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Dear Mr. Caton:

On Tuesday, September 19, 1995, Mr. Thomas E. Wheeler, President/CEO of the
Cellular Telecommunications Industry Association (CTIA), sent the attached letter and
supporting documents to Chairman Reed E. Hundt.

Pursuant to Section 1.1206 of the Commission's Rules, an original and one copy of
this letter and the attachments are being filed with your office.

If there are any questions in this regard, please contact the undersigned.

Sincerely,

~~
Robert F. Roche
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Thomas E. Wheeler
President I CEO

Re: Petition for Rulemaking Regarding a Plan
for Sharing the Costs for Microwave Relocation
(RM 8643)

Dear Mr. Chairman:

It has been six months since the conclusion of the FCC's auction of the first 99
broadband personal communications services (PeS) licenses. In the intervening time, the
entities who paid $7.7 billion in the largest auction of public resources in U.S. history have
been hard at work to speedily deliver on your vision of additional wireless competition,
billions of dollars of new investment in mobile technologies and services, and the creation of
tens of thousands of new jobs.

Unfortunately, I am writing to you today regarding a disturbing trend which may
thwart the timely realization of the many benefits expected to flow from the licensing these
new mobile services. Simply put, many incumbent microwave licensees in the 2 gigahertz
(GHz) band are using the public trust of their license to make unconscionable demands of the
new PCS licensees as a pre-condition to relocating their facilities.

When the FCC adopted rules governing the relocation of microwave incumbents to
accommodate broadband PeS services, the Commission envisioned an entirely different world
from the one which now exists. At that time, microwave incumbents assured the Commission
of their cooperation toward an orderly transition process. The FCC did not foresee that a
well-organized group of microwave incumbents would make excessive and unreasonable
demands and leverage these demands with the specious claim that they are under no obligation
to negotiate with the new PCS licensees. As you know, the impetus behind the PCS
microwave relocation rules was to balance the needs of microwave incumbents with those of
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PeS licensees, not to promote a platform for extortion which, in fact, makes the microwave
licensees superior to the new technology providers.

The Commission provided the microwave incumbents with many incentives to fairly
negotiate their costs. For instance, all of the costs for relocation, whether negotiated during
the two-year voluntary period or the one-year mandatory period, are to be borne by PeS
licensees; and the incumbent must be given new equipment and hardware that are equal to or
better than their existing facilities. These safeguards were intended to hold harmless those
incumbent microwave users having to move to another part of the radio spectrum band.
However, these protections have been used by a well-organized segment of microwave
incumbents to thwart the Commission's goals and, if left unchecked, will have a negative
impact on the timely introduction of the new generation of wireless services. In some cases,
incumbents are entering into negotiations and holding the PCS licensee hostage to demands
representing four to five times the actual cost of relocation. 1 Clearly, the Commission did not
contemplated such blatant, bad faith actions.

The actions of the microwave incumbents have all the hallmarks of a concerted refusal
to deal and a joint negotiation to raise the price of microwave relocation. As such, we are,
today, asking the Department of Justice to investigate these activities for potential violations of
the Sherman Act.2

Additionally, we have today submitted documentation to the Office of Management and
Budget that the wrongful actions by the microwave licensees will reduce the value of the
remaining PCS spectrum by $2 billion.3

The FCC has the capability to rectify this situation~. Title ill of the
Communications Act provides procedures for the suspension or revocation of radio licenses for
violation of FCC rules and procedures. Specifically, sections 303(m)(l)(A) and (E) authorize
the FCC to suspend a radio operator's license for violation of Commission rules and
procedures. In addition, section 312(a)(4) authorizes the Commission to revoke any license or
construction permit for willful or repeated violations of the Communications Act, and section
312(b) permits the FCC to issue cease and desist orders to licensees for, among other things,

) See attKhment hereto entitled "Perverting a Public Trust for Private Gain."
2See attKbed letter from Thomas E. Wheeler, President/CEO, CTIA. to Hon. Anne Bingaman, Assistant Attomer
General. Antitrust Division, Department of Justice, dated September 19, 1995.
3See attached letter from Thomas E. Wheeler, President/CEO. CTIA. to Hon. Alice M. Rivlin, Director, Office of
Management and Budget, dated September 19, 1995.
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failure to operate their facilities as set forth in a license or failure to observe the provisions of
the Communications Act.

