Canadian telecommunications regulation does
not favor competition in the local loop., Cable's technpology. is not
optimum for local loop telecommunications functions. Telephone com-~
pany local Tloop capabilities for services requiring subétantia]]y
less than “"entertainment video" bandwidths is growing rapidly. ISDN

will handle all non-entertainment requirements. Cable companies,
using conventional coaxial cable technology will continwe to be the
prime distributor of entertainment services until at least the end of
the century (fifteen years).

New “broadcast" services will develop and will be provided by cable
systems. We '"broadcast"” sound and call the service "radio". We
“oroadcast” pictures and call the service "television". Le-wi]] soon
"broadcast" information and we will call the service "“teletext". The
"broadcast" of music in "digital® form will also become an important

cable service within the next few years.
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The Telecommunications Carriers -

‘Status Quo. -The present telecommunications carriers will preserve
their monopolies and operating modes. Candian businessés will find
ways to “"plug into" competitive American carriers for their U.S.
traffic because most Canadian business centers. are so close to the
border, Maintaining a monopoly on overseas traffic will be more dif-
ficult as Canadian businesses seek lower cost routes through the
United States. } ‘
The British Columbia, Ontario and Quebec governments will become
frustrated with their lack of control over the principal telephone
companies in their territories - BCTel and Bell Canada. These pro-

vincial governments will seriously consider "take overs" of these

telephone companies. They will achieve the benefits of both owner-
ship (revenues) and control (control over policy). It will be diffi-
cult for the federal government to prevent these "take-overs", consi-

dering the example of provincial ownership in Manitoba, Saskatchewanl
and Alberta.

We see 'no real competition to the established carriers except in the
provision of terminal equipment. The present CN/CP - application to

provide competitive long distance services will be decided by the

"politicians" - Cabinet - in favor of the status-quo. -




Conclusion

In opinioh a primary objective for the
Canadian telecommunications sector should be the development of
policies suited to the needs of all of Canada with consultation and
input from each of the diverse regions in the country. It is our

hope that such a process would lead to the development of a melaning-
ful ‘'Canadian' telecommunications policy and advoid the ad hoc
process which exists today, all too frequently predicating its
policy decisions on the American model, _Through such a process it
is intended that the benefits of open competition enjoyed in Jarger
urban centres would not be at the expense of the smaller, |rural
parts of Canada. ‘ |

In closing we would also like to comment on the importance and
potential impact of a rate rebalancing program on the future|tele-
communication environment. It is now being recognized that the
present rating structures (eg. high L.D. versus low local rates)
employed by the industry have produced artifical business opport-
unities which have in turn served to attract competitors. A|fund-
amental issue is the rebalancing of the current rate structures
and, having completed that, reassessing the social and in?ustry

s the
impact on many, if not all, of the projéected scenarios coulld be

objectives for the future. We believe that if this occur

significantly altered.
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acceptable of the scenarios presented.

ya
H 3

Scenario 1V

0f the five scenarios presented this one offers the most viable
opportunity for the development and implementation of policies that
will be appropriate for the ' region and Canada as a whole.
A joint regulatory body, with the provinces and regions having
sufficient input to policy and decision making, would better serve
the needs of the unique, non-urban areas of the country. Similarly
continued provincial control over intra-provincial services, eg.
basic service, Wi]] enable each jurisdiction to address such fund-
amental issues in light of 1its own priorities and circumstances.
Overall the market and regulatory structure proposed in this sce-
nario offers the best opportunity, of the scenarios proposed, for
what we believe should be the prime goal with respect to policy
development in this sector, ie. the consultative development of

. Canadian policies reflecting the needs and: circumstances of the

diverse regions of the country. This should not -be construed as
support for this scenario but simply that it represents ther most

Scenario V

M W B I N ¢ ER IR R . m == .

While this scenario may be of interest to the larger Canadian
telcos and manufacturers, we fail to see how it would serve the
needs of ' .
' Again we are somewhat doubtful of the probability of
this scenario. As with Scenario III, we suggest that while this
scenario may be plausible and offer benefits td the. more cos-
mopolitan parts of the coﬁntry, it onTy serves to increase the
importance of the role of the regulator in °~ ' in

ensuring that the benefits of competition are realized in the
region, ' ‘
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Scenario Il

