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a national scale as has been the general practice in other countriesw——provided that no qualified
applicants, LECs, cellular providers, interexchange carriers or others be categorically excluded from
the opportunity to obtain one. There are several considerations arguing in favor of such a decision:

31. The number of competitors in_each locality. While the essence of communications

service is that it enables placers of calls or transmitters of information to reach recipients over the
broadest possible geographic area, the locus of competition is the locality of the subscriber or group
of subscribers for whose patronage the several licensees will be expected to compete. If the
Commiission decides to divide the spectrum allotment five ways, there will be five competitors for
each of those local subscribers, whether the permissible geographic scope of each of those
competitors is local or national. This is not to say that the ways in which they compete may not
differ depending upon the geographic scope of their operations; it is only to say that if, as I believe
to be the case, the initial and central criterion of competition is the number of competitors, that
criterion will be equally satisfied by local, regional, or national licenses.

32.  There are several positive considerations arguing for making several of the licenses
national in scope, all of which refer to economies of scale or scope.

33. Efficiency in the use of the spectrum. Considerations of sheer physical efficiency argue

for maximizing the geographic scope of the rights to use any portion of the spectrum. As Charles
Jackson demonstrates in the attached technical affidavit, this is because the larger the number of
geographically separate licenses, the larger the extent of the restricted boundary zones of potential

interference, where one firm’s usage must be coordinated with that of others.

10 Almost all the countries we have surveyed have issued nationwide licenses, many of them
explicitly for the same kind of reasons as we proceed to offer here. On the latter point, see, for
example, the Report of AUSTEL, the Australian Telecommunications Regulator, on the Third
Mobile License, pp. 15, 19, and its summary of practice abroad:

With the exception of the United States, most countries do not place geographic
restrictions on their mobile operations.... Ibid., p. 17
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34, The choice of technical standards. One powerful advantage of licensing national
providers is that it would ensure the earliest possible adoption of a set of technical standards and its
prompt application nationwide. Until that happens, it is difficult to envision the rapid development
of an independent equipment industry exploiting what appear to be very large potential economies
of scale. In view of the highly competitive character of the equipment industry, world-wide, it
seems to me the advantages of an early start to our country in the exploitation of what might well
prove to be an exploding global market would be very great. Conversely, the issuance of licenses
in 49 or 488 regions could well lose us the opportunity for a first shot at that market.

35. Nationwide licensees would have the resources, powerful incentives to settle upon a set
of standards, and the ability to implement them promptly. They would also constitute markets each
large enough to induce independent equipment manufacturers to set to work designing and supplying
the requisite equipment. There could, of course, be no assurance national licensees would not make
mistakes in their choice of technologies and standards, but they would have every incentive to choose
wisely: they would bear the costs if their choices turned out badly because competitors had made
a better choice of technologies and service offerings; they would in that event quite properly have
the responsibility of calculating the respective costs of remaining with their original choices or
abandoning them and moving to the new technology; and all those decisions would be made and
modified outside of the political process.

36. Consider, in contrast, the two alternative possibilities. One would be that the
Commission would itself undertake to set the standards, as it did in the case of cellular licenses. At
that time, there was essentially only one standard available--the one developed principally by AT&T;
so that the Commission’s decision was relatively simple and non-controversial. In the case of PCS,
in contrast, the standards that the Commission proposes in its NPRM are confined to limiting
interference with existing microwave systems and spillovers from one PCS license region into
another. And for good reason: the number of candidate standards for selection is very large, with
the possible systems varying widely, according to the attached appendix by Charles Jackson, in a

large number of respects. As Jackson points out, any attempt by the FCC to choose among them
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would be extraordinarily difficult, inevitably involve many years and so correspondingly delay the
deployment of PCS.

