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The Telecom (Better Late Than Never) Revolution

8 IT POSSIBLE that, eight years

after the landmark 1395 Telecom-
munications Act was passed, federal
regulators are finaily understanding
what the telecommunications revaiu-
tion was supposed to be about?

Recent evidence is encouraging. n
Noveraber 204, the Federal Communi-
cations Coramission ruled that Von-
age, one of the leading providers of
telephone services over the Internet,
or Voice over Internet Protocoi (VoIP},

was exempt from the usual labyrinth -
of state vegulation because if clearly:
offered- an interstate’ service. The .

news about Vonage was preceded by

an October rule Jetting telephone com- -
panies construct a fiber-optic network’

within 500 feet of a home without hav-
ing lo share it with competitors. At the

same time, the FCC announced that |

electricity providers could offer Inter-
net service gver their power lines.
© Coliectively, these decisions sig-

nal z ciear retreat from nearly eight -

years of regulation that, in various
ways, undermined the promise of the

1996 Telecom Act. The Act was sup-

posed to usher in a great new era of

competition and innovation. Indeed,

hundreds of telecom companies, in-
chuding three 1 started mysel, burst
upon the scene, defermined to rein-
vent the way cusfomers bought dhd
received commaunications services.
What slt of us discovered is that

while the legisiation opened the play-
ing field, the regulators were stil! oper-

ating with cld assumptions abouf what
telecommunications meant and how
customers could use i3, Even though
the very nature of felecommunica-
tions had changed, the world of Wash-
ington regidation hadn't Rept pace.
In effect, fer much of the past

eight years, the FOC has beentegulat- |

ing the wrong industry. If repulators
are now seelng the light, they de-
serve applause. But the dasbhed prom-

ise of telecom reform ought to be & -

cautionary tale about what happens
when government tries to regulate an
industry evolving faster than even its
Jeading partictpants recognize.

It's worth recalting that until 1995, the
telecommunications industry stili existed

largely as two separate groups of power-

ful local of long-distance phosie provid-
ery, the relics of Judge Harold Greene's
nreak-up of the Bel monopolies in 1384

“I"he 1996 Telecom Act sensibly wanted to

make it easier for new eptrants—includ-

'mg wireless providers and cable compa- -

nies—to enter focal markets to provide
service, and to let the local companies
return the favor by offering long-dis-
tance and video seyvices. . -

BEut as the Act was implemented, it

wag €lear how littlé the FCC undersipod

how quickly the landscape-was changing.
Although they lét competitors entet what
had once been sepaiate monopolies, they
continned to mathtain- artificial -boand-
aries between services. They crepfed
new layers of regulation, setting up sepa-
rate rules for lecat phone, long distance,
and cable activity, even when all three

.were offered hy the.same ¢ompany.

So stuck wére they in the mindset of

treating each type of telecommunications -

as 3 distinet service, they didn’t recog-

nize the most far-reaching change taking
place right under their neses: the creation
of fiber nétworks that could deliver
phone, data, or video services over a sin-
gle network. Thése new networks in-

" stantly erased the distinctions ameng
phone calls, e-mails, and episodes of “Sex .

in the City.” Al of it could be transported
into the home across the same pipeline.
Yet regulators—aloig with many of the

telecom providers themselves—proceeded

as if they were blissfully unaware of this
shift. The regulators, chemploping the
idea of competition, contimied to tinker
with new riles and prices ailowing cable
and phone providers to gain access to
someone glse’s network. Meanwhile, many
of ihe largest providers were paying in-
Aated prices to buy up cable and wireléss
companies, thinking that simply combin-
ing different products under one cotporate
umbrella without. the efficiency of one net-
work was the angwer. They were wrong.
Both regylators and, maore surpris-
ingly, the industry gianis themselves
were 50 absorbed in the ramifications of
“unbundling” the. old local moropolies,

they missed the fact thal bundling set-
vices onto one network was the es-
sence of the telecom revelution.
 In fairness, most of the advocates
of “telecom reform” didn't recognize
this either. Astonishingly, the 1996
Telecom: Act makes only two brief
mentions of the Internst. Today, of
course, the Internet is the driver of
residential telecommunications, mak-
ing it possible for phone calls, music,
movies and Web pages to be dellvered
over a single netwerk to the home.
For such a system to work, the
companies that build or own their
own networks need to be free torede-
fine what telecommunications means
without munning the gantiet of reguia-
tions, rates, and rules that governed
traditional compartmented services
like voice or vided.
- Customers seem to have learned )
this quickly. Today they deniand pack-
ages that combine wireless phone ser-
vice with video on demand and a fat
rate for long distance—ali on a single
bill from cone company, 3¢ long as
there are high-speed nefworks that
can deliver these packages, this is the
future face of telecommunications.
The good news is that the FCC may
finally understand this and stop rying
to establistr the structure of the indus-
try from Washington. And it won'’t be
soon encugh. Before long an aspiring
entrepreneur will sell video over the
Internet just as Yonage and others are
now selling voice over the Intermet,
reconfiguring the boundaries of tele-
communications a over again.
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