We urge you to publicly reinforce with incumbent microwave operators the fact that the
FCC is willing to avail itself of license-related remedies should the unconscionable practices of
the incumbents persist.

Mr. Chairman, the time is 11m! to inform those microwave licensees who are abusing
their public trust for private gain that the FCC will not tolerate their actions and that their
actions place their licenses in jeopardy. Your prompt attention to this matter will discourage
the spread of this unfortunate misuse of FCC rules and procedures and safeguard the new
wireless competition.

~. ve7~yofl
~~i-

Thomas E. Wheeler

Attachments (3)



PeO'erting a Pllhlk..Irust for Private Gain

How Microwave Licensees are Thwarting New Wireless Services
by Abusing Spectrum Relocation Rules

Background

In the six months since the FCC concluded auctioning broadband personal
communications services (PCS) licenses the companies which paid $7.7 billion for those
licenses have been working to deliver additional wireless competition, create thousands
of new jobs, and invest billions of dollars in new investment in mobile technologies and
servIces.

But those efforts are threatened by a well-organized group of incumbent
microwave licensees who are abusing the public trust by using their licenses to make
extreme demands ofthe new PCS licensees as a pre-condition for relocating their
facilities.

What Should it Cost to Relocate a Microwaye Link?

Earlier this year, Columbia Spectrum Management estimated that the cost per link
of relocating microwave incumbents would be between $250,000 and $500,000. This
cost reportedly reflected "financ[ing] engineering, hardware and negotiation incentives."
Paul Kagan Associates Wireless Market Stats, April 21, 1995, at 16. With some 5,000 to
5,100 microwave links estimated nationwide, the total cost of microwave incumbent
relocation would be between $1.2 billion and $2.5 billion. [d.

What is Actually Being Chareed -- and Why

"Comparable facilities is your worst case scenario," one l~w firm has written to
the incumbent licensees. "If you relocate voluntarily, you are entitled to anything that is
mutually agreeable."

Utilities and local governments are, thus, adopting a policy of delaying relocation
in order to extort from the new wireless licensees a payment in excess of the cost of
relocating with comparable facilities. The San Diego official responsible for negotiating
relocation of the City's microwave links told the local newspaper that the PCS spectrum
represented a "once in a lifetime opportunity" for a monetary windfall to cities across the
country.

As a result of such strategies, microwave incumbents are demanding
compensation far in excess of the relocation costs envisioned by the federal government's
relocation rules, and by the bidders who paid S7.7 billion for the spectrum in the recent

auction.



• One incumbent's relocation cost -- estimated by independent analysts at $225,000 per
link -- was initially priced at $400,000 per link before being raised to $1.2 million per
link.

• $1 million per link is becoming a typical demand of utilities and municipalities.

Reprisal As a Negotiating Tool

The wireless licensees are in a precarious position -- without the use of the
spectrum they bought, their $7.7 billion investment is producing no return. Thus, they
cannot "go public" or seek administrative remedies for fear that the incumbents will, as
reprisal, further delay negotiations or increase the price.

The intimidation factor is even worse when the microwave licensee is a local
government ~':'. for that government must also grant zoning permits for construction of the
wireless antennas. To antagonize these municipalities in one forum would be damaging
in another.

"Ski Mask" Examples of Abuse

As a result of the intimidation factor, wireless carriers can only speak generically
and anonymously about microwave abuses, similar to the witness who must wear a ski
mask to keep from being identified. Below are examples of such abuses:

• An incumbent has demanded relocation of microwave links in another, non
interfering band, as well as microwave links in the PCS band.

• An incumbent is seeking payment for relocation of multiple microwave links,
including non-interfering links and links in another non-interfering band. The
incumbent has stated that a premium will be required for relocation before the lapse
of the three year negotiation period.

• An incumbent originally demanded 178 % of the cost of microwave relocation (and
upgrading), before increasing its demand to 578 % of the cost ofmicrow~:ve
relocation.

• An incumbent demanded $ 1 million per link, without reference to actual system
costs.

• An incumbent has requested a premium of $1 million above the cost of relocating.

• An incumbent that has already relocated is demanding payment of a premium to
release the PCS band.



• An incumbent that has a licensed but unused microwave system is demanding
payment before releasing the PCS band.

