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• reqldre ... IIOC I )c I'I fIee
proriden .1••_Tl',I,1I II tIIat II .....
ill type, .-cMio. Ie ,. Ie die ATaT.,..... .
for tile pmtt of adac•• If.' cd tbr ........In hit"'. EadI
BOC .1IIt ass. Kn•• "", 1, UN. By~ 1,
1915, ...... I e•• .ee '- ... ell III at"'" tldnlofthe ROC',
........ Mall _ ad by aD of It. 1IaeI by Sept. 1, US'.40

• reqaire" IIOC Ie tile .Mlred 'm ' •.,...III' tile of-+c••
accea to aD cantin. s.a tarI8lI, called cMrwrt.
will. tlW type of_flee aM lie eott 'Ile4; .ell be
flied __ bull ad _ asy canter
to pay tbr It does .. TIdI ere dIarae.,-will replaee tile
eUlI" ., ...... pncTl', , ~ ... to dhIde
Intentate re'_I' betweea ATIif tile BOCa.41

• preIdIIIt IIOCI widell pmYId iceI Ister.'ch carrIIn his
.....' , I P••••IIe 1., _ t.' --= ,..'1••••' u II
DJ "'.'2 ,111 II 1 ., • IIOC, .., _ lie
lad.dId .. III Me•• diu dial carrIIr.

• t It I' ". "ru (., .. '5'
...... tile "4,1.11. or _, • ""111••27••va) lie .....d
rn. tile ........... ofad'Ss.. eIIII"~...c••~

• -.c. 111 tal II II ... canter S«II all 1 ..
tIIroaP her ofd'c'" dIIIU _tile satIosal cede II ........

40 .An exceptioll to dill timetable .......d to IIOCI who use tile less fleuble
electromechaDical"'~•• or are small eatwa I"wldl fewer dian 10,000 socess IiDes. 1bis
exceptioll is 0D1y .........ewer, If the~..prove tbat tile provisioa msuch &erYiceI
would only be feasible at ·ClOItIIO biIh • 110 oatweiIh the poteDtiaJ be... to users. ADy
such exception wiD 0Dly be panted for tile minimum diftrpnce of access and for the
minimum time necessary to achieve feasibility.

41 The FCC in DeJI'" 1982 adopted _ M.' policy wbicIl DOt 0D1y levies a
fee on interexcb'np carriers as dinscted ill tile but alto places an eDd-
user access cbarJe on buP"NS and resideDtia1 1Ublcriben. The impoRtion of eDd-uJer
access charges, particularly on residential CUItOIDers, callsed sipificant controversy. After
a number of recoDSideration and postpoDemeDtJ, the scheduled effective date for the
implementation of iDteradIarJp carrier aDd multi-line business end-user ICCeIS cbarps is
June 13, 1984; payment of residential aad siJtlle-line lJI'liness end-user cbarps was
scheduled to be implemented by June 1985.
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Within six DlOIIths after the divestiture, ead1 BOC was required to submit to the
Justice Department a detailed plan of procedures for complyina with these requirements.
AT&T, Western Electric, and Bell labs were required to provide the DOCs with research
and development, manufacturing, or other support services on a priority basis until Sept. 1,
1987, to enable the DOCs to fulfill the injunctive requirements.

c. OTHER PROVISIONS

The rem1inma provisions in the settlement concern compliance and enforcement.
Included among these were provisions which:

• require ATaT, aM BOCs, aad .- ,.11 1111 t8 of
die ten8I or tile .....1, tMIr 1\4 ee-pl1 , aad tile pew"" for
BOKOIIlpUIIIIfts

• .... the J....~ ...' • rfIIItI ad... to -lIlY ...... 01
BOCa to 8IIIII'e eompIIaaee wItII tile IIUJ....

• Itlpllbte tIIat tile U.s. DIItrid CoIIIt .... jIIrIIdIdIoa 0ftI', ..rorc-t of
COJDpIIa.e, aM .........t of YIoIadoII, of tile 1eU1....

Parties in the settlement agreed to follow procedures set forth in the 1974 T1IImey
Act (p.L 93-528) which requires the pubJishiDl of a competitive impact statement, a public
comment period, and a judicial determilVlfjoo tbat tile settlement is in the public interest.
In accordance with these procedures, the ...... Depm1ment published its competitive
impact statement on February 17, 1982.42 The public comment period, which was extended
to included both written and oral presentltioDs, teJminated at the end ofJune 1982. After
evaluation of the information provided cfurinI the public C!Q1D1IIeut period, Judge Greene
announced that he would refuse to approve the settlement unless a number ofmodifications
were incorporated.