We would also be concerned with the evolution of a Scenario -1l
environment. While somewhat in agreement with the congept of
Parliament establishing national policy goals, the past regcord of
the CRTC gives rise to concern over the ability of a federal regu-
latory agency (who would oversee the attainment of the above| goals)
to appreciate and respond to the concerns and needs of the .
region telecommunication market, Similarly we question the|impact
on the public interest of the market structure.developed in this

scenario as it relates to In many ways parts of

the region, eg. are predominant1) rural
in nature. Consequently, the statement that 'rural services decline
or disappear' is of particular concern to . In
brief, it sums up our concern for a regulatory framework and re-
sultant market structure which are not in tune with regionel re-
alities., With respect to the probability of the scenario, we Suggest
that it is unlikely that foreign domination of the Canadian| tele-
communications, as a result of superior technological innovation,
would go unnoticed.,. It is more likely that the Canadian part-
icipants would accelerate their rate of technical innovation (ie.
move from T] to Te)and,counter the thrust,

" Scenario 111

Minimal regulation and the resultant complete dependence on |market

forces would not in opinion serve the intlerests

of telecommunications users 1in Even the use of strict lowner-

ship controls would not necessarily, as the scenario acknowledges;_

protect regional interests. Market forces in many parts of the
' region are not of sufficient strength to maintain long
sténding public policy objectives eg. universal service. Agajin our
concern in this scenario would be for the level and quality of
service provided in This scenario would jin our
estimate be unlikely in 'that it Tails to recognize the key role

played by the regulator in areas such as
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Response 1024

Scenario 1

The évo1ution of "a Scenario I environment would be regrettable,
particularly for regions such as . | : . Continuation
of the current regulatory structure, with fincreasing intrusion by
the CRTC facilitated by the absence of regionally representative
public policy guidelines, would only serve to further fragment the
Canadian telecommunication industry. In general, giQen this sce-
nario we would tend to agree with your prognosis for the telecom-
munication ~sector. We feel however that it is unlikely that the
scenario would evolve as described. Instead we tend to believe it
more likely that the industry would implement a rate rebalancing
program (ie. local versus toll) that would negate the bleak forecast
concluding the scenario. '



216

Response 1025
Technology - T2

rapid development
rapid acceptance - it will Tower costs
digital techniques eliminate distinctions among voice/jdata/video,
therefore, it is difficult to regulate carriers and services
the industry does not care what technology is used, as long as it
is economical

Market Structure - MS, or MS

2 3
the environment is rapidly changing

bypass 1is technologically feasible and economically |viable, it
threatens the existing industry structure
customers want more choice

all carriers will be capable of all services

Telecom Canada won't continue indefinitely

Regu]ation R3 or R4

increasingly complex and difficult

current regulatory structure unworkable - rules are broken, costs
are high .

regulators cannot control the market place or technology

neeg one regulator to determine common goals and rules
pricing must be market based, rate rebalancing is essential-

governments not carriers must take responsibility for| universal

service
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Response 1026
Technology - T1

thére is no one technological solution
cable must deliver better signals - high resolufidn video, stereo
sound
fibre will be used in trunking, it will not go to homes

. DBS 1is not a factor in programme delivery in this century because
we need more powerful, higher capacity satellites; this is 20 -
30 years away B
interactive cable systems will be hybrid systems - cable will
provide one way, the te]ephone system will serve to interface the
return | |

“pseudo - interactive" systems will be the norm, fully interac-

tive systems are not expected in the study period

Market Structure -‘MS1

. cable is facing increased competition 1in the entertainment

television f§e1d - VCR, MATV, etc. .

pressure from these forces will increase by 1990
the broadcasters will be more adversely affected than _the
cablecos

the trend to narrowcasting allows cable to service the-demand by
providing specialty services |

interactive services will be slow to develop, technology will not

force changes, people will



Regulation R1 - R

General Comments
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Tikely speciality services to be offered by cable - pay per view

television, security services, meter reading, acce

ss to data

banks, channels for advertising, eg. a real estate channel

4
the federal government won't give up their broadcas

tives; they are too important
dual regulation is possible but it will cause much
within the industry
neither the federal nor provincial gerrnments give
tions the priority it deserves; governments fail to
importance

the current regulatory structure will persist, but the
control w111 dec1ine; eventually R4 will evolve not by
through neglect |
regulation must become more flexible if the cable ind

survive

a slow but steady evolution will occur in all areas’

ting objec-
difficulty

communica-

realize 1its

ability to

choice but

ustry is to

the cable industry is fragmented, the entrepreneurs who operate

small cablecos are not concerned with future strategilc planning

because they are unlikely to be affected to a large degree

competition will start in large urban centres; rural

not be affected during the 'study period

areas will




Response 1027
Technology - Tl
' fibre is best for domestic high density routes; it is expensive;
it is not suitable for point to multi-point communications
. satellites are effective for international and other long dis-
tance tranémission services
. interconnectivity is highly velued; it will pull against the