• An incumbent is demanding payment for not only the PCS band. but also for links in
a non-interfering, non-PCS band.

• An incumbent is refusing to discuss relocation until after the mandatory period starts.

3
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The Honorable Anne Bingaman
Assistant Attorney General
Antitrust Division
Department ofJustice
10th and Constitution Avenue, N.W.
Washington, D.C. 20530

Re: Concerted Refusal to Deal By Incumbent 2 GHz
Microwave Licensees

Dear Ms. Bingaman:

Sulldlng The
Wireless Future.v

CTIA
Cellular
Telecommunications
Industry Association
1250 Connecticut
Avenue, NW,
Su~e 200
Washington, D.C. 20036
202·785·0081 Telephone
202·331·8112 Fax
202·736·3213 Direct Dial

Thomas E. Wheeler
President I CEO

I am President ofthe Cellular Telecommunications Industry Association, an international trade
association whose membership comprises all commercial mobile radio service providers including
cellular, personal communications services ("PCS"), enhances SMR and mobile satellite services.

I am writing this letter to bring to the Antitrust Division's attention a flagrant concerted refusal by
certain incumbent 2 GHz microwave licensees to negotiate the spectrum relocations necessary for
deployment ofnewly-licensed PCS services. The negotiations are an important part ofa Federal
Communications Commission ("FCC") plan for relocating existing 2 GHz microwave spectrum
facilities blocking the deployment ofPCS. As you know, the FCC has issued licenses for half of
the 120 MHz spectrum allocated to PCS. Having paid approximately $7.7 billion for the right to
use the spectrum, PCS licensees not surprisingly are anxious to develop commercial offerings. As
the Division noted in its Comments on PCS to the FCC ofNovember, 1992:1

"The licensing ofPCS holds out great promise to introduce
substantial competition into telecommunications markets.
The availability of additional spectrum, which might be built
out using more efficient digital technology, will vastly increase
the capacity of spectrum licensees to provide radio

Amendment of the Commission's Rules to Establish New Personal Communications Services, FCC Gen.
Docket No. 90-314, Comments of the United States Dcpanmcnt of Justice. November 9, 1992.
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telecommunications, which in a competitive market should
result in lower prices for air time and improve service
offerings."

Relocating certain point-to-point microwave licensees to a new place in the spectrum is an
important step in developing PCS. Now, however, the concerted refusal to deal threatens to
substantially delay the advent ofPersonal Communications Services and to substantially increase
the cost ofthese services.

By way ofbackground, the FCC issued a Report and Order establishing a procedure to encourage
incumbent 2 GHz licensees to negotiate relocation agreements with PCS licensees.2 The plan
envisions a two year period for negotiation. Ifat the end ofthat time period agreement has not
been reached on the price to be paid by prospective licensees for relocating the facilities of
incumbent licensees to other available spectrum, a one-year period of involuntary negotiation
ensues with the prospective licensee required at the end ofthe three-year period to pay the full
cost of relocating the incumbent's facilities.

A number ofPCS licensees have attempted to engage in voluntary negotiations with incumbent
licensees, many ofwhich are utilities using the spectrum for private microwave networks. In
numerous cases their efforts have been flatly rebuffed with the explanation that the member
should negotiate not with the individual utility but instead with a "consultant" who, it turns out,
also represented a number of other incumbent utilities in the same geographic market. This
"consultant" has actively sought the business ofnumerous incumbent licensees and represented, in
effect, that he could secure a better deal for the incumbents than could any ofthe members
negotiating separately. Thus far, the "consultant" either has refused to negotiate at all or has
offered terms that would substantially raise the cost of providing these new services to the public.
In fact, it is our estimate that the cost of relocating these facilities under the terms proposed by
the "consultant" would be approximately $2 billion over the actual cost ofeffecting the
relocations.

While the FCC sought to encourage good faith independent negotiation during the voluntary
period, nothing in the FCC order compels negotiation. Clearly, the order does not sanction joint
negotiations. I am having members ofCTIA's legal staff contact the Telecommunications Task
Force to supply additional information to the Division.

