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ABSTRACT

MARKET STRUCTURE AND INVESTMENT
BEHAVIOR IN THE INTERNATIONAL
TELECOMMUNICATIONS INDUSTRY

By
Kenneth Bishop Stanley

The international telecommunications industry pro-
vides an interesting case of the interaction of selected
structural variables, investment behavior, and industry
performance. The market is cartelized. Two firms, AT&T
and Comsat, provide the two principal types of transmission
facilities, submarine cables and satellites. Neither firm
is in a position to choose between the two technologies in
making an investment decision. Comsat is a Congressionally
created monopoly for U.S. participation in the inter-
national satellite system and is restricted to the satel-
lite technology. AT&T is thé principal firm that provides
cable facilities. AT&T is a customer, competitor, stock-
owner, and Board member of Comsat and provides communica-
tions services to final users. Comsat is generally pre-
cluded from direct access to the market and serves primarily
as a common carriers' carrier. Both firms are regulated by
the FCC and the allowable profits of each firm depend on

its capital investment.
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A number of implications about the existing market
structure are presented; the primary one concerns the in-
volvement of AT&T in Comsat. The objectives of the two
firms are not always consistent. With a substantial in-
vestment in cables, AT&T's position as the major stock-
holder and Board member of Comsat creates a major conflict
of interest. Comsat's ability to act independently on
policy matters and decision making is restricted due to
AT&T's direct representation in the company. As a result
of the AT&T involvement and its role as the major lessee
of satellite circuits, Comsat is essentially relegated to
the role of a vertical affiliate of AT&T.

The investment policies of AT&T and Comsat are
mainly based on corporate objectives rather than the
attainment of an economically efficient international com-
munications network. The basis of the AT&T policy is the
maintenance of a 50/50 balance of cable and satellite cir-
cuits. This policy is aimed at maintaining the role of
cables in international communications and preserving
AT&T's dominant market position. The depreciatibn policy
of AT&T, an integral part of investment, does not make
adequate allowance for technological obsolescence and
tends to result in a stockpile of potentially obsolete
equipment. The Comsat investment policy is aimed at in-
creasing the reliance of the international common carriers

on satellites by displacing the relative need for cable
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circuits. Large capacity satellites with reportedly low
capacity unit costs are launched. However, these costs
are not necessarily synonomous with low unit operating
costs.

The interaction of industry structure and invest-
ment behavior is examined through an analysis of the mix
of facilities and their operation for transatlantic com-
munication over the 1965-1970 period. The mix of facili-
ties varied but older, relatively high cost cables were
consistehtly utilized at high levels of capacity. The
original, high cost satellites have been replaced by more
advanced models with a consequent reduction in annual unit
costs and increased productivity. However, these advanced
facilities were not operated as intensively as the older
cables and exhibited significant idle capacity. The older
cables were simultaneously operated at capacity. In con-
sequence, the benefits of technological advancements were
partially nullified by the continued reliance on older
cables.

The principal conclusion of the paper is the need
for improvement in the performance of the international
communications industry. A number of suggestions are
advanced with a view toward improving the effectiveness of
regulation in this industry, given the existing market
structure. The emphasis is placed on improving the

information base of the FCC. Additional suggestions are
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presented that deal with changes in the market structure in
order to establish a different decision making framework

and stimulate market incentives.
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CHAPTER I

INTRODUCTION TO THE PROBLEM IN TRANS-

ATLANTIC TELECOMMUNICATIONS

In those industries designated as "public utili-

ties," government regulation is exercised in order to pro-

mote certain objectives. The regulation of public utili-

ties serves to protect the public from the abuses that may

result from monopolistic behavior. Among the goals asso-

ciated with public policy toward regulated industries are

the following:

1.

promotion of resource allocation between regu-
lated industries and other sectors of the
economy in a manner that is consistent with
consumer wants,

promotion of the maximum efficient use of
existing facilities through high load factors
thereby realizing potential economies of
scale,

assurance of adequate service at reasonable
rates,

prevention of undue price discrimination to
alleviate any adverse effects associated with
a redistribution of income,

minimization of the effects of negative extern-
alities, and

assurance of adequate consideration to non-
market objectives.

-e -



System optimization is an integral part of the task
of regulation as a means of achieving these goals. It is
part of an overall planning function to insure the provision
of adequate facilities necessary to satisfy demand require-
ments at the lowest cost in a manner that is consistent
with the simultaneous accomplishment of specified objec-
tives. System optimization involves planning the total
commitment of resources for an integrated network in a
manner that insures coordinated development and operation
of separate systems such that degeneration in performance
and wasteful redundancy are avoided. Increments to exist-
ing capacity are not the sole concern. System optimization
encompasses existing facilities as well as planned addi-
tions to capacity. Investment decisions are based on
inherited capital and planning into the future on the need
for additional facilities, the amount of expenditure, the
type of facilities to be added, the timing of additions,
and the retirement of existing facilities. These decisions
must be coordinated in light of existing capacity and
changing conditions if policy objectives are to be pro-
moted. System optimization is thus a continuous process of
partial adaptation to changing circumstances.