42 Federal Register. February 17, 1912, v. 47, DO. 32. p. 7169-7184.
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III. MODInCATIONS INCORPOItATED INTO THE ATlcT JANUARY I, U82,
SETTLEMENT

In accordance with Tunney Act procedures, termination of the aatitrust suit was
dependent on the holding of public heariDgs and a public interest evaluation of the
settlement I s terms by U.S. District Court Judp Harold Greene. While Judie Greene
technically did not have the power to modify tile terms of the settlement, he was required
either to accept or reject it baed on its proYiIions, his power of rejectioa provided an
incentive for the parties to comply with his a'lll.ted moctificatiODS. After an eumiution
of the testimony presented cIurinI1engtby oral and written comment periods, JudJe Gleeue
stated in an Aupst 11, 1982, opinion that' be would cmly appIU¥e tile sett1eIIIent if the
parties were williDg to modify its contenll to iDcorporate Ielected COIICerIII.G AJtbouIb
Judge Greene approved of the proposed settlement I 5 basic framework - that is, the
divestiture of the loea! ...... colI:Jp8nies aod the emra.e of AT&T into unregulated
markets- be required ., iaeorporation of 10 mocIIfjc:ations before he would resolve public
interest deficiencies contained in the initial seuIement, larply euabled the divested local
operatiDg companies to provide CPS, produce wYeUow Paps,wand petition the court to
provide kmg distaDoe ..mce IIld manuf8Cb'le .......... if me, can IJI'O'8 that it wiD DOt
impede competition. The modifications alto praIIibitedAT~T from e.....in -electroDic
publishing- over its own t:rMPDission facilities for a mini1Dllm of seven years; required a
relatively equal disIrIbutioIl of. debt between ADT aDd the divested comp-ni_; required
or clarified specific bellmcnl requiremeats for tJae divested local operatUt, companies; and
granted the court jurisdicdon over the implementation and emorcement of the settlement.
More specificaUy, these modifications:

• Ioeal ' ••..,. to pnmde, bid BOt to ••..,..
tare, ea••••r pr I t.. eqatp.E I.

• 1ocaI ..__••F I I.die rIJId to , p••••, ...
dIItrtIMte die tlYlIew ....... .- Ied .. die _,Jnt' •
eo.......... _..., f8cIIIIIeI, ..........., pII'IOIIIIII to pro.... dill
~

• apreIIId to n die JIIII.- Idiou _ tile ....
opentbla _ P 7 s_ die oIl11ta ...
ICJ1IIIt.-t _,.1_ eo ...., ea pIOft to tile eowrt ...
-tlaen is pout...,- 1II1oea1 .....1y power couIcl be ued
to bDpede~ ID tile It wi.. to eater.

G See l1Di1ld sw- v. AntiAn T.......... ape! TCJcmpb Co., 552 F Supp. 131
(D.D.c. 1982), AmIDMd 103 S. Ct. 1240 (1913).

eo••
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• prOIdbited ATIlr tr- • ,u..e p .11.......... 0lNI' ita on
tra-"II for • ., ... ,....... ATIlT, lleweu_, Is
pendtted t8 lI.ellOlllc dII •..,~.ma4a."'.""'"wan*r
ill areas widell, .. orJ......,.a, ua, It was ......., ....... die ..... of
nch ....

• reqalred.., ..., wIIIdI Is .......... hi for
ATaT's z. <IoaI ) _ .... t8 ...". CUb oa dIeir
iDterae bID that sadI • IenIce Is .. eoaeded t8 tIIeIr esdI••• (Ieeal)
seniee aad .., be pro~dedby otIIe' c:oBtPl'p....

• required ay diu.'" loeaI opendJIa ee-paftJ t8 dIaqe tuttrs tbr esdI...
aecess widell nfted tile qaalIty of* ....nee prvrided. 11Iat Is, II acceIl tIIat Is
less tIwa Ia type aDd quIlty to tIIat t8 ATaT Is proyIded t8 otIIer
iDteraeh carrlen, tile pdeedIarJId for u ..llIIoald be proportioIIate-
ly diseouteeL

• traDIfened rro. ATaT t8 die dI...... Ioeal operatIq eowpMy ..,~
fadIItles or ..... auets WIdl were ,. aJItly ued by that 0'......
compuy. ('DIe comt, UpoD petldoa, Jay aaptIoD to tills nqalt._ )

• reqaired tIIat • tile tbae of diu11111...., Ioeal COMPII.... Ute debt of
~ 45 peraatG ... tIIat ... quIlty or tile debt be iepnl.fztatlft of
ATaT's debt. ('11le court, upo. petItIua, may put aaptIoD to this .......
mente)

· ........* ee-t tile po." to for * .......tatIoD, edDft__
of compOnce, ... paallb-ewt of of tile decree.

• proldblted die ......tado. of the ..........doa plaD for dheadtan utU
coart appnmd Is puled.

44 As defined in Part vm of Judp GreeDe's Aupst 11, 1982 opiDioa, "elec:ttoDic
pubUshi." means "tbe proYiIion of any iDformatiOD wbich AT&T or its atfiJj,tes bIs, or
has caused to be, oriIinated, autbored, compilecI, coUected, or edited, or ill wIJicb it bas a
direct or indirect ....., or proprietmy .llnIt, aDd wbich is ctigemjnated to an
unaftj1iated person tbrouP lIOIIle e1ectroDic JDe8DS."