2 Redevelopment of Spec:trum to Encourage Innovalion in the Use of New Telecommunications
Technologies, FCC Third Report and Order. ET Docket 92-9. July 15, 1993,8 FCC Red 6589 (1993).
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I am advised that a concerted refusal to negotiate, or a joint negotiation by sellers, particularly
when undertaken in an effort to raise price, is Rm: R.violation ofthe Sherman Act and could be
remedied by the Department ofJustice. I know that the Antitrust Division has many important
priorities. I believe that investigating and prosecuting outrageous anticompetitive conduct
depriving the public of current and future cutting-edge technologies is exactly the type of conduct
that should trigger the Antitrust Division's enforcement mandate.

I respectfully urge you to act as expeditiously as possible to prevent serious delay in the
implementation of a technology that, but for the carefully orchestrated actions of a greedy few,
would soon be at the disposal of the American public.

ve7 trul~ your~

-h/U()/
Thomas E. Wheeler



September 19, 1995

The Honorable Alice M. Rivlin
Director
Office ofManagement and Budget
252 -- Old Executive Office Bldg.
17th Street and Pennsylvania Ave., N.W.
Washington, DC 20503

Dear Director Rivlin:

Building The
Wireless Future_.

CTIA
Cellular
Telecommunications
Industry Association
1250 Connecticut
Avenue, NW
Su~e 200
Washington, D.C. 20036
202·785·0081 Telephone
202·331·8112 Fax
202·736·3213 Direct Dial

Thomas E. Wheeler
President I CEO

The message is urgent. As the attached study by a world renowned expert in auction theory
proves, the U.S. Treasury stands to lose two billion doUars, in future Personal Communications
Services (PCS) auctions. The value of this spectrum is diminished due to the unforeseen and
irresponsible actions of incumbent microwave licensees who are manipulating Federal policy
designed to provide for their post - auction relocation. Fortunately, these circumstances can be
corrected by appropriate governmental action, which we urge OMB to advocate in the budget
reconciliation legislation and at the FCC.

Under the FCC's current rules, pes licensees must negotiate with microwave incumbents in the
newly allocated PCS spectrum band (2 GHz) to relocate these microwave licensees to other
spectrum bands. The first two years of negotiations are voluntary and in year three, the final year,
parties must negotiate in good faith.

Unfortunately, some incumbent licensees in the PCS band are utilizing this "voluntary
negotiation" period to extort the new PCS licensees. The incumbents realize that without their
cooperation the massive investment made in the spectrum auction lies producing no return. The
incumbents are, therefore, giving the spectrum purchasers a choice -- either spend four, five or six
times the actual relocation cost as a premium, or let the $7. '7 billion sit idle and unproductive until
some future date.

The effect of this is to telegraph the next round ofPCS bidders to reduce the amount they plan to
bid.
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Independent bodies forecast relocation costs averaging S250,OOO per microwave link. These
costs were factored into the winning bids for PCS licenses. Disappointingly, some microwave
incumbents are now seeking SI million to SI.5 million Rm: link. In at least one instance the
incumbent is requiring that all its links be rebuilt -- even those with no PCS usage! Even where
agreements have been concluded, some microwave incumbents are seeking "most favored nation"
status to assure that, regardless of who cuts the best deal with a PCS licensee, they all will get a
windfall.

If PCS licensees are forced to comply with this greedy manipulation of the microwave relocation
rules, the value of yet-to-be-auctioned PCS spectrum will be lowered significantly to factor in
these excessive costs. A recent study conducted by Professor Paul Milgrom of Stanford
University underscores the devaluation which will result. Potential PCS licensees must discount
their bids to account for either paying a premium demanded by microwave incumbents, or for the
delay in implementing their business plans until after the voluntary negotiation period has expired.
This translates into not only the lost S2 billion future PCS auctions will bring to the U.S.
Treasury, but also delays in new services for consumers, the development of new businesses
creating new jobs and paying their fair share of taxes, and a more competitive telecommunications
marketplace.

These losses to the American public can be remedied. Just last week, the Commerce Committee
in the House of Representatives approved language that reduced the negotiation period to two
years, from the current three years, beginning on the date PCS licenses were issued. We urge the
Administration to include such a position in its budget reconciliation positions.

There are also remedies in the hands of the FCC. Short of all parties negotiating in good faith, the
FCC could clarify its rules by defining what constitutes a "comparable" replacement system. The
FCC rules require pes licensees to move microwave incumbents at the PCS licensee's expense
and to provide them with at least comparable systems. Yet, the FCC rules fail to define
comparable systems. Another approach that clearly provides incentives to negotiate is the one
adopted by the Canadians. In Canada, if after the initial period of good faith negotiations, no
agreement has been reached, the microwave incumbent pays it's own relocation costs.

