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Verizonslashes DSL prices in some areas
By Corey Grice
StaffWriter, CNET News.com
September 5, 2000, 5:55 PM PT

Verizon Communications, created by the merger of Bell Atlantic and GTE, today cut
certain prices for high-speed Internet access, making its pricing more uniform
nationwide.

The company trimmed prices for its most popular residential digital subscriber line (DSL)
service by about 20 percent in the former GTE local phone territories. Verizon slashed its
price to $39.95 from $49.95 as of Sept. 1 in its Midwestern, Southeastern and Western
states and will give modems to customers nationwide for free with a long-term commitment.

The move follows a similar price cut in the old Bell Atlantic region in July.

Most broadband providers have settled on about $40 per month for average consumer high
speed Net access plans. By comparison, consumers typically pay about $20 per month for
most full-service dial-up Internet access accounts, which are several times slower than
broadband connections.

"Bell Atlantic had already cut its prices, so (Verizon is) just trying to get everything aligned
throughout the network," said Pat Hurley, an industry analyst at TeleChoice, a DSL
consulting firm.

The company provides high-speed, or "broadband," Internet access in 25 states and
Washington, D.C., according to a company spokeswoman. The availability of broadband
connections industrywide, however, remains limited.

Although the price cuts represent part of the ongoing process of integrating two massive
phone companies, the move also marks the latest in a trend toward price cuts in the
increasingly competitive broadband market. Competition from smaller DSL companies and
cable operators, with their E)(cite~I:!Qme, Road Runner and High Speed Access units, has.
contributed to the price wars.

For example, SBC Communications announced similar price cuts earlier this year, and
marketing efforts have escalated.

Analysts say the broadband pricing battles have stabilized for now but are likely to continue
as the industry grows.

"It's not done yet. I wouldn't be surprised to see it come down another $5 or $10 per month
(across the industry) over the next year," TeleChoice's Hurley said.

In addition to the 20 percent lower residential DSL prices, Verizon today announced price
cuts for its business DSL services. Certain regions saw cuts to $69.95 from $91.50 per
month, while small and midsized businesses in other regions will pay $49.95, down from
$64.95.

Verizon also dropped its modem charge for all new subscribers who commit to a one-year
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the service themselves, Verizon spokeswoman Joan Rasmussen said.

The large Baby Bell local-phone companies such as Verizon and SBC dominate the DSL
market, serving 914,000 customers as of late June, according to TeleChoice. About 80
percent of those were residential customers.

DSL competitors such as Covad Communications, Rhythms NetConnections and NorthPoint
Communications served 277,000 customers, largely businesses, according to TeleChoice.
Verizon took control of NorthPoint's assets last mcmth in an effort to expand its DSL offering.
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Other News

Regional Bells ringing up higher DSL rates
By Brian Ploskina and Dana Coffield .
Interactive Week ~i rAI.K
February 18, 2001, 4:00 PM PT -; flACKI

After vanquishing most of their competitors. the coast is clear for regional Bells to
raise rates for broadband services over Digital Subscriber Lines.

SBC Communications (5b~) is first out of the chute, quietly boosting standard residential
Digital Subscriber Line (DSL) packages that sold for $40 per month last fall to $50.

Market experts predicted others will follow and prices will keep rising, forcing some hard
choices for telecommuters who rely on connections to the home office via the turbocharged
copper phone lines.
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"The strategy for telcos in DSL has been to destroy the competition," said Alan Tumolillo,
senior vice president at Probe Research. "That may seem bad in terms of regulations, but
the people in Washington don't care."

DSL providers hurting
The surviving regional Belis-BeIiSouth, Owest Communications International, SBC and
Verizon Communications-convinced regulators that their chief competitors for high-speed
Internet access are the cable companies. Cable-modem access costs about $40 per month.

At the end of 2000, there
were 2,429,189 DSLs in
service, according to
telecommunications
research firm TeleChoice.
By the end of 2004, there
will be more than 17 million,
the firm predicted.