In addition to such economic criteria as resource
allocation and the efficient use of facilities, system
optimization requires an appropriate consideration of a

number of non-market objectives. The inclusion of these



non-market considerations in the decision making process,
along with the other goals, requires a balancing of multiple
objectives. The maximization of an individual objective is
not necessarily consistent with the promotion of an opfimal
system because every adjustment to satisfy one objective is,
a priori, non-optimal with respect to one or more other
criteria. The problem is one of joint maximization. For
instance, satisfaction of the marginal conditions required
for Pareto optimality will result in an optimal system on
the limited basis of economic criteria. However, to the
extent that other criteria are relevant, system optimiza-
tion cannot be based solely on the objective of economic
efficiency. The introduction of these non-economic cri-
teria will, therefore, involve second best type solutions.
In consequence, the determination of system optimization,
at any point in time and over time, is a complex under-
taking that involves a judicious balancing of multiple
objectives. \Enhancing the difficulty further is the speci-
fication of the objective function, i.e., denoting the
relevant criteria and the relative priority of each goal.

Theoretically, in the absence of externalities,
firms in a perfectly competitive market structure tend to
move in the direction of optimum production in accord with
consumer wants. Since no single firm can influence price
or output, market pressures are pervasive. Each firm is

under pressure to produce at the minimum attainable unit



cost and market price tends to equal this cost. Industry
output is at the maximum level that can be sold at a price
covering the minimum cost. Competitive pressures force the
firms to adopt cost reducing methods of production, remove
obsolete equipment, and add to capacity with the best
available capital alternative. Failure of a firm to respond
to market signals may cause bankruptcy if price reductions
do not allow a firm to recover the capital invested in
older equipment. In short, there is a tendency toward an
optimum number of firms supplying output at minimum costs
in a manner that is consistent with consumer desires.

Thus, market forces promote efficient resource utilization
without the need for outside regulation.

Public utility industries, on the other hand, are
typically characterized by a small number 6f firms, either
monopolistic or highly oligopolistic. The possibilities
for effective competition are thereby limited. The lack of
market pressures and the need for coordination of facili-
ties among the firms within an industry cause system opti-
‘mization to be a general problem in regulated industries.
In the absence of compelling market forces, regulated firms
do not operate under the same market pressures that lead to
an efficient utilization of resources as in the competitive
model. It cannot be presumed, a priori, that the private
objectives of such firms will be congruent with the gen-

eral policy goals. For example, a public utility operates



under some profit motive. As noted by Averch and Johnson,1
thé profit motive under a regulatory constraint on the rate
of return produces an incentive for unwarranted capital
expansion in order to camouflage excessive profits.
Further, expansion into noncompensatory markets may also

be encouraged as a means of masking monopoly profits. Re-
source allocation becomes distorted and facilities are not
efficiently utilized. Hence, there is a need for govern-
mental regulation of these industries to monitor behavior
and prevent abuses.

Transatlantic Telecommunications as
Related to System Optimization

Transatlantic telecommunications provides an
excellent example of the potential difficulties encountered
in attaining an optimal, integrated communication network.
The environment is one of continual change. The demand for
communications services is growing at a high annual rate.
The technology is improving at a rapid pace. New communi-
cations markets are developing. In this dynamic setting,
factors are present that may act as obstacles to the
achievement of system optimization. First, the market
structure is characterized by many imperfections, both

structural and institutional. The two primary firms, the

American Telephone and Telegraph Company (AT&T) and the

1Harvey Averch and Leland Johnson, "The Firm Under
Regulatory Constraint," The American Economic Review,
LII (1962).




Communications Satellite Corporation (Comsat), coexist in
a unique relationship. Second, two communication mediums,
satellite and cable, form the principal elements of the
communication network. Both systems are very capital
intensive and relatively inflexible once investments have
been installed. Once cables and satellites are installed,
many other decisions, such as the level of annual costs or
the division of output, are largely determined. Third,
Comsat and AT&T are regulated and, therefore, subject to
the tendencies that are peculiar to such firms. Finally,
numerous policy objectives are associated with the inte-
grated telecommunication network. These objectives range
from economic efficiency considerations, national defense
and service reliability to rapid development of satellite
communication, per se, as a national goal. These goals
may not be entirely consistent with each other and, there-
fore, relative priorities affect the composition of the
communication network.

In an endeavor to meet the various policy objec-
tives, as well as satisfy their own goals, AT&T and Comsat
make continuous alterations in the operation and capacity
of their communication systems in an attempt to adapt to
conditions in a changing environment. However, each firm
may be subject to systematic biases or employ policies that
hinder movement in the direction of an optimal, integrated

transatlantic telecommunications network.



In light of the foregoing observations, an inquiry
is made into the possible existence of obstacles that may
hinder a movement in the direction of system optimization.
No independent test of the attainment of system optimiza-
tion is presented. Similarly, a specification of the
optimal transatlantic communication network based on all
relevant objectives is not attempted. Rather, the inter-
action between selected structural and institutional
features of the international telecommunications industry
and the investment decision making behavior of AT&T and
Comsat is analyzed. An examination of this interaction is
undertaken with a view toward explaining its possible
effects on the mix of plant, as well as the allocation and
utilization of resources in the transatlantic communica-

tions network.

Approach and Major Conclusions

The market structure of an industry is an important
explanatory variable of the conduct of firms which, in
turn, affects performance. The institutional and struc-
tural features of the international telecommunications
industry, as it exists in its present form, are examined
first. The interrelationship of AT&T and Comsat is com-
plex and unique and offers a possible explanation for the
functioning of this industry in meeting communications
requirements. The overriding implication of the market

structure is that significant imperfections are present.