45 Pacific TelepboDe.. T~1ep'apbCD.,0..die 22 local operatiDa companies facing
divestiture, was JiWlIl a debt ratio requiIeIDeDt • 50 perceat, due to its less favorable
economic condition. It IdI8u1d be DOted, boweftf, tile PacificTelephoue Company' 5 holding
company was divested with a debt/equity ratio of 46.5.



!!P_86 ~~~~-~__:_~~

....., 8acJrIroud ... AaaIItI-

Despite JudF Or••• •s rejection of the JUItice Depar1DIent· s request to limit the .
divested local opera" .lIfMies solely to die pI'O\'isioD of -residential aad siDale-1ine
business customer prem•• eqaipment.·a both,... aareed to the court's modificatioDS.
Once these moctific:atic8 were incorporated iJdo a newly filed settlement, Judie Greene's
approval quickly followed, and on August 24, 1982, Judge Greeue filed a Modification of
Final Judgement,47 and cfilmissed the antitrust suit. Following Judge Greene t S approval,
as required by the settlement, AT&T had lixlDOlltbl <until February 24, 1983) in which to
file a plan detailina the implementation of the settlement' s terms, and one year (until
February 24, 1984) in which to carty it out.

"'The Justice Det*.......s~... fa NIIpG8H to Judie Greene' s opiaioD of
August 11, 1982, see: Daily Report for Buaattt. (BNA), No. 161, Aupst 19, 1912. p. Bl.

471bis setdeJ:r.leat_ 7 rcomnMJllly tile -..,ified fiDaljudaemeDt.. or MFJ,
since it teetmicaJly ... _ ''LdoD at_ ' ctilc:uued 1956 COJIIeIlt decree.

See IlJritftI .? v. Aerier Ttl I'n .. T'JctRh C4, 552 F. Supp. 131
(DD.C. 1982), affj!D'Cd 103 s. Ct. 1240 (1983). .
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CHRONOLOGY OF EVENTS
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11/20/74 - The U.S. Department of JUItiee u.ituted an antitrust action apinat the
American Telephone and Te1ep'apb Company, Inc. (AT&T), the Western
BlectricOJc,-r, Inc., and Bell~ IDe., a1JeIi"l tIJat the compuies
bad violated Section 2 of the SIIer_ M by conspiring to monopolize three
major markets in the domestic teIeconummicatious industry.

01108ltrl - The U.s. Department ofJustice ud AT&T reached a negotiated settlement of
their peDdiJII aatitrust suit. Maj« term& required the divestiture of the
excb'np .,•• and service "..... of the 22 Bell Operating CompaDies
(BOCs) in return for the VlC8tjna of a 1956 c:onsent decree which had
prevented AT&T from entering into unrepllted markets.

011'25Itrl - Senate Commerce, Science and TraIportatioD Committee, Subcommittee on
Telecommunications, and the SeDate Judiciary Committee held hearings on the
ramifieatioas of the AT&TIJumoe Department settlement.

01/28/82 - HGUIe C....... on BIJer&y aud C8Dmerce, Subcommittee aD Telecommu­
nications, Consumer Protection aDd Finance, and Committee on the Judiciary,
Subcommittee on Monopolies aDd CenuDen:ial Law, completed two days of
joint heariDp on the ramificatioDs of the AT&TIJustice Department settle­
ment.

m/l0/82 - The Justice Department filed Us CHIII*dtive~ statement reprdiDa the
AT&T settlement with the United States District Court.

m/17/82 - The Justice Department's competitiYe impact statement appeared in the
Federal aOli'W. commencing a 6O-day public comment period.

00/19/82 - AT&T releued its ·p18nniDJ madeI· for diveltiture which pouped the local
operating companies into seven independent, regional holding COdlplnies.

03/2S/82 - House Com..... on BIJer&y aDd Oc-.erce, Subcommittee on Teleoomnm­
nications, ea..".ProtecdOllaDd Fmance pIIled, after further reviIioD, H.R.
SIS8, a measure which altered the pI'OpC:Md antitrust settlement by attemptiDg
to strelJltben the local operating compaDies.

os119/82 - AT&T IDIlOUIlceC:l the appoiDtment of the chief eucutive officers of the seven
tentative regional holding companies.



07/20/82 - House Committee on Energy and Commerce terminated the markup of H.R.
5158 before completion.

08/11/82 - Judge Harold Greene announced that he would approve in terms of the AT4lT
Justice Department proposed aDtitrust settlement only if the two parties aareed
to his list of proposed mocIificatiODS.

08/19/82 - Altbouab oppal.d to certaiD ...... of Judie Greene's modifications, AT&T
and the JUIdce Department aDDOI1JM*I that they would modify the Proposed
settlement to incorporate Judie Greene's c:banps.

08/24/82 - Ju. 0reeBe .".oved the~ settlement which incorporatecl his 10
mocHfiea__ .. dini'" tile audtruIt cae. AT&T is required to file its
reorpaizatIoB pJaD by February 24, 1983, and implement the plan within a year
(February 24, 1914).