37.  The other course would be for the FCC to refrain from setting the standards but issue
licenses each limited to one of 49 or 488 regions, leaving it to them severally and the market process
to settle upon standards. It takes little imagination to visualize how messy and protracted the process
would be. No one of the operators would initially represent a market large enough to justify entry
on any efficient scale into the manufacture of the necessary equipment; and it would be a long and
extraordinarily difficult process for a sufficient number of licensees to get together and settle upon
some uniform set of specifications, involving the many dimensions and tradeoffs I have already
suggested, in an environment of great uncertainty about both existing and future markets and
technologies.

38. Finally, the issuance by the Commission of a license or licenses also for each locality
or region would give it the opportunity to achieve the benefits both of nationwide standardization
and preservation of a large number of centers of initiative and innovation. Even if it reserved only
one license in each region or locality for a separate operator and made all the others national, it
would still have at least 49 separate regional licenses in additional to the national ones.

39, International Coordination. The advantages of a nationwide scope of operations that
I have already described clearly extend internationally as well. Worldwide compatibility and roaming
are clearly likely to be increasingly important. Nationwide carriers would be far better able to reach
the requisite agreements with foreign carriers than would a more fragmented industry composed of
many small regional licensees.

40. Universality of Services, Interconnection Externalities and Marketing Considerations.
Since the value of any communications system to its subscribers depends on how many others are on
the same system, manifestly a nationwide licensee could offer the most valuable service, by this
critical measure. This will not be a significant advantage of broad geographic coverage for the most
fundamental of PCS services, voice telephony, because the PCS networks will be connected to the

switched telephone networks. It is possible to imagine new services, however--perhaps innovative
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forms of electronic mail and messaging--where the value of the service does depend upon the
number of subscribers. Such services would probably grow faster and more evenly if offered and
promoted by a nationwide carrier. This same value of interconnectibility can of course be achieved
by agreement, as in the interconnection agreements among separate local exchange companies: as
in the case of the uniform technical standards that would be required, however, the larger the
number of geographically separated licenses to be integrated in this fashion, the more difficult it
would be to achieve the requisite agreement.

41. National licensees would also have important advantages in developing new services,

in developing a market for them, and in speeding their delivery to consumers.

42. They could best incur the fixed costs of the innovation process because they would have

1

the broadest possible geographic market in which to recover them. They could also most

effectively market the new services, advertizing and promoting them and all variants subsequently

developed through the national media. They could best provide portability, compatibility and
roaming. And they would be able to bring to consumers the benefit of these advantages without
reducing the number of competitors vying for their patronage in each local market.

43, National licensees would offer advantages from the customers’ perspective as well. Any
customer with a national presence (e.g., a large business or the Federal government) should value
highly having a single point of contact for subscribing to PCS services. Such a customer would be
interested not only in uniformity and compatibility nationwide, but also in having a single entity

responsible for maintaining service and dealing with problems.

" Economists generally would by no means agree that the advantages in innovating increase
continuously with the size of the firm. On the contrary, while recognizing that size and scale of
operations do confer some advantages, it is often comparatively small firms that pioneer in the
innovation process; and the market structure likely to be most conducive to innovation is one
characterized by a variety of firm sizes, and openness to competitive entry. At the same time, it
seems undeniable that, other things being equal, the larger the market in which a firm may exploit
any innovation that it develops, the greater its incentive and ability to do so.
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44.  Certification procedures. While recognizing that a free after-market in licenses should

in principle achieve all the efficiency advantages of an auctioning system, I must admit I find it
repugnant (on non-economic grounds) to distribute these extremely valuable portions of the public
domain by lotteries--which would appear to be the only rapid way of doing so if there were
hundreds of them to be parcelled out.