- trend toward bypass

Market Structure

Regulation - R

A

. the current Canadian telecommunications industry structure has

been very successful in providing high quality service

. U.S. forces are causing problems in Canada; these range from the
competitive example set to forcing acceleration of teJecomenicé~
tions technology in Canada to the entry of American carriers into
the Canadian market
teleconferencing has large potential  especially for overseas
traffic -
enhanced services. must be competitive arena, many entrants

possible -

1

o ,

. universal basic service is a goal for Canadian telecommunica-
tions, it's a matter of conscious political choice

. rates will continue to be regulated to achieve that goal

bypass will be discouraged by high access charges



Scenarios

General

Response 1028

prefers the status quo but sees an evolution to T,, MS

1!
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23 Ry

no changes are necessary, the system works well the way it is

in future, all communications services will be softwa
mable

cellular radio is a real threat to small telcos; it co
them; with cellular there is no need for poles or wi

will come down

re program-

11d replace

re; prices

cellular radio spells the beginning of the end for small telcos,

not in fifteen years but in twenty-five

small telcos cannot afford to upgrade and experimen% with new

technologies
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Response 1029
telecommunications is made up of three parts - terminals, net-
works, enhanced services.
Canadian -telcos are vulnerable to compétition in terminals
sectors from Japan and U.S.
Canadian telcos. are vulnerable to tompetition in enhanced ser-
vices sector from-U.S.; Canadians can compete in U.S. markets as
well
the satellite sector was overbuj1t and now is used in inappropri-
ate ways because of excess capacity
within five years fibre will become the dominant transmissioﬁ
mode

scenario choice TZ’ MS3, R_4
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the cable industry is facing competition from new sources - VCR,

MATV
pay-per-view television is the direction that cable

survival béyond five years is doubtful

must go or

cable needs to upgradé infrastructures to handle digital picture

transmission and stereo- sound

consumers are forcing these changes,’they want better pictures

and more choice
fibre may be utilized on trunks but 1hdusthy lacks
undertake this upgrading

since VYCR and TVRO use is basically unregulated,

finances to

the cable

industry needs the same flexibility to compete success/fully; that

means no "Canadian content" rules

currently the rate of return is so Tow that the cablle industry

cannot undertake the research and development necessary to remain

competitive in the new telecommunications environment

let the consumer determine the prices

provided by the cable industry

chOjce of scenario Tl’ MSZ’ R4

charged - and

services
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Response 1031

Please accept my ap01001es for the unavoidable delay in- providing
our comments on the marketing scenarios for the Canadian
telecommunications market configurations to the year 2000. I
have now reviewed the scenarios as you 'requested and have
obtained comments from a number of specialists associated with
our organization.

To comment in a general way, all the scenarios are plausible in
the 1985-1995 time frame. In fact they could be combined into
one scenario without too much trouble and be just as likely to
come out as any of the five separate ones. .

In summary, there are some conditions which are not well covered
in the building blocks that would lead us to a consensus that a
combination of building blocks or a sixth scenario would perhaps
be most likely. This scenario would be T1M3R1 The comments on
each of these segments are as follows : :

o All inputs I 1ece1ved from our people were in agreement with
the T1 building block. The main reason for thlS conservative’
scenario selection is that the population of Canada is small
and not projected to increase at a very rapid rate. Hence new
consumer growth will be slow. We assume that the capacity of -
the current telecommunications system in Canada is exceeded by
the U.S5.A. only and possibly Japan, and therefore there will
be no major incentive to bring the system up to international
standards. This means that the telecommunications market
growth will be slow but steady and will reflect the :
traditional conservative Canadian approach to technological
development.



.....

o It was
MS Some felt
th8refore support an MS, market structure. However,
general consensus was that the MS, competition would
override. Our selection of this bDlock was influenced

to select between the building block
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MS., or .

that minimal competition would continue and

the
tend to
by 'the

fact that Canada will continue to follow the happenings in

the U.8., and the fact that the present Conservative
ment will encourage closer relations, both trade and
with Canadian telecommunications suppliers. The

Govern-~
otherwise,
trend towards

more utilization of satellites in communications will] encourage
a broader look at international competition. '
o With regard to regulation, I have selected the R, as |the most

likely building block in our selected scenario,
specialists feel there may be a trend towards R4
regulation.

o Public policy and regulsa
too slowly.
technological progress and in many if not most cases
impeded technological development.
changes in the regulatory process will be incremental
slow indeed.