Whatever the remedy, the time for action is now.
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The value of the spectrum asset to the taxpayers is being devalued right before OUF eyes because
of the manner in which a handful of licensees are abusing the microwave relocation rules. PCS
licensees are committed to bring new telecommunication services to the American public. They
paid fair market value for the spectrum, and they are committed to provide microwave incumbents
comparable telecommunication systems in the other spectrum bands identified for this purpose.

We urge you to utilize the ongoing budget reconciliation process to seek legislation which will
close the loophole through which the incumbent microwave licensees seek to devalue future
spectrum auction revenues and to encourage the FCC to act within their existing mandate
wherever possible to stop this abuse.

Thomas E. Wheeler



CTIA Clarific.ti. t,g tJlL&Uowig, "algi_lions or Paul R. Mjlgrom
(Revised IS September 1995, Timothy Rich. CTlA)

In his September 1, 1995, Statement, Professor Milgrom describes the costs to
consumers resulting from delays in pes deployment. Milgrom bases his assumptions on CTIA
data, which were reprinted in Donaldson, Lufkin & Jenrette's Winter 1994-1995 The Wireless
Communications Industry. In calculating his "Consumer Surplus Computations" (See pgph.
11), Milgrom uses a $6.5 billion figure for "annualized industry revenues."

CTIA data actually reveals that, in 1994, the wireless industry realized 514.23 billion in
annual service revenues. Professor Milgrom did not include six-month revenues of 57.71
billion for the last six months of 1994.

Usinl the same methodololY as Professor Milgrom, CTIA hu determined tbat
the A&B block PCS licensees will contribute an annual gain of 51.423 billion to
consumen. This is a revised estimate from tbe 56S0 minion estimate made by Professor
Milgrom in bis following Statement.

Similarly, C block PCS licensees will increase annual consumer surplus by 5284 million,
not 5130 million.

CTIA agrees with Professor Milgrom that these are conservative estimates.
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STANFORD UNIVERSITY
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STA.'lFORD. CAL1FORNIA 9430~2

PboDe: (41S) 713-3397
Pax: (415) 725.5702

September 1, 1995

I have been asked by Pacific Bell Lu e.;timatc two kinds of Josses thai 1M &ovemmc:nt and
consumers IDay suffer as a resull of the current rules aovemiAg microwave relocation. !be first is
the loss of revenuc to the Treasury iD auetiou for the C, D, E, aDd. F-bmcl PCS licenses resultinc
from the demand~ by microwave licensoes for premium payments before telocaWlI microwave
link~. Recent demands from microwave iDcumbeats have called for paymaat1 of $1 million per
link. compwecl to an atimaI..J MCtual relocation COlt of 5200,000 for III avetlp liDk. Such
demands directly reduce the value of the PeS liamses to potential buyers. If teeeQt dem.mds are a
fair indication of CVCDtual settlemena and ifpremium costs arc shared equally IIDOna affected PeS
providers. the los., of auction revenues would amount to $1.9 billion. Smaller demands or
compromise settlements could halve the cost to about S900 million.

The second JdDd of loss is that suffered by consumers 15 • resalt ofdelays in initiltinl PCS
services. The cur!'Cnt rulcs cncouraae miaowave USC1'l to utilize threats of delay to 1aaeue tbeir
blraaininl power, ~ince delays are costless to them but cosrly to the PCS providers. Tbe loss in
ccmumet SU1'plUA from delayiq tbe introduction of PeS services on~ A II1d B bands nation
wide, conservatively estimated. amounl$ LO $" millioa per moath of delay. while the 10. of delays
in introducina services U1 the C blDd amountl to at leat SII million per month. UDder less
conservative estjrn·rc•• the costs could. be several times higber thaD tbiI.

Additional backgrouDd for the.~ calculations are provided iD the attae:bed 5t11emont-



Statement of PAul R. Milgrom

1. My name is Paul R. MiJiJ'Om. I am me Shirley and Leonard Ely, Ir. Professor of

Humanities and Sciences and Professor of Economics at Stanford University in Stanford.

awfol'Dia. 94305.