10/25/82 - Various groups tiled appeals cbalIeqing the AT&T/Justice Department
antitrust Iettlement.

11/04/82 - AT&T filed ill U.S. District Court its plan of. proposed JeOJI'IPbic bouDdaries
to define future excbanae areas (local acceu aDd transport areas [LATAI»
desiparinJ me service areas of. the divested 22 local operadDa CO'npaaiea

12/16/82 - AT&T filed itsreorpnimtion plan with the court. A l1o-day public comment
period followed.

01/13/83 - The Federal CommunicatiODS CommiIsion (FCC) petitioned AT&T to submit
details of ill NOIJRJrization plan. A reply was requested by March 1.

f1l/'}2,/83 - The Supreme Court affirmed the D.C. District Court's acceptance of the
consent decree.

04/1iJ/83 - Juqe Greene approved, with miDor moctifieatioas, the 161 proposed local
access and traDSpOIt areas COJtttrined in tile proposed AT&T recqIIIization
plan.

05/10/83 - Ju. 0reeDe requested written brillllIId scbeduIed a pubtie.... for .JuDe
2, to CODSider UIU'eIOIved issues repn:IiDs AT&T's proposed reorpnintion
plan.

07/08/83 - Judge Greene issued his ruliD& on the AT&T reorganization plan, seetiDI six
major modifications before JIUtiDI appronl.
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07/15/83 - AT&T filed a partial response to Judie Greene I s modifications to the
reorpniqtion plan, requesting the removal or modification of the provision
guaranteeing AT&T's c:overap of operating company interexcbaDge access
costs remaining after Jan. 1, 1994.

08/03/83 - AT&T and the Justice DepertaIeDt announced that they would accept Judge
Greene' 5 sugested modifications to the reorganization plan after the
incorporation of an interexcb'DF COlt proviso.

08/05/83 - Judge Greene issued an order putting into effect the amended reorganization
plan.

10/19/83 - AT&T announced the incorporation of a SS.2 billion (later reYised to SS.5
billion) one-time, end-of-year c:barF ..inst 1983 earnings caused by a write­
down of AT&T IS post-diYestiture assets and other accounting changes.

11/16/83 - AT&T filed financial data with the Securities and £xc:bange Commission to
enable it to start the trading of the stoeb and the "new" AT&T and of the
seven regional holding companies.

11/21/83 - The stocks of the "newlt AT&T and the seven regional holc:tiDI compames
began trading on a "when issued" buis.

12/01/83 - The FCC approved the traDsfer of mous assets and radio licenses IID.ODI
AT&T and the Bell Operating Companies as required by the reorganjadon
plan.

12/12/83 -The Supreme Court upheld the AT&T reorpnimtion plan, reJDOYing any
further lepl obstades to the settlement.

01/01/84 - Pursuant to tile terms of the settlement and the reorpnization plan, AT&T
divested itself of its 22 wbolly-owned local operating companies.

C12/15/84 - The final day of trading of the pre-divestiture AT&Tstoek and the termination
of "when issued" trading of the stocks of the "new" AT&T and the seven
regional holdiDg companies.
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The Pre=DI'eIdhire Bell _II. Orpniation Structure
(Major Subsidiaries, .. or,ear D83)

ATAT

I I I
AT&T 22 Wholly AT&T

Longl.ines -<>wned IJJfora.tioD
Division Operating Systems, IDe.

O""p'lDies (b)
<a)

I I I I
Advanced -AT&T Western Bell

Mobile International Electric Laboratories
Phone Inc. Co., Inc. Inc.

Service, Inc.

(a) At die ... d dill iii... ATIlf .. lied • ......,........, ill .. ClIIIIJ' •••'" '-,,_11, ............ NMr ......
T...... ea.,...,aad Ow i Ii ......

(b)ToUllllplywidl.C'd~_"u I fillD ....mq i 1' _ ..._d......,·.....• .....~D,l..
ATATcbaDpd die _dill .. ,lllhulillfiA1JfraaA--.lJIII, IOATIlfWca lliaa s,..,1IIc.

•
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Tntlr D

The ....DI...... ATaT OJpejptjone1 Structure
(major subsidiaries as of J-ary 1, UI4)

AT&T

.... 1

AT&T
Long
Lines

Division

I
AT&T

CoJDIDIlnicadoDs

AT&T's
Intrastate

Inter-LATA
Subsidiaries

I
I

ATilT TecbDo1opcs,
IDe.

,.---..,
I
I Westem
I E1edric,
I Co., Inc.
I •;

AT&T
International

Inc.

ATilT
Information

Systems,
IDe.

•M~"""l, UI4,--....eo.. ....... 10 ........,......... 111 ..Ia,............
NdiItrib......... IIIe........~ATIlf,...........
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DIVEBITI'lJB 01' ATAT

b'lcW

Selected Stadstics on tile Pta .,........ Bell ___
(eador,.rUl3)

.... ($ billion)

Net I•••• ($ miDion)

AI.... ($ billion)

AaI•• U-

£apl.,•••
(end of third quarter 1983)

(.) 1IIdudeI.~S5.5 ,-,1._ i..-c

(b) Ita .....ted bJB.P. II.-. a Co., NewYCIIk.