These imperfections are likely to hinder the ability of the
firms to adapt to changes in a fashion that fosters a
movement toward an optimum system.

Investment policies of firms influence the perform-
ance of an industry and are also important in their effect
upon market structure. The policies of AT&T and Comsat
toward additions to existing capacity, methods of depre-
ciation, and retirement are analyzed. The fact that cable
and satellite systems are very capital intensive and rela-
tively inflexible, once installed, give the investment
policies added significance. The service life of cable
systems is long and that of satellites is increasing. As
a result, decisions, particularly regarding cables, have
long lasting effects on the provision of communication
services. There is a strong indication that particular
aspects of the investment policies are inappropriate in an
environment characterized by rapid change. The investment
behavior is primarily geared toward firm objectives. AT&T
is attempting to maintain its dominant position through
investment while Comsat is concerned with capturing a
significant portion of the market by increasing the reli-
ance on satellite communication. In consequence, the
achievement of system optimization may suffer.

Empirical analysis, supplementing the descriptive
analysis of investment policies and the structural-

institutional features, follows. The empirical analysis



takes the form of cross-sectional calculations of annual
unit accounting costs and output-input indices for indi-
vidual cables and satellites over the 1965-1970 time frame.
These two measures are used in an attempt to compare unit
accounting costs and productivity of individual facilities
in operation over this time period. These measures are
helpful in assessing the consequences of Comsat and AT&T
investment decisions and operating procedures for facili-
ties in use. Significant differences exist among indi-
vidual cables and satellites in both annual unit accounting
costs and productivity. The conclusion is drawn that the
market environment does not produce sufficient incentives,
and indeed appears to hinder tendencies toward system
optimization.

The final chapter offers several suggestions to
improve operation of the transatlantic network or at least
to improve the ability of the Federal Communications Com-
mission to regulate the firms engaged in supplying overseas
communications services. This chapter consists of two main
sections. One section considers the information needed to
enhance the effectiveness of regulation. To the extent
this additional information has no significant impact on
the firms, more decisive action may be in order. There-
fore, the second section offers some preliminary sugges-
tions that would lead to a more fundamental restructuring

of the industry.



CHAPTER II

ORGANIZATION AND MARKET STRUCTURE OF THE
INTERNATIONAL TELECOMMUNICATIONS

INDUSTRY

The market structure of an industry may be an
important factor in explaining the behavior and perform-
ance of the firms composing an industry. The international
telecommunications industry provides a striking example of
the potential impact of market s£ructure and how it may
impede operation of the communication network.

The international communications industry is
divided into two interrelated segments for purposes of
discussion. At one level are the common carriers who
supply communication services directly to the final user.
The common carriers partially own the facilities used to
provide these services. The other segment of the industry
is represented by Comsat. This firm provides facilities
but does not generally supply communication services to the
final user. Rather, Comsat leases facilities to the common
carriers, for the most part. However, Comsat is a unique
and complex firm. The common carriers have an ownership
interest in Comsat and one, AT&T, is represented on the
Board of Directors. Comsat serves in three different

10
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capacities: as a common carriers' carrier, as a member of
the International Telecommunications Satellite Consortium
(Intelsat), and as the manager for Intelsat. As a member
of Intelsat, Comsat is not in a position to act indepen-
dently on all aspects of satellite communication without
following the policies of Intelsat. In addition, Comsat
is regulated by the Federal Communications Commission whose
decisions also affect the firm's operations. The inter-
relation of the firms, Intelsat, and the FCC affects the
transatlantic communication network in a manner that may
not be entirely beneficial to the promotion of an optimal
network. The interrelationship and its implications are
developed in this chapter.

Growth of International
Telecommunications

In recent years the international telecommunica-
tions industry has been experiencing rapid and continuous
change. The dynamic nature of this industry is exem-
plified by the growth in communication traffic and techno-
logical innovation. Annual traffic has been expanding at
an exceptionally rapid pace. Measured in terms of total
minutes, transatlantic telephone traffic increased 88 per-
cent over the 1965-1969 period, with the annual rate of

change varying from a low of 6 percent to a high of 25
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percent.1 Growth of telex traffic exceeded that of tele-
phone traffic. For the same period, measured in minutes,
telex grew 185 percent with the annual rate varying from

27 percent to 32 percent.2 Telegraph traffic, another
principal form of communication in the transatlantic net-
work, experienced little growth over this period. Measured
by words, it increased only 3 percent with the annual rate
varying from 4 percent to a negative 1 percent.3 The
stability of telegraph traffic was more than offset by the
exceptional growth in telephone and telex traffic.

To a large extent, the increasing demand require-
ments for transatlantic service may be explained by
advances in communication technology that have resulted
in an expansion of cable capacity, improved quality of
service, and a reduction in the per circuit investment
cost. In fact, development of the first transatlantic,
repeaterized cable, TAT-1, by the American Telephone and
Telegraph Company (AT&T) and the General Post Office of

England, provided the original impetus to this traffic

1Federal Communications Commission, Statistics of
Communications Common Carriers, 1965-1969 (Washington,
D.C.: Government Printing Office), Table 15. The per-
centages are based on transatlantic traffic to and from
Europe, Africa, and the Middle East. Some traffic to cer-
tain Far East countries, e.g., India, Pakistan, and Ceylon,
also uses transatlantic facilities but it has been ex-
cluded from the totals.