2. I received an AB. depe in Mathematics from the Univenity of Michiglll and aD M.S.

in Statistics md a Ph.D. iJ1 Business from StM1ford University. My acwkmic speciilty is

miaoeconomic: theory and comparative economic institutions. From 1990-1994. I was coeditor of

the .4.J'Mrican "onomie R4v~. I have also served on the editorial boards of several other

ecoaomics journals. I am the author of morc thaa sixty books and articles aad have been the

recipient of nu~rous awards and boDen. iDclud.ing Fellowships in the American Academy of Arts

and Sciences and the Econometric Society. I have also received Fellowship grants 1'rom !.he lohn

Simon GuUcnheim Foundation, the CcI1te:r for Advanced StUdy in the Behavioral Sciences. and

the Center foc Advanced Studies in ]"NSillem. My cumculum vitae is Ittacbed.

3. Tha.ve devoted consi.de:rable time and attention to telccommua.icatioDS issues. especially

ones coDcemmg Personal Communications Services (PeS). Since November of 1993, I have tiled

Dine affidavits or statements with the Federal Communications Commission recarding PeS-related

matters. includi1la two that Wdre cu-aulhored with my coUeque. StaDford Professor R.obert Wilson.

I acted as an advi~ to Pacific Telesis Mobile Services during the receotly completed auction j4 of

broadband PCS lia:nses. In 1994. TflIed an affidavit in connectiOl:l with the motion to terminate tbe

MPI. In 1984. wbcn !be MPJ precipiwed a restrue:tUrin& of certain conttaets betwCCll AT&T and

the Southern New Eqlllld TdephoDe Company (SNET>. 1 advUed SNET about the reDelotiation

of its connas.

4. My oc:bet cxpcricDcc with reJUlarmy rnau.ers is divene. II iDcJudes teItimcxly liVeD to Lbe

Federal EnerJ)' R.eJUlatary Commissiao ccmceminl priciD& em !be Trans-Alaska plpeliAe.

testimony at trial coacemiA& the economicI of tbe imurance conlnCtiDl. IDe! writteD restimony

coacamng euvironmellW relU1ation filed with tbe National Oceanoll'lPbic and Atmospheric

A.dministnIion (NOAA)•

...
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S. Thave been asked by Pacific Telesi5 Mobile Services (PTMS). the high bidder in auction

~ for the B-band H~nses covering the Los AAples and San Francisco MI'As, to CO.mma1t CD the

likely costs to conswnen and the lovemmat resulting from bargaining with mic:owlve licensees

whose operations would suffer inLerfcreDce from PeS opel'ltiou. These costs include red.uctiODJ in

future lovernment auction revenues and probably also include reductions in coasumct surplus

resuJtiD& from delays in tbe introduction ofPCS scmces

6. Any such calculations necessarily reat Oft a forecast of the outcome of bqaiDing between

the PeS providers and the microwave lic:ensees. DIla about PCS providcn wUJi0pal to pay and

bqainins postures are contidemiallDd UQl,vailable. so I have bad to rely 011 information about the

microwave providers initial demaDds. A !ieCond I:Stimili0D issue ariIea from the fact that most

existiDl microwlive links arc wlDcrablc to interference hom mOl'C than ODe PCS !rcquacy. In

those situatiODS. my estimate of the reVeDue lmplCt OD future a'lCtiou will depend on bow the costs

of relocatial miaowave liDks will be apportioned amoJlI the iDr.erfc:riu1 opcntioas. for these

ealcu.lIliODS. I have usumed that where multiple services would iuceCere with a link. any payments

to microwave licensees are sbared equally among iotcrferiD& service pcoviders.

Sumw"
7. III my opinion. the 10isellllOCiated with any tklay in belinnjna PeS savic:eI caused by

neaotiatioDS betwccI1 point to poiDt microwave users IIJld PCS licensees would be very 1Irp. The

fiDancial dcmlD'b ofmicrowave users reduce the attraetiVe:DeII ofPCS 1iuuCI )let to be auctioned.