$248.7 <a>
$149.5

87,000,00

972,000 (b)
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Selected "Pre-DII • .....- Statistics CIa tIae ........... IIolcIIq0.""
(estimated for ..of,... UM)

Holding Revenue Net Income AIIets· Access Employees
Company ($ billion) ($ million) ($ billion) Lines (as of 1/84)

(millions)

AaerItedl ~ $923.7 116.26 14.2 79,000

lIeU Adutic 8.32 9S2.2 16.26 14.6 80,000

BeIIs.tIa 9.10 1,200.0 20.81 14.1 99,100

NYNEX 9.83 937.6 17.39 13.1 98,200

hdftc 8.10 Br1.7 16.19 11.3 82,000
TeIeIJs

Soutllwestem 7.76 869.9 15.51 10.5 74,700
Bell

Us West 7.44 877.8 15.05 10.9 75,000

• Pro ror.. .... ofJ-. 30, 1_
Source: PorIu8e M. i j 50 LIlIJIIt UdIitiIa ....... 1tIO. J-. 3, 1991.
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Selected Statistics on tile ......! eslll e ATaT
(estimated for the .. ol,ear 1tI4)

..._ ($ biIIiaIl) $S6.S4

Net ..... ($ million) $2.11

AI.... ($ WDioa) 134.28-...,..,... 373,000
(as of 1/1/84)
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DMSTITlJItE 01' ATAT

Selected Statistics OD tile ......IX... ATaT
(estimated for the .. ~,.... 19M)

11M•• ($ ba1lioD)

NIt I•••• (I adIlioa)

All.. ($ biIIioa)...,..,...
(eDd of)'Ul' 1990)

S37.s

$2.73

143.8

1:13,700

Soaft:e: ...... r f
• ; I," ....... UdIitiII ....... 19!10. J-.3, 119l, P, 2'JI, 279.
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Ttl m

Selected "Pelt-Diu....." Stadsties OIl dIle ........ epentbIa 0.,....
(estimated for .. .,,... me)

Holding Revenue NctJncome AIIe..- Access Employees
Company ($ billion) ($ million) ($ biIHon) Lines (as of

(milIioDs) U/90)

AaIerltec:h $10.6 $1,253.8 $21.72 15.9 75,710

Be114i1utk 12.3 1,3l2.S 28.00 17.0 81,1iOO

1IeIlSMth 14.4 1,631.5 30.20 16.7 101,945

NYNEX 13.5 949.4 26.25 14.9 93,801

P8dIIc 9.7 1,030.0 21.58 14.2 65,829,.....
So8tIIwestem 9.1 1,101.4 22.20 11.4 66,690
Bell

US West 9.9 1,198.9 27.05 12.3 65,469

• u.s. Tell,.. MM f r. (by__.... 01 Dec. t->

Note:
• ATAT..... ()pIratIJIIe-p.....PN-Dl,ltdtweCoIabIDed AaeUo-r"

1914): $1• .5 BIIIIoa

• ATaT..... ,Op......C............DltwdtaaeCO............o-r...
UM): SIK.I:BIIIioIl

• ATAT ........" ..., .. 0,." I 0-,.... a....... Net ....,.
u-r _d U90): .,.94 BIIIIoa
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The PoIt·DI,eatltare Bell ()peratma c. fa.., Orpnjzptional Structure (a)
(as of J.....,. 1, UI4)

Seven
ReP-J Hokting

Coinp_.

I I
Bell 22 Seven

Communications Local 0peratiDg Cellular Services
Research, Inc.* ~. Sublictiaries

(a)ne.., • i " dIIIIt...,............. i ' aI hl 1iI•• ap lI.u., ". i "NIl
ItrlIdIIIL Far '.1" .. fIDI..t." ......aI' 'h.... r-ap 11 •......,_
aot iIIcIucIed.



* •
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On January 1, 1914, The American Telepboae aDd Te1ep'aph Company (AT4T)
divested itself of a major portion of its orpDiDdoDal structure and functioDs. UDder the
divestiture environment the Bell System WII leola-ired iDto the "DeW" AT&T aDd seven
independent regioDal boJdina companies - Americ8IllDformation Tecbno1oJies Corp., Bell­
Atlantic Corp., Bell-South Corp., NYNEX Corp., Pacific Telesis Group, Southwestern Bell
Corp., and US West, Inc. .
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The seven Rep.alBeD 0peratiDa eoa,.xn'. (ItBOCI) haft been accively leeldna
permission to enter IIWI1Ifacturin& long dilMaoe, ad iDformation services other than their
core telephone 'business. 1bey are also interested in eDteriD& the cable te1e'Vision bnsiness.
In the 1989-90 election .. the phoDe compDFi. aDd their IUbUdiaries pvc about S3
million to Congrellional cndidates. It .. 11Io been reported they have amassed a S21
million war chest for lobbyiDa WaslJiDIton.•