Over the past few years,
the Federal
Communications
Commission has promised
consumers choice and
competition in broadband
services, but nothing that it
did was enough for many
DSL competitors to survive
against dominant regional
Bell telecommunications
powerhouses.
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A the last six months, many competitive residential DSL providers have either gone
bankrupt, sold out or ended the DSL portion of their businesses, leaving consumers in many
U.S. regions a single choice for DSL service: the local phone company. The competitive

\ fallout has opened the door for price hikes.

TeleChoice analyst Eric Rasm,ussen said the law of supply and demand is at work. "There
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will always be some competition, but a year ago, you had a lot of different DSL providers in
every markel," he said. "Now Flashcom is out, Jato [Communications] is out and HarvardNet
is out. Those are a couple of pretty big providers that are no longer out there, so why not
raise prices a little?"

Rising prices may force customers to back off their bandwidth spending.

"If they raised the price, would I still continue?" asked David Lechler, western U.S. manager
at Canadian video-over-DSL company iMagicTV. "I would probably drop some bandwidth to
save a bit on price." In his Denver-area home, Lechler uses residential DSL service from
Owest for e-mail, Web access and connection to his corporate network in St. John, New
Brunswick.

The Bells and smaller DSL providers are facing up to the need - or the opportunity - to make
money on the service, which has been offered in promotional packages for as little as $20
per month.

"I can only tell you that the margins are very, very small in DSL," said Russ Saito, a product
manager at Verizon. "If you want to provide the service, you'd want to provide it at a higher
cost, but the market isn't there for it:'

Selective service
Carriers aren't necessarily interested in selling everyone DSL. When customers order a
second phone line for dial-up Internet service, the Bell can collect $20 per month from the
line, plus possibly $20 per month as an Intemet service provider. The phone company can
also sell add-on services, such as call waiting, call forwarding, and local and long-distance
charges. This could all add up to more than $40 per month for the Bell, with much less
overhead than it incurs for DSL.

Eric Moyer, director of marketing at competitive DSL provider Covad Communications, said
regional Bells, as well as competitive providers, created immense demand for DSL by
keeping the prices so low. Once they realized they couldn't satisfy those demands and
create any meaningful revenue, it was time to raise the prices and only serve those
customers willing to pay a premium.

"They're probably realizing it's a little more expensive than they once thought," Moyer said.
"They realized those price levels were not something they could sustain."

Probe's Tumolillo said the Bells saw DSL as a way to get bandwidth hogs who wanted to
download fat images and files off of the telephone network. But they didn't anticipate the
demand. Hiking prices may be a way to get the $40 monkeys off their backs. "For most
carriers, each DSL subscriber that comes on is cash-flow negative for three years."

The Bells used low introductory rates to lure a critical mass of customers. That allowed their
suppliers to ramp up production and pass on volume discounts on equipment.

Owest still advertises a $20-per-month introductory package, but customers have to pay
another $18 for Internet service, and they don't get an always-on connection. "We are
interested in increasing our footprint - in increasing the number of subscribers," spokesman
David Goldberg said.

Some carriers may continue to shoulder discounted services because they can see revenue
generating potential in future add-ons. "There are going to be a lot of value-added services
that providers can offer if they have a lot of DSL customers out there," Rasmussen said.

IMagicTV's Lechler predicted that eventually there will be enough DSL-based services to
warrant the increased prices. "It will be able to use a part for the Web and a part for
television and a part for voice," he said.

The cable industry stands to benefit from DSL price hikes. "DSL is available in many more
places than any other compe~tor to cable service," said Mike Luttman, vice president of

http://zdnet.com.com/2100-11-S03401.html?legacy=zdnn
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corporate communications at Time Warner Cable. "If raising their prices makes our service
look more attractive to customers by comparison, then that's good for us."
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Verizon Joins Broadband Price Hike Parade
AT&T Broadband boosts cable prices as well; other DSL rates have already jumped.