2

Ibid., Table 24.

31bid., Table 23.
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growth. TAT-1 commenced operation in 1956 and was a major
advance in cable technology. This cable had an original
capacity of thirty-six equivalent voice-grade circuits
enabling it to handle thirty-six telephone conversations
simultaneously.4 The instant success of TAT-1 stemmed from
its high quality of service and reliability, and demand
grew so rapidly (traffic volume nearly doubled in one year)
that additional capacity was soon needed. To meet the
traffic demand, TAT-2, a technological duplicate of TAT-1,

was installed in 1959.5

Techniques were developed to
increase the capacity of TAT-1 to forty-eight voice cir-
cuits, and it was further expanded by 37 circuits with the
introduction of Time Assignment Speech Interpolation (TASI)
equipment in 1960.6 More advanced cables with larger

capacity have been developed to meet the continued growth

in demand. A new lightweight cable design using rigid

4A voice grade circuit serves as a unit that indi-
cates the capacity of communication facilities. It is the
unit or fraction which customers purchase and is the amount
of frequency bandwidth required to transmit a normal tele-
phone conversation. Telegraph messages, data sent at vari-
ous transmission speeds, television and other possible uses
all require either fractions or multiples of this basic
capacity unit.

5TAT—Z is longer than TAT-1 and requires 57 flexible
one-way repeaters compared to 51 for TAT-1, otherwise the
cables are identical.

6TASI is a device which takes advantage of the
pauses in speech and enables a cable to handle an increased
number of telephone conversations with no increase in the
circuit capacity of the original cable.
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7 This

two-way repeaters was introduced with TAT-3 in 1963.
cable, like the éoon-to-follow TAT-4, had an original capac-
ity of 128 circuits that was subsequently increased to 138
circuits. With the most recent cable, TAT-5, incorporating
a transistorized repeater, capacity jumped to 720 circuits.8
Service with the TAT-5 was initiated in March, 1970.

While the advances in cable technology were
important, a very significant technological breakthrough
after TAT-1 was the development of satellite communication.
The development of satellites as a means of communication
culminated in the launching of Intelsat I (Early Bird) on
June 29, 1965, and introduced communication to the space
age. The basic capacity of Intelsat I was 240 equivalent
voice-grade circuits for point-to-point communication in
the heavy traffic corridor between North America and
Europe.9 Intelsat I was quickly followed by Intelsat II
in 1967, also with 240 circuits, but equipped with multiple

station access capability and earth mode coverage (northern

7The original cable, TAT-1, was actually a twin
cable with each cable being unidirectional and therefore,
the repeaters were one-way. TAT-3 was a single cable cap-
able of transmitting in both directions with the two-way
repeater.

8The original estimate of the capacity of TAT-5 was
720 circuits. This figure was then revised to 825 cir-
cuits after operation commenced. It now appears that 845
circuits can be obtained from TAT-5.

9Point-to—point communication refers to the fact
that the satellite could operate between only two earth
stations at one time.
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and southern hemispheres).10

Satellite capacity jumped to
1,200 voice-grade circuits with the inauguration of Intelsat
III in 1968. This satellite series exapnded multipoint com-
munications capability and the capability for transmitting
all forms of communications simultaneously. In a relatively
short period, international telecommunications experienced
traffic growth approximating a compounded annual rate of
20 percent per year and two major technological innovations.
The advent of communication by satellite altered
the conditions existing when submarine cables were the
primary means of transoceanic service. Prior to satel-
lites, each additional cable stimulated new demand to such
an extent that, in short periods of time, capacity was
insufficient. This situation was temporarily relieved by
cables with greater capability. However, due to the
limited number of circuits in the original TAT cables there
was constant pressure to expand capacity. While satellite
communication continued to stimulate demand and permitted
new forms of transoceanic communication, e.g., television
transmission, the quantum jumps in capacity initially pro-
duced by the emergence of the satellite raised the possi-

bility of excess capacity for extended periods of time.

10Multiple station access capability means that a
satellite can operate with several earth stations at one
time. Early Bird communicated with only two earth sta-
tions. The communication link was dedicated between a
U.S. earth station and one in Europe. The down link in
Europe rotated among the five European stations on a
periodic basis.
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Market Structure of the International
Common Carriers

The assimilation of technological change and adapt-
ation to expanding demand by an industry is influenced by
the market structure and institutional features existing
within the industry. Certain industry structures are likely
to be more conducive to incorporating these factors than
others. For example, in a perfectly competitive market a
cost reducing innovation will be immediately introduced.

If existing firms do not adopt the change, a new firm will
enter the market and, because it can undersell its rivals,
the remaining firms will be forced to follow suit or their
survival will be jeopardized. Similarly, in the case of
expanding demand, existing firms will increase their scales
of production and new firms will be attracted to the
industry thereby increasing supply. On the other hand, a
monopolist is not confronted by similar pressures that
force him to adopt a technological change. If the monopoly
firm has developed the innovation and feels that other
firms will not be able to duplicate the new process and
impinge upon his market, pressures will be all the weaker.
For similar reasons, growing demand may only be countered
by an increase in price. Neither active nor potential
market pressures may be present in a monopoly situation to
produce results that are guaranteed in a perfectly com-
petitive structure. The structural and institutional

features of the international communications industry more
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closely approximate the monopoly situation and, therefore,
require close scrutiny.