At issue is the 0fiIinal intent of the IU1JCIIIraI aad iDjunctive requirements UDder the
divestiture qreemeDt witll AT.tT and the ..o,.an. Onp'uu" which was clesip-d

~........:" ",:,:,_. in.&.- ,_1_ •• 1.....to ensureanon-ume:n'~ compeUlil9S..., ...1 U5 ts..comngl"'C8.UODS DI8lA5ts.
The prospect of the RIICJCI ...t'acauiaW.. '8.at for their own networks mila the
pouibility ofabuse eX .., pcM'OI', 1IIda _odeted with the fonDer BeD s,stem.
Much of the litiption AT~Tia tIIe)lllt d oa iu,duJinp with its mamftctv-
iDa affiJiate, WeaterD EIecIric.. AI a J1IU'ider mboth local ad 1oD& cIIIuce
service and as a m"UJhct.urer of teJecomn equipment, AT&T had both the
iDcentive and the abiIky to .... in aatiMtuJ'ddw behavior. The c:ru of the current
debate is whether the RIICJCI baYe ia aDd apbiHtieI today. It Ibould be
noted that OlE Corp. illC'QIDy in lilt ICXJPe tba !DOlt of die RJJOCa ad
offers local excbanp semce, but is free to in interadaanp services, iDformation
services, and~ For re8lODl 1mb8n, there haw been nO andcompetitiYe or
discriminatory CODdIICt dIqes alleged apjmt G1E, though it has the same pJs aDd
incentives as the RBOCs.•

Few, if any, would deDy that the~tb:Is iDdustry is more competitive
today than before the divestiture of AT&T aDd the Bell Operatin& Companies.

• National Journal, DrnJ. the Ij- 10/»/91 PIL 2588-2592-

49 GlE Corp. is DOW the Nation' s 1arpIt local -="'.. telephone company aDd
second-largest cellular .mer, resultiDa from its 1990 acquisition of Contel Corporation.

GTE Cfmptjpp 0iD'"l'
1990 an. Revenues $18.3
Net income 1.54
Assets 33.76
EmpJoyoea (154,000)

Source: Fortune Mapzine, June 3, 1991

I
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LOCAL TELEPHONE SERVICE

It is also common Imowleclge in the induIUy that the 22 Bell OperatiDg Companies
continue to monopolize approximately 80 percent of tile Nation I s local telephone service.5O

The remaining 20 percent is provided by a tbousaDd iDdependent telephone compaDies, who
serve primarily rural areas.

Eight years after cIiwlstiture, smaD to meAlDI ..bu.... and U.S. resicIeDts do
not have a choice of different local te1epbDDe .moe providers. In a recent ADdenen
Consulting Survey of 200 middle-market bmiDeII cuseomen, 45 percent of users surwr,ed
said they would switch their local exchange carrier if an alternative was available.51

In a few major metropolitan JDaJ'keta, iDdt" New York 'aDd Okaao, .....te
local carriers are usiDI JUab speed, fiber-opdc: ....... to ... Iarp bMine.. direct
access to long distaDee CIl'riers. These OMIJ'-" iIlldditloD to~ ctirecdy on
price, also market tbeir services as aItemate •.- for disMter recovery, or ....m­
prevention purposes. A recent FCC dedIioa, fordD& local __• c:aniers to dow
alternate carriers to ccmnect to their networb, bas brouPt competition dOle!' to reality.

TIle RB()Ca a1so .. competitioD in tile r.re from the pnMden of peIIODa1
COIDIDUDications semces, arwireless teleplDly......able.......Ies are IJIIOftI the early
ezperimenters in this field, IDd couldeveatulDy pole a cba1lenp to CODVentiODal, wired
telephone services.

While competition has surfaced in a few le...-.. of the teIeomnnIDk'adons
industty, by and large, the "Baby Bells" still CODb'OllCCeSS to the public network.

LONG DISTANCE

The long distaDc:e marketbas delDODltrated tile iripett iDcrease in competition siDce
divestiture, with long distIDce rates dedi" by 45 percent.51 AccordiDa to the Federal
CommnnicatiODS·Commi-ion, for the period siDce dheltiture, iDdustIy traffic volume JffJ'I
at an 8.DII1Jal rate of 13 percent. AT&T's tramc pew at a slower rate tbUl the iDdustry
averap, while other c:aniers I traffic srew Deady 30 percent IDDlJllly. In the liIarUt for
interstate switched~ the result of an AT&T powth rate slower than the iDdustry

50 National Journal, Drnj,. tbc UII& 10/1iJ/91 pp. 2S88-2S92.

51 Communications News, 45% of Uwa kY,.,dlAc. Djffmm I..gca1 Elm..
Canjcr aEC). September 1991, pg. 48-

52 The Washington Post, OuDpenjel Step Ut BettJc for Jaw Djgapm Market.
12/18/91,~. Ill, 114.
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averaae bas been that AT&T's market abare feB from more tbaD 80 percent in 1984 to less
than 63 percent in 1991. Doe to price cuts, boII.-, AT&T's total toll revenues have
declined slightly since 1985 becIuse the YQII.me pvwth did DOt offIet the impact from rates.
AT&T's market &bare for allloDa distuc:e reve..., iDdudiDl the LEes, is DOW 1eII than
50 percent. ExcludiDs the LEes, AT&T's share is about 65 percent, while MCI held a 14
percent share and U.s. Sprint 9.7 percent.