Tom Spring, PCWorld.com
Wednesday, May 02, 2001

The price of high-speed Internet access drifted a little higher into the stratosphere this week, with Verizon
Communications and AT&T Broadband both hiking prices. Other companies are expected to follow suit.

Verizon is announcing this week It Is retroactively dialing up higher prices for its OSl broadband Internet
access. The company is hiking its rates for consumer high-speed Internet service to $49.95 monthly from
$39.95 for basic service, effective May 1.

Meanwhile, AT&T says its rates for AT&T@Homeand Road Runner customers will jLJrD.R $6 starting June 1.
That brings the $39.95 existing price to $45.95 for customers who lease modems from AT&T Broadband.
Fees for modem owners will jump from $29.95 to $35.95.
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Get used to it, industry watchers
suggest. The price increases by two of
the industry's largest companies open
the door to rate hikes by other
companies that sell broadband service,
be it satellite, DSL, or cable, says
Michael Goodman, senior broadband
analyst.

Verizon Unveils Speedy Plans

Verizon's pricing scheme affects
720,000 Verizon DSL subscribers.
Existing customers whose yearlong
contracts have expired will get a 30- to
50-day notice of the price change.
Home users will be offered four options
for their service and business users will
get six choices.

Instant Alerts

Get email Alerts on stories that
match your interest. To choose
a keyword, click here.

Expert Help

Need help with your computer
question? Choose the right
expert at the right price,
anytime day or night, at

The company says it will continue to provide free DSL modems and Webcams to new DSL customers
through June 30. After that, Verizon will charge between $50 and $60 for installations. A yearlong contract
for all consumer service is still mandatory.

However, if you have recently signed a one-year contract with-Verizon for $39.95 monthly, the company
will honor that contract.

What's more--and it's not being advertised·-you can still get a $39.95 monthly no-frills service. But it's no
deal.

For a one-year commitment, you get one e-mail in-box, 5MB of Web space, and 5MB of e-mail storage--all

http://www.pcworld.com/news/article/O,aid,48945,00.asp 2/26/2002
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less than what the other plans offer. You get a free modem, but no PC Webcam. And you pay a $200

start-up fee, so a year's worth of service actually costs $10 to $20 more total than the standard $49.95
monthly plan. Verizon does not guarantee the $39.95 plan will still be available after the year's contract

expires.

High Speeds at Higher Prices

All of Verizon's consumer packages include four e-mail accounts, 10MB of personal server space, and
10MB of e-mail storage. The options then range from an introductory Enhanced Package ($49.95

monthly), which supports download speeds of 768 kbps and upload speeds of 128 kbps, to Verizon's most
expensive Professional Package ($79.95 monthly), which offers download speeds up to 1.5 mbps and
upload speeds of 384 kbps.

The company's prices rise everywhere effective May 1 except for California and New Jersey. California DSL
rates jump on May 6, and in New Jersey the new rates take effect this fall.

Verizon representatives say the new prices are in response to consumer demand for multiple bandwidth
packages. They also say prices and bandwidth options are the company's first attempt at unifying pricing
and bandwidth speeds since Verizon was formed through the merger of Bell Atlantic and GTE.

Under Verizon's new pricing plans, monthly fees drop for some services. A service with 1.6-mbps download
and 90-kbps upload speeds, currently priced at $89.95, is droppin9 in price to $59.95 (and upload speeds
are boosted to 128 kbps). An asymmetrical service offering 384-kbps upload and download speeds is also
reduced in cost from $92.95 to $69.95.

DSL Fees Jump Elsewhere

Verizon is only the latest provider to raise DSL prices. Earlier this year, SBC Communications and
EarthLink both ended a yearlong promotion by raising monthly DSL rates for consumers to $49.95 from
$39.95. However, both also lifted their yearlong contract requirement.