The market structure of the international communi-
cations industéy is examined in two parts because of its
unusual nature. One segment is composed of the four
primary international common carriers: AT&T, International
Telephone and Telegraph World Communications (ITTWC), RCA
Global Communications (RCAC), and Western Union Inter-
national (WUWI). The second part of the market structure
involves the two firms, AT&T and Comsat, that provide com-
munication facilities. The four common carriers provide
communication services directly to the final user, and are
the American owners of the five TAT cables on an Indefeas-

ible Right of User basis, or on an ownership basis.11

Cable ownership is, therefore, a joint venture.12
Although ownership is cooperative, the common car-

riers do not serve the same market as a result of the

TAT-4 decision.13 This decision divided the market into
two categories: (1) voice communication, and (2) record
11

An Indefeasible Right of User is a long-term, non-
revocable lease through which the user is assessed a pro-
rata share of the costs of the cable.

12In addition to the joint ownership by American
firms, each cable is partially owned by one or more foreign
entities known as foreign correspondents. Ownership is
generally on a 50/50 basis between the American firms and
the foreign correspondents.

13American Telephone and Telegraph Company,
37 FCC 1151 (1964).
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and alternate voice-record communication. AT&T is the sole
supplier of voice service and the record carriers (ITTWC,
RCAC, and WUI) serve the remaining portion of the market.
The rationale underlying this market division
emphasizes an important characteristic of the industry.
Originally, the transatlantic cables installed by AT&T and
its foreign correspondents were for telephone use only.
The telegraph (record) carriers operated their own facili-
ties. However, the TAT cable circuits could easily handle
telegraph traffic because it requires less capacity per
unit than telephone traffic, i.e., one telephone circuit
can be divided into numerous telegraph channels, (20-40),
depending on the equipment used. AT&T made cable facili-
ties available to the telegraph carriers on the same basis
as it leased them to the general public. As a result, the
telegraph carriers were at a distinct disadvantage in pro-
viding leased voice-grade circuits for leased voice-record
use. The cost of a circuit in the telephone cable to the
telegraph carriers was identical with the charge to
potential customers, e.g., the U.S. Government, for leased
circuits, thus preventing the carriers from competing with

14

AT&T on an equal basis. As noted by the Federal

14AT&T's pricing practice, in this instance, is an
excellent example of limit-entry pricing. In this case,
pricing was used for the purpose of eliminating competition
by the record carriers so that AT&T could extend its
monopoly from voice communications into the alternate
voice-record market.
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Communications Commission in the TAT-4 decision, this set
of circumstances would seriously jeopardize the viability
of the record carriers if allowed to continue, because

when we [the Commission] permitted AT&T and the

record carriers to compete for the business of

defense agencies for leased circuits for alternate

and simultaneous voice-record use, AT&T received

all the leases despite the fact that it was then

authorized to provide circuits to the international

record carriers for their use in competing with it

for this business.l

The danger existed that AT&T, already a virtual
monopolist in voice traffic, could take advantage of its
position as owner of the cables, and extend its monopoly
to the alternate voice-record market and possibly to the
entire international field. International communications
would then become an extension of its domestic monopoly.
In order to curtail this threat, the FCC divided the market
and prohibited AT&T from making further incursions into
alternate voice-record traffic. The international record
carriers were also granted a share of the ownership in
cables on the basis of a formula prescribed by the Commis-
sion. The telegraph carriers are, thus, assured of the
record, alternate voice-record market and compete among
1

themselves in this growing area.

Although the communications market is divided,

AT&T continues to be the sole common carrier engaged in

15American Telephone and Telegraph Company,
op. cit., p. 1159.
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adding cable facilities across the Atlantic. AT&T has
determined the need for the TAT cables, and upon receiving
FCC approval, has installed them. However, the addition of
facilities by AT&T is not a unilateral action. AT&T must
negotiate with foreign parties in addition to obtaining a
landing and laying license from the FCC for each cable
terminating in the U.S. Each cable terminates in a foreign
country. The foreign entities involved in communication
ventures must, therefore, be accommodated. The agreement
between AT&T and the foreign entities involves all aspects
of a particular cable, from sharing the investment expendi-
ture to circuit allocation to foreign points from the U.S.
Thus, on the one hand, AT&T's ability to act independently
is constrained by its agreements with foreign entities, and
on the other hand, by the requirement for FCC approval of
the cable application.

The role of the record carriers is of minor
importance in initiating additions to existing facilities.
As a group, they share a portion of the investment and
operating costs and are allocated a minority share of the
circuits as determined by the FCC on the basis of the number
requested by all applicants in relation to the circuit -
capacity of the cable. They own about one circuit to every

three owned by AT&T which is the predominant influence in
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16 Their main func-

applying for new cable authorizations.
tion in these formal requests for new cables appears to be
the support of AT&T applications.

A primary source of AT&T's dominant position in
international communications, vis-a-vis the record car-
riers, is the vertical integration of the firm. In addi-
tion to providing retail service, AT&T is involved in the
development and manufacture of submarine cables. Bell
Laboratories, which has been involved in the development of
each TAT cable, performs the research and development func-
tion for AT&T. Western Electric, the manufacturing affil-
iate of AT&T, adds to the vertical relationship. Western
Electric has produced an increasing portion of the com-
ponents comprising a cable system since the installation of

TAT-l.17

Finally, there is ownership of the cable-laying
ship, Long Lines, by AT&T. The Long Lines commenced service
in 1963 with TAT-3, and has been used for laying subsequent

cables. Thus, the AT&T network is virtually complete: from

161n their replies in FCC Docket 18875, as of May
30, 1970, the record carriers indicated a total of 145
cable circuits in service while AT&T had 537.

