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It might be a good idea at the beginning of the year; I do not know
what you do but we have like, a week in service time when we are not
in the class-room. That you know it is the time wpen you can take to
learn and you do not have to worry about students or anything. That
would be a very good time.

I definitely think there has to be a review for next year.

new teachers come in and leaving the school in our district.

you are going to have to re-train them every year.

I have to tell you there will be a lot of gripping in high-school if
the system does not continue next year the parents are used to that
system. In fact, at one point, I suggested to..... that they make it
a 900 number and the charge when you call in. ~ would take care of
children who are still responsible for writing down their own homework
but it would also help those people whose children were absent or
might have missed something and it would ... Now, in terms of .... I
would guess, you could ask the parents, they would be willing to pay
for this kind of program; not a lot, I am not talking add it to their
phone bill or anything. I know, as a parent, I am going to be at loss
if I do not have that.

I am wondering if by having it another year we are going to have
people that are thinking, well, it was not so bad and so and so really
uses it and now, I think I am going to use it next year if I feel more
comfortable.

Like anything; I do not think you can get a true reading on something
on one year. I think the second year of continuation and like this,
the brain storming and discussing and the helping one an other and the
sharing of ideas of way of which it has been used would be a motivator
for those who may have not used it.

Just listening right here; I was making the comment. oh, I am going to
go home and go back and play with the number. Seriously, I think that
would be beneficial to all schools.

it is also beneficial from the parent's stand point because once the
parents have moved in and they have to go everywhere and they move
into this school area and the neighbor is talking about this great
connection we have between the school and the homes and the new parent
wants to you have the same connection. there is always a change and
you need to develop it with the two year program. they can feel
comfortable with the connection; they are a little hesitant to leave a
message some times. they are not sure if they are getting through or
they are going to get a response or not. so, it is a new beginning
for everyone and you cannot jUdge everything in just a year's time.
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1 I find an increase in usage as time goes by, from the teacher's stand
2 point. if it continues.
3
4 do you have any other suggestions from groups and teachers.
5
6 I have one. when a parent leaves a message, at the end it says, if
7 you are satisfied with your message press one, if you want to send it
8 press .... then a parent would hang up and say, oh my gush, I never
9 pressed one and they call back and leave the same message again. I do

10 not know that it is not necessary. they do not know that it is
11 necessary for me to mark a message private when I am sending it to a
12 parent or urgent, which we have the capability of doing, and some
13 times you cannot take your private I tried, I pressed buttons to
14 fast and I get messages sent to 30 homes saying, private. Well, when
15 I get a message that says private you think, well, this is the IRS or
16 something like that. You cannot take that off once you put that one
17 on. When you press number one after you record your message you
18 cannot ... I have not figured out a way to take it off. So, you
19 could make it easier. They do not have to press one, they do not have
20 to send with any kind of urgency; let them just send it.
21
22 Not only that; if it is urgent and they do want you to hear it, there
23 is still no way of us knowing it is urgent unless we have picked up
24 our phone to listen. if you could have a way of letting us know we
25 have messages out there. I do not know how you can do it.
26
27 There is not an option.
28
29 No, it does not help them other than once you get it you know they
30 want to talk to them.
31
32 It is just confusing and then you get the same message from the same
33 person twice because they forgot to press one.
34
35 What do you think of US WEST offering these services?
36
37 Impressive. I have US WEST voice messaging at home as a result of it
38 because I could not give up my answering machine. then I thought,
39 well, if we are going to have it at school. so, I have it at home
40 now.
41
42 So you got it as a result. So what do you think of the service?
43
44 I am very pleased.
45
46 Would you keep voice messaging or you like your answering machine.
47
48 I have to wait.
49
50 So you think highly of US WEST.
51
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1 Very.
2
3 Why.
4
5 It is a business. it is a nice thing the business sector inter-acting
6 with school. I know that is kind of the trend for businesses to do
7 that and I think it is very beneficial. it says a lot for the company
8 which is interested in schools and education f the future.
9

10 You know, one of the things also, it is bringing, like you said,
11 business into the environment of school. a lot of our parents now
12 have voice messaging in their office or have dealt with it in their
13 profession and you are always saying, well, put the number in there or
14 they will give you a voice messaging and I have two sons who both have
15 voice messaging. I think it just brings education into the business
16 sector and I think for a lot of parents this may have been something
17 that is more convenient for them and they feel more comfortable with
18 it because of that.
19
20 so it is efficient for them as well as convenient.
21
22 It is good for US WEST. it is good business because they are getting
23 people to sign up and they want to find out what is going on at school
24 and they are more inclined to want to have it. it is good business.
25 I think it is a partnership both ways.
26
27 I am sure that US WEST has not recover nearly what they have put into
28 this program. they gave it to us for free; not only that, they gave
29 us thank you for getting it on.
30
31 well, we have a lot of people sign up .. We did too; now we are only
32 down to about a third of our school; I do not know what we were
33 initially. That is good of that. I think really highly of them as an
34 organization to say, you know what, the dollar is not all mighty. We
35 are willing to put the dollar aside to see if we could get this to
36 work and yes, we will maybe eventually make some bocks and that will
37 be nice but we are not just out for the money. I know my husband's
38 office signed up for business voice messaging as a result of me having
39 this at school. When they said do you want distribution list he said
40 yes and he knew all that was going because he sat there and went
41 through that with me. I think that is going to be the dominal effect.
42 Eventually if there is some way you could tack it, you could find that
43 eventually US WEST would probably recover.
44
45 it is really admirable for them to be willing to do this to help. We
46 are not saying we are doing this to make money.
47
48
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VOICE MESSAGING (1)