Prices for broadband Net access may even go higher, say experts. DSL providers, especially, have run into
technical snags rolling out services and haven't been able to win as many subscribers as they had hoped,
says Mathew Davis, Yankee Group senior analyst.

"Now you're seeing rates go up so DSL providers try to turn a profit," Davis says. He expects broadband
providers will test the waters to see how high prices can go before consumers stop biting.

Subsidizing Other Ventures

Indeed, related costs and expenses from other ventures contribute to broadband rate hikes. Factoring into
AT&T Broadband's rate hike is the cash starved Excite@Home, an AT&T subsidiary and wholesaler of AT&T
Broadband service. Goodman says Excite@Home has been hurt by an online advertising slump. AT&T is
hoping to recoup losses by increasing subscription prices. Because AT&T owns Excite@Home, it can raise
rates and improve both AT&T's and Excite@Home's bottom line.

The AT&T Broadband price hike will affect most of its 1.3 million cable modem subscribers. Exempted are
former MediaOne cable modem customers who do not subscribe to cable video services from AT&T
Broadband; they are already payin9 $49.95.

"The new prices reflect the value of our service," says Sarah Duisik, an AT&T Broadband spokesperson.

Raise Rates or Ole?

As DSL wholesalers have faltered, the impact has rippled down the DSL food chain to retail customers. The
end result, experts say, is a smaller choice of DSL providers as consumers and businesses turn to larger
DSL companies perceived as stable.

NorthPoint, with 100,000 customers, became the largest DSL prOVider to succumb to financial woes when

http://www.pcworld.com/news/article/O,a id,48945,OO.asp 2/26/2002
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it filed for bankruptcy and told customers their DSL service would be discontinued. But its troubles are far

from unique. More than a dozen small DSL providers, including Bazillion, Flashcom, and Zyan, have filed
for bankruptcy. Covad Communications and Rhythms NetConnections have both recently discontinued DSL
service in some of their markets.

"With the evaporation of credible DSL competition, there is nothing "keeping DSL prices down, II says Justin
Beech, founder of QSLl:~.J;;!P9rts_.com,a consumer site dedicated to broadband interests.

Verizon replies that it does have competition, namely the cable and satellite access services, more than
other DSL companies. That competition will keep prices in check.

Shop for Deals

Meanwhile, aside from AT&rs announcement, cable broadband prices have remained relatively- flat. In
some cases they've fallen. New Jersey's Optimum Online bundles premium cable television packages with
cable modem services, bringing Internet access fees to $29.95 monthly.

The average price for Time Warner Cable's high-speed cable modem service is $39.95, which includes a
modem tease. In some markets, such as Akron, Ohio, the price hasn't changed since 1997, says Mike
Luftman, a Time Warner Cable spokesperson. However, as the service was launched more recently in
larger markets such as Indianapolis, pricing was introduced at $44.95.

Verizon says customers can get their setup fee waived by ordering Verizon Online DSL packages in
combination with select Verizon dial-tone bundles, including call waiting, three-way calling, and voice mail.
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Verizon Communications and BeliSouth
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broadband service providers by hiking
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services.
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Verizon Friday raised the rates of its
basic consumer DSL service to $50 per
month, and BellSouth raised the price of
its lowest priced service package to $45
per month. SSC Communications and
Earthlink raised the price for their basic
service plans to $50 within recent
weeks, and AT&T Broadband this week
raised the price of its high-speed cable
service to $45.

Verizon is keeping a $40 per month
option available for consumers, but it
requires a non-refundable setup fee of
$200.

BellSouth's basic DSL service is already
priced at $50 per month, but the. carrier
reduced the discount it offers its
Complete Choice customers from $10
per month to $5 per month, said
BeliSouth spokesman David
Blumenthal. Complete Choice local
phone service includes a package of
added services like caller ID and call
waiting.

BeliSouth also increased the price of its
basic business DSL service from $60 to
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Qwest to Raise DSL Rates
Source: Albuquerque Journal

July 17, 2001 (The Digest) - Owest hopes to follow fellow
telecommunications giants in raising rates for its high-speed Internet
access to help defray high deployment costs.