17An analysis of cable investments shows that AT&T
was initially involved in cable development and the manu-
facture of repeaters. With TAT-3 it expanded to cable load-
ing and laying, and with TAT-4 Western Electric manufactured
a portion of the cable. After the completion of the TAT-5
project, AT&T closed its cable manufacturing plant in
Baltimore. However, AT&T continues to produce the cable
repeaters, a significant portion of the total investment
cost.
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the design of segments of the cable systems to retail ser-
vices for the consumer.

Although the exact effect of AT&T's vertical inte-
gration is difficult to determine, it does give AT&T the
capability for maintaining its dominant position. The
record carriers have not designed, produced, and installed

18 AT&T's

a modern, high capacity transatlantic cable.
involvement in the development of cables provides the
company with an ability to control the rate of innovation,
unchallenged by the record carriers. AT&T has been the
sole American firm involved in designing the TAT cables,
and by capitalizing on its entrenched position as a com-
plete, vertically integrated firm, AT&T can safequard its
position with the record carriers dependent on it for

cable circuits.19

18Standard Telephones and Cables, Limited, a sub-
sidiary of ITT, manufactures cables and repeaters. This
English firm manufactured half of the TAT-3 cable before
Western Electric began cable preduction with TAT-4.

191t is interesting to note a statement attribut-

able to Harold M. Botkin, Assistant Vice President of AT&T
and a member of the Board of Directors of the Communications
Satellite Corporation at the time. The statement indicates
that AT&T may favor a conservative, low-risk policy with
regard to technological innovation:

We feel, however, that the desired performance can

be better achieved through extension and refinement

of techniques that have proven integrity. Such an

approach eliminates the hazard of depending on

basically different techniques not yet proven in

the rigors of a submarine cable environment. . . .

Substantial manpower and costs are involved in the

detailed development of the S.G. system. Before
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While the relation between AT&T and the record
carriers is important, the second aspect of market struc-
ture in this industry is more significant. This aspect
involves the relationship between AT&T and Comsat and is
the more relevant rivalry because the satellite system
offers an alternative communication system that may counter-
act AT&T's dominance. The position of Comsat in the
industry and its relation to the common carriers is quite
compléx and must be examined in detail to understand the
ramifications of this market structure and its attendant
implications.

Comsat and Its Relations to the
International Carriers

Organization and Ownership
of Comsat

Congress provided for the establishment of Comsat,
the United States' representative to the International
Telecommunications Satellite Consortium (Intelsat), with
the enactment of the Communications Satellite Act of 1962.20

As outlined by Congress, the objective was to "reconcile

private ownership and profits with rapid development of a

starting this detailed development it is desir-

able that we have reasonable assurance that this

system will be used.
This excerpt is from a letter to Bernard Strassburg, Chief
of the Common Carrier Bureau, FCC, August 22, 1969.
20Communications Satellite Act of 1962, 47 U.S.C.
(1962) .
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global relay and wide diffusion of benefits."21 To

accomplish this goal, a unique and heretofore, unprece-
dented organization was created.

Comsat, the sole U.S. firm in the field of inter-
national satellite communications, can justifiably be
termed an experiment in industrial organization. This
company is a privately-owned corporation that is subject
to regulation by the Federal Communications Commission
(FCC) and not an agency or establishment of the United
States government. Ownership of Comsat is vested with
communication common carriers, equipment suppliers, the
general public, and limited foreign interests. The common
stock is divided into two categories: Series I (public
shareholders) and Series II (carrier shareholders).
Series II stock is separated further into sotck with vot-
ing rights and non-voting stock. Those communication
common carriers designated as "authorized carriers" are
entitled to own stock with voting rights. The aggregate
of the voting stock owned by common carriers, directly or
indirectly, cannot exceed 50 percent of the shares of
such stock issued and outstanding.22 At the end of

January, 1971, 93 communications common carriers held

21Harvey J. Levin, "Organization and Control of
Communications Satellites,” University of Pennsylvania Law
Review, CXIII, No. 3, 31l6.

22

Communications Satellite Act, op. cit., Section
304.
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2,963,225 shares of Series II voting stock.23

The leading
stockholder wass AT&T with 2,895,750 shares or 97.7 percent
of Series II stock and about 30 percent of all voting
stock. In addition to voting stock, Comsat is authorized
to issue non-voting securities, bonds, debentures, and
other certificates of indebtedness. To the extent that the
common carriers own these non-voting issues, they may
include them in their respective rate bases.24
In addition to owning Comsat stock that gives the
common carriers voting power, the international carriers
are represented on the Board of Directors. The Board of
Directors is presently composed of nine members selected
by the general public stockholders, three from the common
carriers, and three appointed by the President of the

25 The three common carrier Board members

United States.
are representatives of AT&T. Common carrier stock owner-
ship and representation on the Board have far-reaching

implications that are compounded by other factors peculiar

to Comsat.

23Communications Satellite Corporation, Annual
Report 1970, 1971.

24Communications Satellite Act, op. cit., Section
304. To date this type of stock has never been issued.