~ VIDEO NEWS REPORT {!tIc!'Nllt i.V. t'Je-lAJ~
3 You wonder whether your child tells the truth when you ask him if
4 there is homework tonight and he says, no.
5
6 Frustrated you can't reach a teacher to answer a simple question?
7
8 US WEST hopes they have the answer.
9

10 A cutting edge voice mail system is now in three schools and blaming
11 the family dog for chewing up an assignment just became obsolete.
12
13 This is Nancy Gunty, seventh grade science class at Saint Thomas the
14 Apostle Catholic school. She hopes her students are paying
15 attention: but just in case, (telephone sound) .
16
17 Hi, this is Mrs. Gunty from Saint Thomas, and this is the assignment
18 for seventh grade science for the week of January 23rd.
19
20 (Parent listening). Today in science we studied stars, the different
21 . characteristics of stars and how-they are formed. Fer !1cne:v.'.crk
22 tonight, the student need to do exhibition M19.
23
24 Before Cory Bellan even gets home from school, her mother hears her
25 teacher's voice message: "Thanks Mrs. Gunty: we will talk to you soon
26 about Cory's progress in science ll •

27
28 Tell me what you like about this voice mailing system. What I like
29 about it is that it fosters so much communication between parent and
30 teacher and the school. A lot of times I will dial in with a simple
31 question that needs to be answer but that I would not dream of
32 disturbing a teacher at night, after, her kids are in bed and she
33 needS quiet time. I can do it at my convenience and then she message
34 me back, which is great because she does not interrupt what I am
35 doing. So, you can always plan a conference for something that is
36 very important: but just for the everyday, it is great!
37
38 So, some day we are all going to be connected to each other through
39 Voice Mail.
40
41 That is our hope: that is our hope and more customers would be using
42 Voice Mail. it is really the way of the future and how we are going
43 to communicate.
44
45 And we heard our own future through Saint Thomas' principal's Voice
46 mail message: There will be a special presentation on the channel ten
47 news, this evening at 10:00 O'clock. The presentation will be done by
48 June Thomsen, one of the news casters for Channel ten who visited our
49 school today.
50
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1 there will be a test tomorrow. Who know! We may some day be voice
2 messaging you about the news of the day.
3
4 The parent teacher exchange program, as it is called, is in three
5 schools as part of a pilot program by US WEST. If it is successful it
6 may, one day, be standard in all school.
7
8 Dave and I were talking, just a moment ago, about your story, before
9 it aired, and we just said that both of us would be in severe trouble

10 if they have had this at school.
11
12 I believe it, I believe it. Force them to tell the truth; that is how
13 you go about it.
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Virtual Parent Teacher Conferences
New Voice Messaging Connects Parents with Schools Round the Clock

Phoenix, Arizona· Pen in hand, second grade teacher Connie Bellmore of

Madison Simis School is writing a script at her school desk. Her students have left for

home, and, soon, so does she. In the comfort of her own home, the classroom veteran

finishes writing. She then picks up her phone, dials a seven·digit number, inputs her

access code and. reading from the script, says, "Hello. This is what's going on in Mrs.
Bellmore's class during the week of November 14-18.....

In 67 seconds, Bellmore thanks parents who attended last week's

parent conferences and says she looks forward to meeting more parents this

week. She explains the week's lesson plans, reminds parents of earty class

dismissal Wednesday, and discusses the theme of a story her class will read.

"T-shirt orders are due this week, .. she adds in closing. "They make a great

holiday gift...Bye, now."

When she hangs up. her message is automatically sent, via U S WEST

Voice Messaging, to all her students' parents who have voice mail. Parents not

on the system can a~ss the message by calling the school's voice messaging

system and dialing Bellmore's seven-digit code.

Bellmore can use the voice messaging system from any phone. And she

is not the only teacher using it.

All teachers and administrators at Madison Simis, Copper Canyon, and

St. Thomas the Apostle Catholic elementary schools use the system, dubbed

"The Parent /Teacher Exchange."

The Phoenix schools are the first in U S WEST territory to try the new

prOduct, which, unlike "Homework Hotline" systems, allows two-way

communication between parents and teachers.

- more-
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2·2·2 U S WEST Teacher Voice Mail

"I love it," Bellmore later said of the Parent rreacher Exchange. Parents,

she said, "like it because irs more personal than a piece of paper, It adjusts to

their schedule. Parents can caJl at 10 p.m. if they want. They say they're

comfortable talking on .the system. It's more personal. Eventually, I hope to get

away from all the paper communications we use."

After hearing the teacher's message, listeners can push "1" to replay the

message, push "2" to leave a message. or they can push "3" to access the main

menu of nine options. including enrollment information. calendar of events.
cafeteria menus, and reporting absences to school.

"I'd been trying to get on a system like this before I came to this school, ..

said Rick Stephen, principal of St. Thomas.