Owest has asked the Federal Communications Commission for approval to
increase rates on digital subscriber lines that it markets primarily to small
business customers.

"Owest is one of the last providers of high-speed Internet access to
increase its prices, and the announced changes are comparable or lower
than other alternatives in the marketplace," said Owest spokesman Mark
Genrich.

Owest filed the request for the rate increase with the FCC instead of state
regulators because DSL is a service offered across state lines, said Marilyn
Bromberg, a company spokeswoman at the Denver headquarter.

The company has encountered additional costs as it deploys DSL service
in different areas, said Leo Baca, Owest's director of external affairs in New
Mexico.

AT&T Broadband, BeliSouth and Verizon, which operate in different parts
of the country, all raised their DSL rates within the last two months.

Owest's rate increase, expected to take effect Aug. 7, will add $2 per
month to Owest's DSL Deluxe service, bringing the cost up to $31.95. The
slightly faster Owest DSL Pro Deluxe service will increase by $5 to $55 per
month.

Owest's DSL 256 service will remained unchanged at $21.95 per month.

"Rates for broadband have been artificially low. They (telecom companies)
expected higher penetration rates," said Matthew Davis, senior analyst with
the Yankee Group, an organization that researches the communications

http://www.thedigest.com/more/130/130-103.html
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industry.

Page 2 of 2

Davis predicted DSL prices would increase and stay high for the next few
years. By 2005, enough people may be using the service for companies to
bring prices down from around $50 to $25 a month, he said.

Nationwide, companies that provide DSL service are feeling the pinch.
Qwest's stock has declined since September last year along with those of
other communications heavyweights like Tulsa, Okla.- based Williams
Communications and Broomfield, Colo.-based Level3 Communications.

Locally, DSL providers I-Highway and Jato Communications have gone out
of business since 2000.

"We're all feeling the economy and some of us are riding it out better than
others," said Qwest's Leo Baca.

Opinions expressed above are those of the Source, and not necessarily those of The Digest.
Absolutely all content and code on this website is © copyright 2001 Vantek Communications.

Syndicated news stories are the property of their respective copyright holders,
to whom we have paid a licensing fee.

http://www.thedigest.com/more/130/130-103.html

------ - ._-_..__ .__._---
2/28/2002



•

I



Market Power and Price Increases in the DSL Market

Yale M. Braunstein"

School of Information Management and Systems
University of California, Berkeley

July 2001

OVERVIEW

This paper discusses the current state of competition in the DSL market. Two competing bills are under
consideration in Congress. One, the Internet Freedom and Broadband Deployment &t of 2001 (HR 1542,
sponsored by Representatives Tauzin and Dingell) would eliminate the requirements for incumbent local
exchange carriers (the lLEG or "Baby Bells", companies such as SBC Communications and Verizon) to
share their facilities with competitors wishing to provide broadband services via DSL over their local loops.
On the other hand, the American Broadband Competition ht of 2001 (sponsored by Representatives
Cannon and Conyers), makes it clear that the provisioning of broadband services is subject to the provisions
of the antitrust laws.

All parties agree that competition in local broadband telecommunications is severely limited, but the
provisions in the TauziniDingell bill do not address the key problems. For example, lLEG control almost
95% of the telephone market in California, as measured by lines, and 90% of the residential DSL market
nationwide. The practices of the ILEG restrict the ability of other carriers to enter and compete. These
practices have included maintaining unreasonable delays in the provisioning of local lines and collocation
facilities and charging ISPs a wholesale price for DSL that is unjustifiably high. The ILEG attempt to
counter these charges by arguing that the residential broadband market is not just for DSL but must include
cable modems, satellites, and other broadband technologies. Given the presence of these competing
technologies, they say, the market is competitive and the ILEG should be freed of obligations to provision
lines and share their infrasttuetures. La}illg aside for the moment that this claim is inconsistent with the
philosophy underl}illg the Telecommunications &t of 1996, recent pricing practices and economic logic
together demonstrate the fallacy of their claims. For example, in Februaty 2001, SBO'Pacific Bell raised its
monthly rates for residential ADSL in California from $39.95 to $49.95. This would not be a rational move
in a competitive market.