The product marIIet for long cIiataDce ..... has N¥eI'81 key sepeuts, by far the
largest of which is Mess•• TeJephoDC Service (M1S). UIed by most people to maD direct­
diallODl distance caIJs. 1be MTS market is..S27 biDiGa, aad the 111DJJ.II arowth rate
is about 3.5 percent. Other important market ..... are 800/900 WATS (iDboand),
outbound WATS, a.... aDd diaital plivate l•••d circuits. ud special services -such as
ISDN, Virtual Private Networks (VPN), Saftw8re DdDld Networks (SON), switcbecI 56
ICbps data service, aDd others. In the operator Iervices ...".ent, about 300 firms proride
directory assistance services. However, only SO are aetuallq distance carriers; the rest
operate as resellers without purchasing network 1CICeI&.

The next largest revenue eatelOry fora.....nee services, after MTS, is the martet
for 800 and 900 JlUIDbers, which totaled about S60S biDion in 1991.53

TELECOMMUNICA'I10NS EQUIPMENT MAIIJDET

The telecommu.....equipmeDt ofteJecommllnbdoDl pnJCIDcts,
or equipment used in both public and private DItWOrb to proYide te1ecoRUmlDicltiolll
services, and c:ustomer premise equipmeat (CPB). T.""AJDicatioDs products ..-aJly
include central otBce switches, the swit which route calls tIIrou.....t the
networks, tn-miMi. equjpment, and tile eop,_ ad optical fibers wbicIl cx.-eet
the nodes of the network. CPE~ fIga ••II,bcDI, eling madrines, ad fu
madrines, on the low .., to private &WiteN....1ipDeat ceDterI, kDown • PBXa, and
sophisticated bridling ad routiDg equipmeBI" to eoaaect private data..... The
overall size of the U.S. equipment market bas been estimated at 133 billion; the worldwide
market is approximately S120 biIIioD. .

In the UnitedSta_some market lip? E .,such.aetwort tRDwieioD~
and low-end erE, are dll.racterized by widfI,nad cullJ'MidoD, with buDdreds 01......
supplying awide variety ofDicbe products. OIlIer ••.,...., however, teJJd toward oJippoly,
with two or three firms dominatina the market. For enmp1e, AT&T aDd NcriIem
Telecom, a Canadian-bMed firm, supply 81 percent of the central office switch market,
garnering market shares of 42 percent, aDd 39 percent, respectively. Similarly, AT.T and
Coming control appmamately 75 percent of the market for optieal fibers. Despite its
strength in some seamems of the market, AT~Tts dominance has been reduced. The

53 Federal Connmmic:auODS Commission
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RBOCs, which repreaeat 10 percent of the market for telecoIJIl'JunricatiODI product&, DOW
buy about half of their equipment from AT&T's manufacturing arm, Western Electric
(since renamed AT&T Tedmologies). Before chestiture, Western Electric supplied, by
some estimates, up to 9S percent of the equipment used in the Bell System.54

In 1990, the United States ran an overall trade deficit of approrim1tely S800 million
in the telec:ommJlnieatiOlll sector, with .·S710 million surplus in hiIb-end network switebiDg
equipment counteractial a 12.3 billion deficit in CPE. It sbouId be noted that the surplus
in switchina equipmeat iDdades exports ofNortbern Telecom IWitdles maD1Ifactured in the
United States. 20 perc::e:at~ the U.S. telecMlDDnriatioas equipment market is JUPPIied by
foreign firms. Prior to cliveldture, the U.S. had .·trade surplus with Japan ill telecmwmuni•
cations equipment; today there is • a,niflQut deficit. A sipificaDt recent tread in the
internatioual maruapqee is that the develapmeDt costs for hiP-eDd equipment hue rilen
dramatically. Developmem costs for the Dell pDeradon of uetwork switches have been
estimated by various sources to be sreater tb1m $1 biDion. In order to recoup such a IarJe
investment, some have flItjmated that • switch ftIIdor would Deed to capture at least 15
percent of the worldwide JDarket, which would leave room for only sixviable mamJfaeturers.
Ten firms currently m..&cture central office switchiD& equipment.

In consideriDs the market for network equipment, it is necessary to recopie that
the technology of the Detwork is c:ba" npidIy. WbiJe the componeDtI of a teIepboDe
network - central office switches, tnmsmiIIion equipmeat, copper and fiber cables - are
well-known today, c:harp. in network arcbiteeture are creari"l markets for new equipment.