"It helps us communicate better with parents. " he explained. "One thing

you often hear parents say is 'You're not informing me.' Some of our teachers

deal with up to , 80 students a day. With that many students it's an

overwhelming task to try to keep up with each parent. Voice Messaging allows

teachers to put the information on the phone. Parents can just pick up the

phone now to find out what's happening."

He's not just referring to class events, he said. but extracurricular

activities, too. Stephen told of a recent carnival at St. Thomas School. The

weather experts predicted rain on the day of the events.

"We got on the phone and said we're still having the carnival," he

recalled. "T.he rain stopped just before the carnival began. While I was there,

parents came up and said. 'Hey. I got your message.'''

The schools began using the Parent Teacher Exchange at the start of the

1994 fall semester. What's the cost of such a system? U S WEST has not yet

determined a price to charge schools using parent-teacher voice messaging.

It's in the testing and marketing phase until the end of the school year.

"We're trying to gauge usage, then we'll cost it out based on that

information," said John Peketz, US WEST prodUct manager. ·We're going to

try to keep the cost as low as possible"
U 5 WEST Voice Messaging for parents is priced at $6.95 per month.

Parents who try the product get their first month's use free. US WEST also

waives the installation charge.
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Voice messaging rings bell for schools
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By PETER LOGE
TIlt a.aln... Jo.......

US West Conununications may have found a
new way to sell its voice messaging service and
at the same time help parents and Ieachers stay
intoueh.
. A service being tested by US West at
Madison Simis, Copper Canyon and St.
Thomas the Apostle elementary schools pr0
vides a voice messaging system for the schools
and the teachers, and can broadcast messages
to parents who also have voice mUL

US West offlCials hope that parents who have
children at schools with the voice man system
will subscribe to the service themselves, says
Tmy Seese-Biede, a spokesman f<X' US Wesl

So far the test is going very wen, says John
Peketz, product manager for voice messaging.
''We've had an incredible response from par
ents." .

The service works like this: Teachers and

administrators at the school get a voice mail
box; those who want to use the service leave
classroom announcements, cafeteria menus,
athletic schedules and so fOl1h on the system.
The system then automatical1y ~ls the voice
mail boxes ofparents with US West voice mes
saging who have subscribed to the service.

The teacher's message is left in those parents
mailboxes, without the phone ever ringing.
Parents without voice mail can call into the
school's system and bear the same amoonce
mcnts. After hearing the announcements, par
ents can then leave messages for their chil
dren's teacher.

"I love it," says Mitzi Tadin, a parent at St,
Thomas the Apostle. Tadin, who says she got

. voice messaging because of the new service,
says she uses it to leave messages for fellow
Brownie troop parents. "It's tough to count on
frrst graders to take a note tlJ parents; this
makes it possible to, in one step, leave a mes-

sage for all the Brownie parents," she says.
Seese-Biede, who has a son at Coppe~

Canyon Elementary School, says he is a fre
quent user of the service. He says that two or
three times a week, the principal at Copper
Canyon will leave a message 00 parents' voice
mail about upcoming school events. This cuts
down on the amount of paper that his son is
asked to bring home, and makes it easier for
Scese-Biede to keep track ofschool activities.

Scese-Biede says he hopes to be able to usc a
similar service for Little League.

Peketz says that such applications are on the
horizon. "We are trying to use the school sys
terns to show the power of this and and provide
a needed service to the schools," Peketz says.

US West has plans to offer the capability to
anyooe who is interested - from block watch
es to Boy Scouts - by the end of this year,
says Peketz.

US West has not detennined the cost of the

"

system and is providing it free to the test
schools. Parents who sign up for the service get
the fmt month free, and participating schools
with at least 50 pen:ent of student homes regis
tering receive gifts of between $2,000 and
$3,000 from US West, says Seese-Biede. All of
the participating schools have met that goal.

The company expects to start charging for the
service within the year and expects it to be a
revenue generator, says ~-Biede. The com
pany still is doing cost studies and will not fix
rates Wltil the studies are complete, he says. US
West may charge schools a small fee for the
service to supplement what US West charges
parents, he says.

This spring, US West is expanding its !CSt to a
second school in the Madison district, says
Peketz. If the test is successful in the Phoenix
market, US West will make it available in to
any school district that shows interest, says
Seese-Biede.
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Phoenix schools
use Voice

Messaging to
get the word out

U
S WEST is teaming up with three
Phoenix schools this fall to te.st a
new concept in school/home
communications.

Parent Teacher Exchange, or PTX, will
allow teachers and administrators to
distribute information such as school
activities, lunch menus, homework assign
ments and study topics directly to parents
using U S WEST Voice Messaging"'.

Parents who have U S WEST Voice
Messaging will be put on distribution lists so
that all school information will be delivered
automatically to their voice mailbox. They
also can receive and reply to messages
regarding homework assignments and
specific information on their children's
accomplishments and performance.

The PTX trial is a real-world application
that will provide data on new ways to use
Voice Messaging. It's a natural. since
schools need to communicate a high
volume of information and parent involve
ment in education is so important to so
many of our customers, says John Peketz,

Voice Messaging
product manager.
"The trial gives us
an opportunity to
really explore the
power of sending
and receiving
messages in a
mass-market
environment. "
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Services hit home
U

SWEST's residential customers can choose
from several new products and services
this year that range from Voice Messaging
Start-Up Kits to a "personal receptionist."