OVERALL DSL MARKETSHARE

I believe that it is useful to look at recent trends in the DSL market to understand the dominant role of the
ILEG. Over the past year the lLEG share of the DSL market has increased from just below 75% to 83%
vmile the competitive local exchange carriers' (the CLEG) share has declined from 23.7% to 16.2%. (These
numbers come from TeledlOice: the remaining share of the market is served by inter-exchange carriers.)
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RESIDENTIAL DSL MARKETSHARE

During 2000 the Q£Cs did manage to increase their share of the residential market slighdy, although their
residential market share fell slightly in the first quarter of this )"at, probably due to the withdrawal of
Northpoint. However, it is important to note that at no time did the Q£Cs share of the residential market
surpass 11%. Furthermore, we should understand that these market share trends were not the result of a
static market. During this period the total number of DSL lines grew by 286% and the number of residential
lines grew by 314%. In fact, these market share results leads one to wonder why the lLECs are so interested
in driving the Q£Cs from what lime share of the market they have.

US Residential DSL Lines
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RELATIONSHIP BETWEEN MARKETSHARE AND PRIQNG

I have combined the ILECs market share data and the monthly fee charged for residential DSL service in
California on one chart to highlight that SBO'Pacific Bell's price increase occurred at the sarne time the
lLECs share of the market increased. I realize that this one fact in isolation does not prove that
SBO'PacBell took advantage of reduced competition to increase its rates. Nevertheless, we would not expect
to see such a relationship if the broadband market were as competitive as the lLECs claim. (In a competitive
market one would expect a price increase to be accompanied by a drop in market share.)
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The ILEa offer DSL services in both retail and wholesale markets. One result of this is that the ILEa
determine the cost of the key input for one group of their competitors. Some ISPs combine DSL service
offered by an ILEC with their connection to the Internet and sell the package to residential and business
subscribers. As the ISPs usually have only a very small share of the DSL market, they feel pressure to meet
the ILEa price for the combined service. However, when the wholesale-retail margin is set artificially low,
the ISPs are at an unfair disadvantage to the vertically-integrated ILEa.

The ILECs near-monopoly control of the local loops was recognized in the line sharing and unbundling
requirements of the 1996 Telecommunications Act. Although these provisions are criticized as unfair and
burdensome, they are both appropriate and consistent with previous remedies seeking to guarantee access to
"bottleneck" facilities.

Nevertheless, some argue that the presence of economies of scale SUppOItS the need to treat the provision of
telephone-nerwork-based broadband services differenrly from traditional voice services. Broadband services
should be relieved from the line sharing and unbundling requirements, according to this argument. One
should not accept this line of reasoning without detailed supporting evidence as it ignores the realities of the
DSL market. First, the argument for economies of scale is inconsistent with the recent price increases unless
one includes an explicit acknowledgement of presence of monopoly power in the setting of prices. Second,
there is the issue of the "shape" of the underlying cost functions. The question should not be whether scale
economies exist, but at what market share or size do they occur. It is important to remember that, while
economies of scale arguments have been used to justify the monopolies in local telephone service in the past,
the modem approach is to encourage new technologies and competitive entry wherever possible.
Unfortunately, the Tauzin/Dingell bill embodies a return to the past.

* Yale M. Braunstein is Professor of Information Management and Systems at the University of California, Berkeley. He
has served as an advisor and consultant to the Federal Q>tnmunications Commission, to the National
Telecommunications and Information Administration, and to regulatory and licensing agencies in other countries. Azeen
Chamarbagwala provided research assistance. Data sources include TeleChoice, and the FCC