45, From this perspective, therefore, another advantage of issuing two or more national
licenses would be that it would reduce the scope of that (to me) objectionable procedure and
permit-~-indeed, almost certainly, politically demand--that the residual, national licenses be awarded
through some form of comparative hearings. I am acutely aware of the objections to the use of
comparative hearings--that they are time-consuming, expensive, and often arbitrary in the selections
they produce. The delay that they entail in bringing valuable services to the market imposes a cost,
a burden on the public.”' These drawbacks will be substantially mitigated, however, by the fact
that we can expect relatively few applicants for the national licenses--assuming there is a
considerable application fee and that the Commission requires a showing of the financial resources
necessary to build a national system. The complexity can be reduced further if the FCC adopts
comparative criteria focused on financial and technical capabilities, and does not graft onto this
process all the baggage historically attached to comparative hearings for broadcast licensees--
undertakings of public service commitments, for example, and subsequent comparisons of the
promises by the successful applicants with their performance. The successful applicants for PCS
licenses will in any event have every incentive to make the best use of them without the need for any
such prior commitments, provided only they are subject to effective competition. Comparative
hearings represent at the least an attempt to make the awards to the applicants who will make the

best use of them in the public interest, rather than distributing them by blind chance to recipients

12 The Commission employed comparative hearings in the top 30 cellular markets. The rules then
in effect required these applicants to file their direct case with their application; they also set tight
time deadlines. See 89 FCC 2nd p 103. These streamlined procedures would seem to be good
models, to the extent the Commission employs comparative hearings in assigning PCS licenses.
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who can be counted on then to pocket the proceeds of their successful gambles by turning around
and selling them to more worthy applicants.

Balancing the advantages of national licenses with the benefits of competition and dispersion

46. The foregoing list of reasons for issuing national PCS licenses constitutes in my
judgement a formidable list also of the competitive superiorities of national over local operations.
It therefore raises the specter of the national licensees--and all the more so if there is only one--
quickly achieving market dominance precisely because they are more efficient.

47, The solution to this possible dilemma, it seems clear, is not to deny subscribers or the
development of the industry the benefits that a national licensee can bring, but to issue more than
one such license and to be receptive to local licensees of forming geographic alliances enabling them
to compete effectively, if indeed these advantages prove overwhelming.

48. For the same reasons, it would clearly be unacceptable if any potential service
providers--LECs, cellular providers, cable systems or inter-exchange carriers--were categorically
excluded from the opportunity to hold or participate in the holding of a national license. Any such
exclusion could on the one side, by handicapping the excluded service provider in competing with
the national licensee, inefficiently distort the competition between them and, on the other, deny the
public of the benefits of integration--that is to say, of the special contributions that one or another
of these telecommunications companies would almost certainly be in a position to make to exploit
the possibilities of PCS.

49, Is there any respect, however, in which an industry composed entirely of regional or
local licensees, each confined to its own locality, might be superior to the 51 or 490 that would be
created by two national and either 49 or 488 regional licenses, even though in both cases there would
be five competitors per market?

50. First, an industry constituted entirely of local or regional licensees would undeniably
have a larger absolute number of independent sources of initiative and innovation, but each likely,

on average, to be far less competent to innovate.
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51. Second, when the same competitors--the hypothesized two national licensees--meet one
another in market after market, they may exhibit some hesitation to compete vigorously with one
another--for licensee A to cut rates in market X, for example, in competition with licensee B, in
recognition of the possibility that B, in turn, may inflict the same treatment on it in market Z. Some
observers claim to have discovered some such tendency resulting from what they refer to as multi-
market presence in the airline industry;'3 and I have made a similar observation about the chemical
industries.*

52. 1 cannot deny this possible tendency, but suggest it is far outweighed by the advantages
of geographic integration that I have already cited, and would in any event be severely circumscribed
by the enormous difficulties of enforcing that kind of quasi-collusive behavior in a new industry,
with an extraordinarily rapidly developing technology and the likelihood of a burgeoning variety of
changing services, and in circumstances in which there would also be, in each market, regional or

local competitors, subject to no such reasons for restraint.

13 william N. Evans and Ionnis N. Kessides, "Living by the *Golden Rule” Multimarket Contact
in the U.S. Airline Industry," Ms., 1992; E. Han Kim and Vijay Sengal, "Mergers and Market Power:
Evidence from the Airline Industry, Ms., Nov. 12, 1991, pp. 27-28.

14 "The Chemical Industries," in Walter Adams, ed., The Structure of American Industry, New
York: Macmillan, 1948, pp. 208-209.
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