25Originally the Board was composed of six common
carrier representatives, six public representatives, and
three Presidential appointees, as stipulated in the Com-
munications Satellite Act. Board representation was
altered to the present configuration in 1971.
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Representation of the international common carriers
on Comsat's Board of Directors presents the immediate
problem of conflicting interests.26 These representatives
must promote the Congressional mandate of rapid technologi-
cal development in satellite communications. At the same
time, as submarine cable owners, they cannot remain im-
partial to the interests of the international common car-
riers whom they represent. The carriers have substantial
investments in cable communication and are prohibited from
investing in their own satellite systems. The extent of
the cable interests is particularly true of record carriers
whose rate bases depend on cable and radio investment, with
the exception of minor earth station interests.27 Since
the allowable return for a regulated firm is directly pro-
portional to its rate base, assuming the same rate of

return, the carriers have a strong incentive to protect

26The possibility of conflicting interests has not
gone unnoticed. Senator Mike Gravel introduced a bill,
S702, on February 10, 1971 that would bar carrier represen-
tatives from sitting on the Comsat Board after January 1,
1972 and bar carrier stock ownership after January 1, 1973.
Representative Robert O. Tiernan introduced a bill, HR6651,
that would give the common carriers until January 1, 1974
to sell their Comsat stock. Further, this bill would re-
move carrier elected members and Presidentially appointed
members from Comsat's Board.

27The extent of record carrier interest in earth
stations, as a percentage of total capital is as follows:
1967 1968 1969
WUI 3.6% 5.3% 6.2%
RCAC 2.5 3.8 3.7
ITTWC 2.8 4.1 4.2
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their investments. Achievement of this goal can be
realized by depreciating facilities over their expected
lives and not being faced with sudden obsolescence. How-
ever, rapid technological advance in satellites may
jeopardize existing investments in cable facilities by
rendering them obsolete, thereby subjecting them to pos-
sible removal from the rate base. Such an occurrence would
leave the common carriers with a depreciating and declining
portion of the industry's communications plant.
Under such circumstances it seems likely that the

carriers would try to protect themselves against

. . . the threat that satellites present to their

existing and planned rate base which consists of

cable and radio facilities, and a threat which

virtually affects the "expeditious development"”

of the satellite venture and the future of the

communications industry.28
Representation on the Board of Directors may enable the
common carriers to protect their vested interests by plac-
ing them in a position to influence not only Comsat offi-
cials but other Board members not affiliated with cables.
Such a consolidation may then be influential in affecting
Comsat's plans and decisions regarding the satellite sys-
tem. Thus, the carrier representatives have two fiduciary

interests. The representatives are placed in a position of

being required to promote the interests of satellite

—

28Herman Schwartz, "Comsat, the Carriers, and the
Earth Stations: Some Problems with 'Melding Variegated
Interests,'" The Yale Law Journal, LXXVI, No. 3, 450.
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communication while protecting the common carriers'
interests. Obviously, the two interests will not coincide
on all matters. A potential for conflict is clearly
present and may result in a compromise in order to pro-
tect vested interests in cables. Satellite development
then suffers.

Implications of Stockowner-

ship and Manufacturing
Affiliations

Further complications may result from the distribu-
tion of stock. At least two record carriers are affiliated
with firms capable of producing satellite system components.
RCA, the parent company of RCAC, has the capability to pro-
duce satellite components. In addition, Sylvania Electric
Products Inc., a subsidiary of GT&E which, in turn, gained
control of the Hawaiian Telephone Company in 1967, was
awarded a subcontract by Thompson, Ramo, Woolridge (TRW)
for building the antenna system of the $40 million Intelsat

29

IITI series. ITT, the parent company of ITTWC, manu-

factured the transponders for the same satellite series.30
At the time of the subcontracts, the President of the

Hawaiian Telephone Company was a member of Comsat's Board

29Wayne E. Green, "Comsat's Failures Created Some
Hardships, But Technology was Improved as a Result," The
Wall Street Journal, July 17, 1969, p. 28. The figure of
$40 million is $8 million greater than the basic price for
six satellites as reported in Comsat's Annual Report of
1966.

307p34.
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and ITT owned 1,050,000 shares of Comsat stock and was a
member of the Board.

In addition to the integrated carriers, equipment
manufacturers supplying satellite system components are
entitled to ownership of Comsat voting stock. Ownership
of voting stock raises the potential for favoritism in
supplying the substantial requirements of Comsat. The
problem posed by such ownership concerns the independent
hardware suppliers who do not own Comsat stock. The fact
that the independent firms are not stockholders may place
them in an unfavorable position for any given contract
vis-a-vis their competitors. The integrated carriers and
equipment stockholders may have the desirable advantage of
preference for the prime contracts to expensive satellite
subsystems.