In a telecommunications industry
first, Voice Messaging Start-Up Kits
CCln be purchased in Target stores in

Phoenix and Omaha and soon will be
available at a major retailer in
Denver. The kits offer network
message service in a box as an
alternative to answering
machines.

A new spin on the old note
pinned to the collar,
Parentffeacher Exchange creates
a two-way message system for
educators and parents using
Voice Messaging. Automated
distribution lists allow teach
ers to send "notes" home in a
timely, non-intrusive and
private way. Parents also can
call into "listen only" boxes, or

leave private messages for teachers. A trial in
Phoenix indicates the service is a huge hit.

Now telephone users don't have to debate
whether to answer any incoming caBs when they
are on the line. Caller ID On Call Waiting displays
the name and telephone number of the incoming

caller on a special Caller
10 unit.

Busy households
and home office
users will appreciate
the Home Reception
ist'". Customers can
manage calls and
take advantage of
several U S WEST

network services: When
Home Receptionist the line is in use, incoming

call numbers are displayed on the text display
screen (with CaBer 10) and can be answered,
fonvarded to a Voice Messaging mailbox or be
given a "please hold" message - aB with the
touch of a button. A "Message Waiting" light
proVides a visual cue to check for messages.
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New system links parents with schools

-.

By Joy E. Triche
CatllOlic Sun Staff

New technology offered by the
phone company could end the
days of parents digging through
backpacks for important notes
from teachers and principals.

St. Thomas the Apostle school is
one of three schools in the valIey
testing the "parent-teacher
exchange program," a new school
phone system from US West
Communications.

When parents or students want
general school information or
information left by a specific
teacher, they can call 808-8655, a
new phone line. Likewise, if fami
lies need to leave a message for
the school office, a teacher or a
member of the staff they can do so
with this new program.

ALSO, families who have US
West voice messaging, can receive
messages from teachers. Teachers
can record a message anytime and
send it to the home phones of all
of the students in their class by
dialihg one set of numbers.

Frederic Stephen, principal at
Sl. Thomas the Apostle said,
"When you calI into this designat
ed line you get a menu that says
"dial one for calendar and
announcements; dial two for cafe
teria menu; diat three {or athletic
schedules; four for special activi
ties:

"They dial nine to report stu
dent absences, or what the calIer
can do is dial into any of the
teachers' or staff members' mail
boxes. You can either calI in and
see what message the teacher has
left or leave a message for the
teacher."

US WEST chose three schools
locally to act as guinea pigs for the
"parent-teacher exchange." Sl.
Thomas was the only private
school chosen.

Stephen said the program pro-

vides an opportunity to enhance
communication between teachers
and parents.

"WHAT WE hear most often is
that parents did not know about
assignments, and the student
does not get the assignment done,
and then there is a problem. This
helps with some of that communi
cation, and it helps to make teach
ers more accessible," Stephen
said.

Some teachers agreed that the
new system provides more oppor
tunities to communicate with par
ents.

"I HAVE MY assignments on
the message for the week," said
qssy Frakes, junior high teacher
at St. Thomas. "It is keeping me
very organized, and the students
and the parents have the informa
tiQn available:'

'During the day she said she
often gets too busy with students
to return parents' calls, but the
new system helps_

US West will continue to help
SI. Thomas, if the school can get
fafTIilies to support the program.

Stephen said if 50 percent of
families decide to try voice mes-

saging, US West will donate
$1,800 to purchase fitness equip
ment for students.

"If parents get voice mail it will
make it even easier to send every
body important information and
reminders," said Susan Todd, a
fifth-grade teacher. "It will cut
down on a lot of the papers and
flyers sent home and digging
papers out of backpacks."

THE VOICE message service is
$6.95 a month.

John Peketz, product manager
of Voice Messenging Service at US
West said in testing the product

US West wanted to look at private
schools as well as public school
and a variety of economic and
demographic factors.

ALTHOUGH he said it is too
early to gauge how successful the
program is, Peketz said he expects
it to be a "win-win situation."

He said his company is current
ly working to bring the cost of the
program down.

"We are trying to find out how
inexpensively we can put this in
schools, knowing most school
budgets arc tighl."
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BENEFITS AND COSTS OF VERTICAL INTEGRAnON OF BASIC
AND ENHANCED TELECOM..MUNICAnONS SERVICES

L Introduction

The FCC is in the process of reviewing its policies to determine the form in which the

Bell Operating Companies (BOCs) may participate in the enhanced services market. I FCC

regulation of enhanced services has previously addressed two potential problems, cross

subsidization and access discrimination. The FCC has established two regulatory measures that

significantly reduce the risk of cross subsidization. Price cap regulation, which breaks the link.

between direct COStS and rate changes, does not allow the BOCs to raise prices above the rate

caps approved by the FCC. The SOCs, therefore, do not have the incentive to set lower rates

for regulated services used in the provision of enhanced services in the hope that they can

increase prices for other regulated services. - In addition, the FCC has inlplemented. cost

accounting rules, including detailed joint cost rules, cost allocation manuals, reporting

requirements and accounting audits, that increase the ability to identify cross subsidization.