We do not believe that in the foreseeable

glthough some
or minimal

tory processes in Canada al“ays moved
They always have been a good distance bahlnd

ave

We believe that any major

and very
future

there will be a melding of jurisdictional groups leading to a

central or national regulatory control, and any major

changes

in the current regulatory framework is politically next to

impossible to achieve,

For your information and in further support of the above

scenario,

the following are some factual inputs that I have received from .

the specialists I have consulted.

o The statement "fiber optics rapidly replaces copper wire,.."
seems unlikely because it won't replace the copper already
beneath our city streets. It is superseding copper as a
transmission product on a gradual rather than rapid basis.

0 Cellular radio is in the same bocat as Telidon in that

the

market is going to be a slow growth scenario.

Both are

expensive for rapid adoption although cellular has a mbre

ready market. Office automation is in a different sit
in that growth will be slow because technology is stil
the compatibility problem.

o The diffusion and adoption processes -~ from awareness
understanding, to acceptance, .to application -- have b
will continue to progress at a slow time-consuming pace
factors which include human nature and attitudes, and
policies and economic cycles, all form barriers to the
of technologies for competitiveness,

uation
facing

to
en and
The
publlc
adoption
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o Canada will continue to follow happenings in the U.S., in this
case the growing bypass of major established carriers.

o Some Canadian businesses are already bypassing aomostlc
. established carriers by using U.S. private carriers to get
from one paxrt of Canada to the other through the neares;
cross~bordcr points because it is cheaper. :

o The dominant technologies are semiconductor, software, digital
and fiber optics, not microwave, etc., as outlined in the
scenario., :

© Scenario IV seems unlikely as technological innovation can only
be supported by Canadian manufacturers which are successful
internationally. Alternatively, the Canadian carrier could
become technologically innovative by buying eguipment extensively
from foreign manufacturers. The latter would be "in conflict
with goals and objectives set by the regulatory bodies in Canada.

o We have a very advanced and over-capacity industrial capability

*  within the Canadian industry. This is supported by the fact
that all of the major industrial firms invdlved in telecommuni-
cations are out selling their capability internationally.

o The Conservatives are in power, the U.S. has deregulated to a
large extent, and there are some signs of deregulation in
Canada. If Canada does not go the Minimum Regulation route,
the next most likely scenario in regard to regulation would be
R, or Status Quo. R, and R, would appear to be too political
afid complicated to bé implemented.

We hope our comments and information provided herein will be helpful
to the University in completing the study that you have undertaken
on behalf of the Department of Communwcatlons.
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The Telecommunications Competition Issue in Canada:

A Selected Bibliography
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The Telecommunications Competition Issue in Canada

A Selected Bibliography

The decisione and reports referenced here do not present a comprehen-
sive review of government and regulatory commission positions on competition
in the telecommunications industry. The materials included here are intended
to indicate the time period in which competition issues have been given
consideration and to highlight major policy changes. For a comprehensive

review see Peter S, Grant (ed.) Canadian Telecom Alert 1983-1984, Toronto:

Canadian Industrial Communications Assembly, 1983 (updated annually). For a

discussion of issues see Thomas McPhail an S. Hamilton (edé.) Proceedings of

Communications in the 80's: Major Issues. Calgary: University of Calgary,

1984, The entries are organized into five categories: 1) Bypass; II) CRTC
decisions; IIT) Federal Government Policy Reviews; IV) Provincial Regulatory

Board Decisions; and, V) Independent Studies.

I. Bypass

B.C. Tel. "Evidence in Application of CNCP Telecommunications for the ‘
Interchange of Traffic with the Public Switched Te]ephone Network of
B.C. Tel." CRTC, Ottawa, 30 April 1984, p. 33.

B.C. Te].‘"Rep]y Argument in Application of CNCP Telecommunications for the
. Interchange of Traffic with the Public Switched Telephone Network of
B.C. Tel." CRTC, Ottawa, January 1985, p. 21-22,

B.C. Tel. "Final Argument in Application of CNCP Telecommunications for the
Interchange of Traffic with the Public Switched Telephone Network of
B.C. Tel." CRTC, Ottawa, 1984, pp. 16-18. See also BC Tel (CRTC) 12
July 84-300, IC Supp]ementa], pp. 24-31 and Attachment I for documenta-
tion of bypass problem,

B.C. Tel. "Comments of B.C. Tel."  Submitted to the Department of
Communications, 14 May 1984 pursuant to Canada Gazette Part 1, Notice
No. DGTN-001-84, 14 January 1984, p. 63 ff.
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CRTC.
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CRTC.
82-14, 23 November 1982.

CRTC.

1983

CRTC.
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Canada. "Evidence in Application of CNCP Telecommunications
Interchange of Traffic with the Public Switched Telephone
B.C, Tel." CRTC, Ottawa, 30 April, 1984, pp. 9 ff.