If the recent MrnMds made by microwave lic:eDJeeS arc represenwive of bupinina outeom8I,

1o.sIes in JOVernmellt aucQQIl reveouu from sa1ea of the C. D, E, aDd P-bMda II I result of

PlymeDts to microwave users would toW between $930 mj1JiOll lad $1.9 billioa. Delays iD

deliveriD& PCS service u a result oC procrlCted bargainin& are libwile COItly. I melSl.R tbcac~

in lams of me loss of conswnet swplus Je»uJtiDl in I one-moath delay in the setYic:e iDitiaIiOll for

all licenses in !be A aDd B bIocIs or ill the C bIDcl UsiDI the molt conservative estimariOll

procedw-e. losses in CODiumr.t surplus ICCl'UC at a rate of $SS miWon pet month of delay for tbc A

8DCl B-bud services. anci 511 milliOD pet month for the C-baD.d service. Lesa CODSCtVllive. but
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J'ltbcc more likely estimation scenarios entaillo~ses many ti.mes higher. S22S million per month of

d&lay for the A and B-bands and 535 million per month for the C·baDd.

Barpinln& with Pomt to Pomt l\oficrowav. Users

8. PCS service rules provide that lic=Ieea must n=loca1e microwave liDks with wbicb their

services intetfere. There are about 4,500 sucb liJ:W in the U.S., affecting all six PeS bancb. of

which some 3227 affect the C, D, E ilDQ F bands. The rules provide commercial microwave~ a

2-year voluntary relocation period followed by a l-yur mandatory relocation period. For public

service entities there i~ a 3-year voluntary period followed by a 2-ycar maDda10ry peri04. Many

microwaves users are now requesting paym::ms of between $400,000 aad SIOO.ooo per link above

aDd beyond the provision of comparable facilities to move before the mandatory deadline.

9. The sequential and multilat&ral nann of theIe nepltioas makes it likely that

bw-l'lI.iniDa will lead to a tar. aJT10UDt of lost value far PCS Ucensccs. FearinJ thal lobe fiDt

settlements will set a prccedeDt for later ODCS, PCS providers are likely to resist initial clemands for

extra compensation. while microwave licensees have little or noddn. to lOlC by delayiDa their

relocation. Initial barpinins is thetefore libly lu be ctifficu.lt, mJkiAa CO'ltJy delays probable.

10. Il'the Ma IOVen:W21 microwave relocatioD allow me incumbents to extract preaUum».

bidders for the C. D. E, and F-baDds will factor tho~ premiums into their busiDess plans IS a cost

of jnitiatiDI avice. For example. I company that expects to have to pay premium costs of

S4OO,OOO per IiDk for 100 IiDb to iDitillc ser.-ice in lK)IDI: BTA wiD subrnct die $40,000.000 in

premium paymeDtI ill calcu1aIinI the value of !be 1icsIse. 111 mlJimum price _auld be

com:spoDdiDl1y'reduced. SiDcc it is me mwmum price of me bidder with the second biIbat value

that determines the aucUOIl price. the act result wouJcl be I $40,000,000 reductiOll in tbe price for

thiI individual HeeDle. Assumiq mar !be microwave lie__ DeIOtiates I pemium p&ym&:Dt of

S4OO,OOO to S8OO.ooo per link in additiOD to the direct relocation costIlDd that me premium cost

for each liDk is shared equally 1m0DI me PeS licen~ whose services would intetf~ 

RlCoaniziDl tbI! 3J,Z'1 Jinks iIltafcEe with the C, D, E. aDd F-bUIds natiOllwide, J expect that the
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total auction prices of the licenses in the C. D. E and F bands would be reduced by $930 million to

$1.9 billion. I

CoDSUmer Surplus Compata~

11. The litpst cost of Illy delay in instimtiDl PCS r.ervices would be borne by CODIumers

in the wireless industry, for whom access to PCS services would be delayed lUld wbo would pay

maher prices for ~Uulat services due to the absence of PeS competition. Estimates of the lOIS of

consumer swpius per month from delayed eDtry depend 00 assumptions about the nature of

co~tition aDd Lhe effectiveness of regulation in the industry, IS well as on f01'8C8StI of demaDd.

However, evtm the mOlt roup-md-lCIdy estimates ~ow milt the cost is very larp. CWTeQtl)'.

cellular service is provided by wbal is essentially I duopoly. If the introduction of the PeS A and B·

band competito~ into the wireless services market led to price n:ducti0!lS of just 10~ with DO

COnsequcl:lt expansion in demand it would still i.DcreIIe CODSumer swpJus by aD amount equal to

1()f5 of the existine indusU'y ~venues. AI of the Summa' ot 1994. annualized industry revenues

amounted to approxim.tely 56.S billion.] leldiD& to ID estimated pin for consumers of $650 •

million per year. Sitnllarly, if entry or the C-band provide: led to price reduction of 2~, the

mimeted gain for con~umers would be S130 million per )'lIf.