Access discrimination can arise when preferential network access is given to an BOC's

affiliated enhanced. services provider over a non-affiliated enhanced service provider. The FCC

decided that network unbundling, in the form of discrete cost-based services and features, for

services required to provide enhanced services would insure that BOCs could not discriminate

against their competitors. The FCC's Open Network Architecture (ONA) framework and its

Wlbundling policy were designed to accomplish netv.'ork unbundling for features used by non

affiliated en.'1anced services providers to compete with the BOCs. In its recent remand decision,

the Ninth Circuit required the FCC to explain and justify its decision to allow BOCs to offer all

enhancoo services on an integrated basis, given the current state of unbundling.2 The FCC's

inv~"1.i.gation is, however, broader in SC{)pe than the minimum requirements set out by the Ninth

lComputer III Further Remand Proceedings: Ben Operating Company Provision ofEnhanced
Services, CC Docket No. 95-20, Notice of Proposed RulgnakiDa (released February 21. 1995).

~California v. FCC, 39 F.3d 919 (9th Cir. 1994) ('"California m")
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Circuit. An important fa(:tor in the FCC's reconsideration will be detennining whether the

economic benefits to be gained by permitting vertical integration of BOe basic and enhanced

services exceed the possible costs imposed on consumers of not requiring structural separation.

This paper identifies and quantifies the potential benefits and costs of vertical integration

of basic and enhanced telecommunications services. In particular, we find that joint production

facilitates the offering of new products and services, which provide large benefits to consumers.

Focusing on voice messaging -- to date the most prominent Regional Bell Operating Company

enhanced service -- we calculate that the delay in making this service available has cost

conSWllers well over $1 billion annually. The cost to consumers of delay has exceed we~I over

$10 billion since 1981. In addition, the extra production costs that would be incurred by

foregoing the economies of scope from joint production would amount to over $100 million

annually. In contrast, (1) the enhanced service markets in which the BOCs operate are robustly

competitive, (2) the existing Open NetwOrk Architecture rules followed by the BOCs are designed

to offer nondiscriminatory access at prices that avoid cross-subsidies, and (3) all available

evidence shows that these rnles are working as intended and that the enhanced service market is

thriving. It is clear that any benefits to competition that may arise from structural separation are

far outweighed by the loss of benefits and extra costs we have identified which arise from

structural separation.

The remainder of this paper has five sections. We fIrst describe the economic principles

that should guide telecommunications competition. In Section III, we examine the SUile of

competition in information and enhanced services markets. Next, in Section IV, we measure the

benefits from offering new telecommunications services. Section V quantifies the costs of

stnlcrural separation. The final section summarizes our findings.

II. Economic Principles for Ec.onomically Efficient Competition

Tele<:.ommunications markets are generally very dynamic, compared to most other markets.

Products are proliferating, new firms are joining the fray. and existing finns are adjusting through

alliances, mergers, and the like. The market for enhanced teleconununkations services is no

exception. For voice messaging, which accounts for the bulk of the BOCs' enhanced service

revenues, Frost & Sullivan estimated that 1993 revenues from voice messaging services were $1.4

"- J -
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billion and that the market is expected to grow at a rate of 12.7 percent annually through the year

2000.3 In addition, revenues from competing voice messaging CPE are an equivalent a."1lount

and. are growing at double digit rates.4 In total, voice messaging revenues are approaching $3

billion annually. Further, there are literally thousands of finns providing voice messaging

services, and the BOCs are far from enjoying a dominant position. For dynamic markets like

these, it is especially important that fIrms be able to compete on their own merits, absent

regulatory rules thaI help or hinder particular finns. In this section, we discuss the economic

principles for efficient competition in dynamic markets.

A. Telecommunications comps-uuon (including enhanced services markets) is
Char:acterized by firms competing on the basis of wiqye scope economies

Telecommunications has always been characterized by economies of joint production. or

scope economies. With the convergence of mdustries ·-telephony, infonnation, etc. -- the

importance of scope economies is even greater. For example, AT&T has recently acquired

McCaw, which prOVides cellular services, including voice messaging; Sprint has formed a venture

v.ith major cable television finns, and VtTas the high bidder at the recently oon<:luded broadband

pes spectrum auction. Clearly, although the BaCs have long possessed economies of scope.

other competing finns have their own unique economies. To provide the greatest benefits to

consumers, it is essential that all firms be able to employ these economies. The results of this

type of competition are lower prices for consumers and greater availabilit}" of new services in a

timely fashion. Measures that unduly restrict the employment of scope economies, such as

onerous structural separation requirements, will reduce the benefits from competition and harm

cons\ll1lers.

Economists are close to unanimous m believing that, whenever feasible, effective

competition produces results superior to those of comprehensive economic regulation. The

potential benefits of introducing competition into regulated markets generally are of two major

)Frost & Sullivan, U.S. Voice MessNiing Service Markets, Report 5172-63 (Dec. 1994).