These new ...... ,.e cballeJIIII to trIIditQdy successful vendors and open up
opportunities for DeW'" 11le first de¥eIopnwat to COIIIider is the adveat of • sipaDina
network that is .,... freD the staDdard wiae aetwort. In the p8It, siINU• aDd voice
transmission funcdoIII were iDtepated iato a IiDIIe oetwort. In the traditioDa1,~
network, the -braiDs,. or tile iateJtipoce, 1ftft located in central office switches, which
controlled the routiDI of telepbone caDs throuP the network..

A new sipaJiaI Detwork, known u SS7 (implicated in the recent pboDe O"SIP at
Bell Atlantic and Pac:iflc Bell), takes over maD)' of thole CODtrol functions. SS7 Detworb
require special hardware aad software and ODe of the most suceessful vendors in the SS1
equipment market Is DiIIMISwiteh Corp., aJelaM)y small Tau-based compaaywbich hu
not been a force in the cemral office switch market. The advent of SS1 foreIbIdows •
major shift in the natuJe or the telephone network towards software-based services and
functions.

54 U.s. ~brary ofO8IJIr.M, Science aud Policy ReIearcb Division, S'v!1)d the...Be)).
Be Allowed to Mw+c;sym', by David B. Hack aud Stephen Downs, 12/23/91.
U.S. Department of Commerce, International Trade Administration.
Ma BeD and Seven. Fortune Magazine, November 4, 1991 p. 15-19.
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In the years to come, more and more of the iDteJlipace, heDce the added value, in
the network will likely mip'ate away from traditioaa1 switebes toward adjunct computers.
1bese computers will sene as platforms upaa wIIic:b Dew ICI'¥ioes will be offered. As is the
ttend in the computer ilMh.wtry, the pIatfor& are IiUIy to use open architeceure, enabling
innumerable vendors to develop software applicatioas for new services.

MANUFACTtJIUNG

The RBOCs continue to lobby for pet ...iHiOU to manufacture in order to compete
in the global market. Serious concerns have been railed by the small business community
tbat aIlowiDI the RBOCs to enter the .......... bll)....would reduce competition in
the industry heaI_ tile RBOCs, by developiJrl CIIItan products for their Detworb, would
force many smaller compuies out of blJsinaa. Topther, the seven RBOCs purcbue more
than 70 percent of all telecommunications network equipment.

It has been asserted that, if allowed, the RBOCs would acquire proven m.nut.ctur­
ers, joint develop, and pouibly fund smaller compeoies I development efforts in order to
design service-specific products for their own networks.

Much of the RBOC manufacturiDa iIIue focuIes OIl its importance for U.s. employ­
ment. They argue that by allowing them to develop, desip, aDd 1D8DUfacture equipment
only in the U.S., many U.S. jobs could be created. At the SlIDe time, it can IIardIy be
overlooked that each of the RBOCs I future growth plaDI call for dowDsiziDa their cmrent
employment forces. These new jobs the RBOCs JDiabt create would only be offset the jobs
lost by firms who now manufacture, but whose market sbare would be diminished by RBOC
competition.

Since divestiture, the number of equjpmeat ftDdors has rileD, and AT&T I 5 role •
a domjnant supplier of CPS and network equipment has ctinrinisbed CODIiderabIy. There
have been many advaDc:es in the CPE JII8I'bt IUCb • diaper, feature-rich te1epboDeI aDd
sophisticated voice mea. systems, however, aside from equal access to 1011I distance
carriers, no major new network services have been made widely available.5'

55 U.s. IJbratymCe.eJl, sae............earda DfviIioD, S'MIdd till"....
Be AUgwed to MamdiM;turc? by David B. Hack and Stephen DowDs, 12/23/91.
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INFORMATION SEItVICI:S

The Regional Bell OperatiDs CoIDJ".... alto aprelled an iaterest in ofreriDI
cable television. The~ CODIeDt decree~ services NStrictica also apply to
video services inchu:JiD& c:Dle televisioa, Ed, wbiIe DOt prwentiDI partic:ipati.- in the
transmission or billina of cable television services, continue to proln"bit RBOC involvement
in cable programming In Iddition to iDf()l'lNltjm services restrictions contained in the 1982
consent decree, existiDg Federal Communic:atiODI Commission (FCC) d'OSIOMIOrIbip rules
as well as present Federal law (p.L 98-549) limit telephone company entrance into this
market

The RBOCs~ to press for Nmoval eX all iDformation services restrictions.
They would like to be able to parti~ in COIlteDt as wen as transmjMion so they may
generate their own information services.56

56 On October 7, 1991, the Federal Appe_ cc.rt paated the RBOCs permjMjon to
begin immediately pnMdiDa information.... Tbe ruIiDI overtums part of a lower
court decision on July 25, 1991, in which Judie Harold H. GreeDe lifted al~ ban
that proln"bited the RBOCs from 0WDiD& iDforwticm services, but also delayed~ the
ban until opponents appealed. It would Ipp" flam this ruIJD& tbat final decision on the
exact nature of the role of the RBOCs in i1JfoIBmioD services will be detmniDed by
Congress.