12. The precedinl eltimetes. however, m probably too low. Because even eODSCI'Vaave

WUmptioDS about demaDd can lead to very tar. estimate» of thI: loss of COD.uneT swplus from

delayed entry, 1have CODItNCt8d my estim'w UsU1a conservative usumptioas about demancL First.

despite~ perUsteDt poWIh of demand receDt1y experienced and forecast by a1mDste~ puDdit.l

usume that die scale of tb: wirclas market is ftxed at the level attained i4 tb: sUmmer of 1994.

Second, desp11e pm" which show Lba1 demand for wireleu MrVices bas teDded to be quite

''Ibis calcuIadoa UICS iDfonDatiOD supplied by Plci6: Bell Mobile Senices about which
particular PCS bllDds would iAtafere w;,h CKh particular microwave liDb.

~ae c:aJculatioDS iDcorporab: and extend the ones in my statemeDt to the FCC of May, 1995.

'7M Wir.lus C~cztimvTradMltry, Donaldson. I.ufkin & lcoreaa. Winter 1994-1995.
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iaelastic. I assume that wireless setVice demand has unitary elasticity, which is the average elasticity

for all productS in the ec:onomy.4 'I'hird, in order to focus on the beneficial effects ofcompetitioD. for

consumers. I WUJ:De that there is an absence of reewation that either raises or depresses pri~.

Finally. 1assume that b panies have equaJ costs and laC. in COW11ot competition, which is a

modcraLe and widely use¢ speciticatiOl1 of the ;ntens;ty ofcompetition among wireless providers.

13. With these assumptiOl1l. the eventual effect on comUJDer surplus of~g the

DUmber of competitors in I awtct from two to four - the =uy of the PCS Aand B-baad lic:cDsees

- would be a tifty~ (Sac.) iac:ase in the volume of wireless caIlinl. a thirty three pc:rceo.t

(339&) reductiOD in Lbe pri~ of wRless IiCl'ViCe.4;. and an increase in CODSWMr surplus of

approxinwely $2.7 billion per yur. The eDU'y of. fifth competitor. the C-blDd licensee. would

iDc:rease volume by an additional sevea perceI1t (7'1) and lower price.s by an Iddition&! six petCCAt

(69') lectiDg to 111 increase in CODSUIDCI' surplus of approxima=Jy of $42D milliOD par year.

Delaying the day wh~ these DeW eIltrics OCXW' amounts to delayiDl the time at which consumers

first becin enjoying this enormous bcaefit.

14. Tbc prec:ediag caJculatioa hu wumed that the market adjusts imnwfjllely to the =try

of DeW competitors IIld that the size of the lDIl'ket It the time of entry is the same as its current size.

More realistically. we would expect adelayed adjUItmCDt and I crowing market. If. as expected. the

rare of growth in the rclevlDt future period exceeds the~ rite of iDtetest, then aa:ouDtiDg far hom

of these effects would furtha' iDc:ruIc tb= COD.SWDelr swpJus emmtes.

15. II ia most libly thIIt. it rbe zuJea remaiA UDcbanpd.. both of the JdDcb of COItI dcacribed

ill this memarudum will be iDCUDWd. There will c:cnaiDly be • loa of auetioo raVeD" to tbc

'IA aD. aftldavic to tile 0XDmiIIl0Il dIrcd SeptcmbIr 14. 1*'. Professor Jerry H''IIJDI''
estimalecl the priee-duticit)' of*"""d to be ..0.402 with a staDdlrd error of .155. M the cusr.omet
bile for wireless services expaDds. demand may become more elastic. 5iDce mare elastic etemnd

lads to lower estimateI of the IdditiODll consumer sUJ1)lus from iDcleucd competition, 1bave used
such aD estimat.c hac.
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,ovemmcnt amounting to hundreds ofmillions. or perhaps billions ofdollars. In additi04, thue will

probMbly be a los..~ of con.~mer sUTplus amounting to hundreds of millions of dollars.