4NATA, 1993-94 Telecommunications Market Review and Forecast 171 (1994).
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kinds: moving pnces into closer correspondence with economic costS, and dynamic

improvements in productive efficiency and in product or service offerings. Competition ,,-ill

concentrate on the services whose prices are held· above marginal or incremental costs and tend

to drive those prices down to the economically ?roper and efficient levels. Competition also

tends - unless it is distorted by regulation _. to improve the efficiency with which services are

provided, by weeding high-cost fInns out of the market and by exerting pressure on the survivors

to improve the quality of their offerings and to be innovative in developing and offering new

services and service combinations. Thus, telecommunications regulation should allow fInns to

employ their economies of scope so that services can be produced at minimwn cost~ and should

allow these tirms to be free to introduce innovative services which creates large gains in

consumer welfare.

IlL BOC Participation in the Enhanced Scrvic-esMark,et Has-LedtoLowerPri£esand-Qreater
OutgUt

BOC participation in the enhanced services market h~ been good for consumers.

Consumer welfare increases when prices decrease. In the voice messaging services segment,

which is the primary segment of cu:rrent Boe participation, prices have decreased significantly

since BOe entry. The range of the price decrease has been from about $30 per month in 1990

to $5-15 per month currently. An additional increase in consumer welfare arises when a new

product is offered to a segment of consumers for the tirst time. BOC success in offering voice

messaging to the "mass market" ofresidential and small business customers has been phenomenal.

Over the past 5 years BOC subscriptions have increased from essentially zero to over 6 million

subscriptions.s Growth for the rest of the decade is forecast at around 12 percent per year. No

anticompetitive effect has occurred in voice messaging or other segments of the enhanced services

market. Thus, BOC participation has been pro-competitive and has increased consumer we!fare.6

~"Voice Messaging," Telephony, Feb. 20, 1995, at 23.

6For BOC entry to have an anticompetitive effect, output would need to be lower than it
would have been if the sacs had been prohibited from participation. No party can seriously
claim that omput would have been higher without BOC participation. Effects on individual
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The regulatory road for the BOes to provide enhanced services has been long and

tortuous. In 1981 AT&T applied to the FCC for permission to provide "Custom Calling II"

services, which included voice messaging services, on an unseparated basis.7 However. the FCC

rejected AT&T's request. Subsequent to the FCC's negative decision, the Modification of Final

Judgment (!v1FJ) went into effect. The BOCs were prohibited from providing "information

services" (which had a very similar defInition to the FCC "enhanced service" definition) under

Section II.D.l of the MFJ. The combined effect of the FCC decision and the MFJ caused voice

messaging not to be offered to residential and small business customers by the BOCs.

The following events then transpired which permitted the BOCs to offer enhanced

(information) services:

1985: The FCC begins Computer III proceedings with an emphasis on allowing BOCs

to provide enhanced services subject to non-SttUCturaLsafeguards.

1988: (i) Judge Greene authorizes BOCs to provide "gateway" information services

(which includes voice messaging under the :MF1).

(ii) BOCs file ONA plans designed to ensure competitors have Comparably

Efficient Interconnection (eEl).

(iii) FCC begins approving eEl plans to allow BOCs to provide individual

enhanced services on a struetw"ally integrated basis.

1990: (i) Ninth Circuit remands Computer III to FCC.

(ii) FCC authorizes BOCs to continue to provide enhanced services on an interim

basis according to eEl plans.

competitors are subsumed into the overall measure ofoutput when a consumer welfare calculation
is done.

7AT&T had already designed and begun to install the services on an unseparated basis prior
to the FCC's Computer II decision~ which required structural separation.
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1991: (i) Judge Greene removes information services restriction totally.

(ii) FCC issues remand order m allow strUCtural integration of BOC enhanced

services and approves fInal BOC ONA plans.

1992: BOCs begin offering integrated enhanced services under ONA plans.

1994: Ninth Circuit again remands Computer III to FCC.

1995: FCC authorizes BOCs to continue to provide enhanced services Wlder the eEl plan

regime.

From an economist's viewpoint. this regwatory imbroglio has created siiIJ,ificant social

costs. As we Ytilldiscuss in the neJl.'t section, consamerwelfare would havebeensigniftcantly

higher if BOC voice messaging services had been offered sooner. Furthermore, government.

management, and lawyers' time has been spent debating the issue of structural separation for

nearly 20 years. A rational cost-benefit analysis demonstrates that the benefit to consumers of

having BOe enhanced services available far exceeds any possible cost that hypothetically might

arise. Indeed, we quantify these potential benefits and costs in the next sections of this paper.

As the above regulatory history demonstrates. the key dates were 1988 and 1991, when

the M..FJ restrictions were removed and the FCC decided to allow BOCs to offer enhanced

services on a structurally integrated basis. Beginning in 1988. pending approval of final ONA

plans, BOCs were pennitted to offer specific enhanced services on a stl'UCturally integrated basis,

subject to FCC approval of CEI plans for those services. The FCC ultimately approved blanket

authorization for BaCs to offer enhanced services v,ithout a structural separation requirement in

1991. '!'hus, we consider data from 1988, 1991, and the most current da1a available to analyz.e

t.~e evolution of the enhanced services market.

Overall. infonnation services are a large part of the U.S. economy, with estimated

revenues of $135.9 billion. According to the Commerce Department, infonnation services is

"'1
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"among the fastest growing sectOrs of the economy.ltS Some of the largest and most

sophisticated companies in the U.S. participate in this sector. including GE, AT&T, Mel, IBM,

Sears, Microsoft, TCI, Time Warner, and American Airlines.