Telecommunications., "Argument in Application of CNCP Telecom
for the Interchange of Traffic with the Public Switche
Network of B.C. Tel. CRTC, Ottawa, 7 December 1984, p. 31.

CRTC Decisions

for the

Network of

munications
d Telephone

"Telesat Canada Agreement." Telecom Decision 77-10, 24 August 1977.

. "Challenge Case." Telecom Decision 77-16, 23 December, 1977.

Ownership of Automatic Radio Equipment).

"Cost Inquiry," Phase I, Telecom Decision 78-1,
8 May 1979; Phase I1I, Telecom Decisjon 79-16,
Notice, 15 December 1981, (Decision pending).

"Interconnection Decision." Telecom Decision 79-11,

17 May
and data private line competition, Bell Canada).

"Collins Case"., Telecom Decision 79-~12, 7 June 1979
Radio Common Carrier paging services).

"MTS and WATS InterProvincial Rates."
July 1981,

"Interconnection Decisicen.”
(Voice and data private line competition, B.C. Tel).

1982,

"Terminal Interconnection.”

“Price Competition in Private Line Voice." Telecom Decision
September 19825 Telecom Decision 83-10, 26 Ju1y 19827

"Bell, B.C. Tel,

Telecom Decision CRTC

(Customer

16 January 1978; 79-9,
28 August 1879;

19798 (Voice

(Outpullsing for

81-13, 7

Telecom Decisions 81-24, 24 November 1981

. "CNCP Application to Obtain Interconnection with AGT." 17 September
(Proceedings before Federal Court re CRTC jurisdiction)

_ Telecom Decision 80-13, 5 August 1980;

82 0, 29

Telesat/Amsat-Telecom Canada Agreement.“‘ Telecom
Order CRTC 83-445, 446, 3 August 1983; 83-718,

14 December 1983,

Public-
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CRTC. "TCTS~MCI Agreement." Telecom Order 83—3201, 31 March 1983; 83-583, 13
October, 1983, :

CRTC. "CNCP Application to Obtain Interconnection with Bell and B. C. Tel for
Public Voice Services." 25 October 1983,

.CRTC. "Agenda of Major Telecom Issues." Telecom Public Notice 1983-73, 15

November 1983,

CRTC. "Enhanced Services Proceeding." Telecom Public Notiée, 1983-72, 15
November 1983,

CRTC. "Interexchange Competition and Related Matters." Public Notice, 1984-6,
11 January 1984,

CRTC. "Bell, B.C. Tel/iNet 2000 Interim Approval." Telecom Order 84-57,
84-63, 10 February 1984,

CRTC. "Telesat/Final Decision on 14/12GHz Rates." 'Telecom Decision 84-9, 20
February 1984,

CRTC. "Cellular Radio Serv1ce " Telecom Decision 84 10 22 March 1984; 84-29,
19 December 1984,

CRTC. "Structural Separation - Multiline and Data Terminal Equipment."
Telecom Public Notice 1984-66, 9 November 1984,

IITI, Federal Government Policy Review

Department of Communications. "Telecommunications Policy Review." Notice No.
DGTN-001-84, 9 January 1984. Canada Gazette Part I, 14 January 1984, p.
281,

Government of Canada. "Transborder Satellite Service, Exchange of Letters.”
November 1972;- August 1982,

IV. Provincial Regulatory Agencies

2
Alberta Public Utilities Board. "Deregulation Multiline Equipment." Decision
No. E83125, February 1983,

Manitoba Department of Communications., ”Dec1s1on Term1na1 Attachment of
Residential Extension Telephones." 5 March 1982,

New Brunswick, Board of Commissioners of Public Utilities. "Terminal
Attachment Decision." 1984,

Nova Scotia, Board of Commissioners of Public Utilities. "Terminal Attachment
) Dec1s1on " 28 November 1984,



Ontario Telephone Service Commission. "Terminal Attachment Decisio
Interim Order No. 4188, 18 November 1982. '

PEI Public Utilities Commission. "Terminal Attachmenf Decision.” 1

Saskatchewan Public Utilities Review Commission. "Terminal Attach
Policy." 1982,

V.  Independent Studies

D.A. Ford and Associates. "U.S. Experience with Competition in Lo

Telephone Service." Study for Ontario Ministry of Transpo
Communications. March 1984,

Peat Marwick and Partners et. al. "Impacts of Competition in Messa

n." 0TSC

May 1983.
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Telephone Services: A Study for the Department of Communications and

Provincial Governments." Toronto, 28 September 1984,
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