The individual segments of the infonnation service industry, all of which use telephone

lines as well as other distribution media in varying ways, are also thriving. Enhanced

(information) services have grown 15 percent a year since 1991 to reach an estimated $15 billion

in 1994. Some 65 percent of these services are delivered on-line, with the remainder delivered

on CD-ROM or using wireless or other distribution tedmologies. Data processing and network

services are another segment which has grown by over 14 percent a year since 1991 to over $50

billion by 1994. This segment includes services such as credit card authori2ations, data entry,

payroll processing, eleen-onie mail, and elearonic data interchange. Lastly, computer professional

services have grown by about 9 percent a year to reach $65 billion in 1994. This segment

includes systems integration an<i consulting sePt-ices. Thus. 00 anticompetitive-effecl-of~

entry into information services has occurred. Overall l the market continues to be very

competitive.

The market segment for enhanced (infonnation) services is particularly rele'\,ant here since

this segment includes many of the business which the BOCs have entered. This segment,

including on-line databases, value added network services, voice messaging, and electronic mail.

grew from $7.5 billion in 1988 to $10.2 billion in 1991 and to $13.6 billion in 1993, which is

t.l-te last available data. 9 Marker growth in 1993 was 16 percent, which was higher than the year

before. The market is expected to maintain that rate of growth for the next few years. \(\

Value added network (VAN) services have grown from $0.5 billion in 1989 to $3.4 billion

in 1993. Subscribership to all videotex gateways increased from 715,000 in 1988 to 6.3 million

Su.s. Dep't. of Conunerce, 1994 U.S. Industrial Outlook 25-21 (1994).

'\;.S. !nc.ustrial Outlook: 1990 at 29-2, !992 at 26-1, 1994 at 25-2. The Commerce
Department discontinued this publication in 1995.

1°1994 U.S. Industrial Outlook 25-2 and 29-7.
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in 1994.11 Electronic mail has become widely available since 1988. E·mail subscribership has

grov.'l1 from 6 xciUion in 1989 to over 13 million in 1993. '2 E-mail revenues increased from

$574 minion in 1989 to $740 million in 1991 and an estimated $1.2 billion in 1994. BOes have

not attained anything remotely close to a dominant position in any of these enhanced market

segments.

Similarly, BOC em.ry into the voice messaging market segment has led to lower prices

and higher demand. Between 1989 and 1991, users of voice messaging CPE more than doubled.

from 5.3 million to 11.6 million, and now accounts for $1.3 billion annually.IJ The overall

voice messaging market segment grew from $665 million in 1989 to $1.1 billion in 1991 and

$1.54 billion 1994. Forecasts of future growth have the market doubling to over $3 billion by

2000. 14 Forecasted annual growth over this period is 12 percent. Thus, output has expanded

rapidly in the voice messaging market segment which demonstrates the pro-eompetitive effects

of changes in FCC and .MFJ regulation.

Since 1991) prices have decreased by 50 percent for most voice messaging equipment.

Equipment improvements such as voice messaging boards for pes have become widely available

at relatively low cost. Thus, voice messaging equipment continues to place a significant price

constraint on network-based voice messaging services.

Prices for voice messaging services have decreased greatly since BOC entry into the

market segment. Frost and Sullivan states that in 1990 the average monthly fee for voice

messaging was just under $30. By 1993 !.he average monthly fee decreased by about 50%, or

a decrease in price ofover 20 percent per year. Frost and Sullivan attributes this "dramatic drop"

in prices to the growth ofa more competitive market, driven by the lower-priced voice messaging

offered by the BOCs and the independent LEes. 3y 2000, Frost and Sullivan predicts a further

I IBoston Globe, Jan. 14, 1995, at 61.

121990 U.S. Industrial Outlook 31-4; 1994 U.S. Industrial Outlook 29-7.

13NATA, 1991 TelecoInInlmicauQn5 Market Review and Forecast 135 (1991); NATA, 1993
94 Telecommunications Market Revkw and Forecast 171.

14NATA, 1993-94 Telecommunications Market Review and Forecast 171; Frost & Sullivan,
U.S. Voice Messajinc Services Markets, Report 5172-63 (Dec. 1994).
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decrease in the average fee for voice messaging by about another 50 percent (pp. 3-10 to 3-11).

Regarding current market conditions, Frost and Sullivan reports that:

tiToday, there are numerous providers of voice messaging services in a highly competitive
market. The entrance of the BeCs and independent LEes in the late 19805 create fierce
competition for the locaVregional service bureaus....The RHes and independent LECs
have developed the residential end-user market, whi<:h previously had little interest in or
knowledge of voice messaging." (p. 1-4)

Lower prices, increased competition, and development ofa new market segment have been

the result of BOC entry into the voice messaging segment of the enhanced services market. All

of these outcomes lead to increased consumer welfare. This pro-competitive outcome stands in

stark contrast to FCC and MFJ regulatory policy in the early and mid-1980s which led to an

absence of BOC participation in enhanced service markets. Consumer welfare was lower and the

economic efficiency of t.~e U.S. economy was lowered by these misguided regulatory policies.

Thus, as we discuss below, the FCC policy of structural integration and removal of the MFJ

restrictions on intonnation services provision by BOCs bas led to a significant increase in

consumer welfare which easily exceeds over $1 billion per year.

We finally observe that the voice messaging market is very unconcentrated. The BOCs

a.'1d GTE combined account for about one-sixth. of voice messaging revenues combined.

However, individual LEC market shares are much lower. BOC market shares for voice

messaging services range from around 6 percent for Bell Atlantic, BellS¢uth, and Pacific Telesis,

to about 1 percent for NYNEx. Competition continues to be very strong for voice messaging

customers, with both service prices and equipment prices decreasing at a rapid rate.

IV. Consu-'ll.er Welfare from New Telecommunications Services

A. The Economic Importance of New r eleconununications Services

Regulatory restrictions which are designed to facilitate competition may often have a

potentially much larger negative effect on consumer welfare which cannot be ignored: restrictions
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on the introduction of new goods and services. J' Consider the introduction of a new

telecommunications service which is not presently available - call it home distance learning over

personal computers. The demand for such a service will exist, as \1,111 a demand curve, which

is a schedule of quantities which would be bought at each monthly service price. See Figure 1.

At lower prices more service is demanded, but even at quite high prices some demand remains

from people who value the service quite highly- If the service were offered at price Pi in Figure

1, all those individuals who would have paid more than PI receive the difference between what

they would have paid and what they actually pay in increased consumer welfare_ This add~d

value is called the conswner's surplus and is the area labelled A in Figure 1. ConslUller's surplus

is a dollar measure of increased consumer welfare, and is almost universally accepted by

eCOnomists and policy makers in valuing the effects of economic policy.

Now suppose because of regulation that home distance learning is not offered. For

instance. if struetural separation is required, the COst of the-BOCs providing home-disfance

learning might well be sufficiently high that, at prices which would be charged, insufficient

consumer demand would exist to make the economic return on the investment high enough to

justify the investment. 16 The home distance learning application would then not be offered.

No matter how much an individual is wining to pay. he cannot buy the home distance learning

service. Indeed, the price might as well be infinity because no one can buy the service. If

. regulation is changed and the service is introduc~ the price decreases from infinity to Pt" To

measure the~ in economic welfare, we use the change in price from the "virtual or reservation

price" whicb causes zero derna.'ld, price p~ in Figure!, to the price that will be charged, which

Isne welfare effect ofdelayed introduction of new goods or services has not been considered
in most analyses of the economic effects of regulation. See.~. P. Joskow and N. Rose, "The
Effe-ets 0: Economic Regulation," in R. Schmalensee and R. Willig, Handbook of Industrial
Organ!zation. vol. II (1989) for a review of the effects of regulation.

16\Vhile the demand curve in Figure I demonstrates that some consumer demand would exist
unless prices became quite high. at high prices caused by high costs demand may nO[ be enough
to cover the fixed costs of providing the service. Fixed costs of providing enhanced services are
almost always a large component of the overall costs of providing the service-
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is PI in Figure 1. 17 The large change in price will lead to a large increase in economic welfare

so long ~ signincant demand exists for the new product or service.

The economic theory of the valuation of new goods was developed. by the Nobel Prize

winning British economist Sir John Hicks in 1940. !n recent papers, Hausman further developed

the theory and has applied it to measuring the consumer welfare cost of the delay in the

introduction of cellular telephone, IS We will first apply the theory 1O the case of voice

messaging, which had a delayed introduction of approximately 5-7 years, to demonstrate the large

potential losses incoIl)"'U1tle1" welfare from regulatory-caused delays or even pennanent

postponement in the introduction of new telecommunications services.

B. Consumer Welfare Losses from the Delay in Voice Messamg
Voice messaging using central oftice~based telephone technology was sufficiently

developed to ~in operation ill the early 1980's in the u.S. 19 As noted, AT&T applied for_

permission with the FCC in 1981 to provide "Custom Calling II" services, which included voice

messaging services. on an unseparaIed basis. However, the FCC rejected AT&T's request, mainly

because of fears of cross subsidy.20 AT&T had claimed that it would need to redesign its

net\Vork equipment to provide messaging on a structurally separated basis, but the FCC rejected

the claim. AT&T stated that a redesigned system for structural separation would take three years

to introduce, and t...l:te additional cost would be substantial. The FCC decided t."uu, since it was

"tedmicaPy possible" to provide structurally separated voice messaging, AT&T would not be

17For an application of the theory of the valuation of new goods and extension of t.\e t.~eory

in a non-regulated context, see J. Hausman, "Valuation of New Goods Under Perlect and
Imperfect Competition.," MIT Working Paper (June 1994a).

I~ papers are l.R. Hicks, "The Valuation oft.~ Social Income," Economic Journal (1940);
Hausma...'1, 1994a., cp. cit.

19See R.F. Rey, ed., Engineering and Operations in the Bell Svstem (1983) for an early
description of the development of AT&T's custom calling services.

zOAT&T Petition for Waiver of Section 64.702 of the Commission's Rules and Regulations
'1[18, 88 F.C.C. 2d 1 (1981). The FCC recognized the presence of economies of scope in voice
messaging ('17) but feared a "slippery slope" that would create regulatory uncertainty.
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