The possibility of favoritism in the awarding of
contracts was recognized in the enabling legislation by
requiring Comsat to buy equipment on a competitive bid
basis. However, the procurement rules do not necessarily
guarantee equal accessibility to contracts. The suppliers
owning stock may still be in an advantageous position.
These firms may have received some of the first contracts
or subcontracts and, thus, gained invaluable experience
and knowledge in the early stages of development. Such an
advantage would undoubtedly give these firms a headstart

that may be difficult for the independent firms to overcome.
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This same result may occur if specifications for equipment
are geared to facilities produced by particular hardware
companies. If not specifically prevented, Comsat may
indulge in favoritism by specifying model designs to favor
the capabilities of particular equipment suppliers. The
possibility of such an occurrence may have taken place
with the Intelsat III generation of satellites. Hughes
Aircraft Company, the spacecraft contractor for the first
two generation satellites, lost the bid to TRW for
Intelsat III. One reason given by Comsat officials was
that Hughes was "unresponsive to Intelsat specifications."31
The implications of preferential treatment or
inside knowledge are more serious if they result from
representation on the Comsat Board of Directors. 1In
this case, prior knowledge of Comsat's long-range plans
may be combined with vertical integration of the common
carriers. The integrated common carrier could have the
advantage of additional time to design a subsystem meet-
ing the rigid specifications of Comsat. Furthermore, the
carrier would have the capability for manufacturing the
equipment once it is designed. This knowledge would give
an integrated carrier a decisive advantage in winning
future contracts that may amount to many millions of

dollars for one generation of satellites.

31Lawrence Lessing, "Cinderella in the Sky,"
Fortune, October, 1967, p. 201.
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Ownership participation of this kind by some hard-
ware manufacturers may also impede the research efforts by
independent suppliers. An independent firm will be reluc-
tant to engage in research without a reasonable chance of
recovering research dollars. As a result, vertical inte-
gration combined with ownership participation may not be
conducive to the independent supplier challenging the
technical status quo, and may discourage innovative efforts
in the equipment market. The dampening effect on research
efforts may retard the development of satellite systems
thereby neutralizing the potential benefits of satellites.32

A prime example of the difficulty facing a non-
integrated, non-stockholding firm is illustrated by Hughes
Aircraft Company, an aerospace equipment supplier. Before
any satellites had been launched, AT&T proposed a global
satellite network consisting of satellites, similar to its
own Telstar, in random orbits at an altitude of 6,000
miles. This system involved approximately fifty satellites
and highly sophisticated earth stations to track a satel-
lite passing in and out of range every twenty minutes. If
a pair of earth stations was to provide continuous trans-

mission of communications, it would necessitate "picking up"

321n this same context, it should be pointed out
that the development of cable technology may be subject to
Similar impediments. 1In fact, the potential for even
greater foreclosure to independent suppliers is present
because of AT&T's vertical integration.
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a new satellite as another moved out of range. The pro-
posal involved a sizable capital outlay and was the basis
for the original capitalization of some $200 million by
Comsat.

In contrast with the AT&T plan, the synchronous
satellite plan offered by Hughes Aircraft involved satel-
lites being placed in orbit at 22,300 miles in a plane with
the equator. 1In this orbit, the speed of the satellite is
exactly the same as the rotation of the earth. Thus, the
satellite appears to be fixed. Three satellites placed in
such an orbit provide total earth coverage. Therefore,
fewer satellites are needed than under the AT&T plan.
Furthermore, since the satellites are essentially fixed,
less complex earth stations are necessary. The simplicity
of this plan relative to AT&T's proposal is reflected in
significant cost reductions.

The synchronous satellite plan resulted solely from
the research of Hughes and culminated with the development
of Syncom, the original synchronous satellite. However,
AT&T and others strongly favored the random orbiting satel-
lites with extensive and costly ground systems. Hughes
encountered considerable difficulty in gaining acceptance
of Syncom which was technologically superior and provided
a lower cost satellite system.

For two years Hughes knocked on every door at

NASA, the Defense Department, and AT&T, trying
to sell the system. It was brushed aside as
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being technically unsuitable for telephone trans-

missions, and too simple to solve the tough prob-

lems of holding a satellite in synchronous orbit

a technology said to be at least ten years away.é3
Comsat did enter into a contract with Hughes for synchron-
ous satellites soon after the formation of its Board of
Directors thereby defeating the AT&T satellite plan. The
Board was originally formed in 1963 and the contract was
concluded with Hughes in March, 1964 with the synchronous
satellite becoming the standard approach to all satellite
systems. This episode stresses the possibility of road-
blocks to acceptance of a more advanced technology because
of vested interests and the difficulty of an "outsider" in
gaining access to the market.
Comsat's Function in the
International Telecom-

munications Satellite
Consortium (Intelsat)

Intelsat is composed of eighty member countries
that finance and own the space segment of the satel-
lite system. Within Intelsat is the governing body, the
Interim Communications Satellite Committee (ICSC), estab-

lished by the Interim Agreement.34

Any entity or group of
entities with a quota of 1.50 percent or more of financial

investment is entitled to representation on the ICSC.

33Lessing, op. cit., p. 202.

34A definitive agreement is being negotiated to
replace the Interim Agreement and could result in some
changes within Intelsat.
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Presently there are eighteen members. Voting power in the
ICSC is in proportion to the ownership interest of the
participants.

The authority of the ICSC covers all aspects of the
space segment of the satellite system.

The ICSC makes all important policy decisions for

Intelsat, including the pricing of units of satel-

lite utilization, decisions relating to the award

of important manufacturing and service contracts,

satellite launchings and other matters necessary

for the design, development, establishment, main-

tenance and operation of the space segment of the

global communications satellite system.
Decisions on most important matters coming before the ICSC
require the vote of Comsat plus votes representing at least
a 12 1/2 percent ownership interest. Thus, no decision can
be made without Comsat concurrence, but Comsat approval
will not guarantee passage of a policy without support from
at least two other entities.

In addition to being the principal financial con-
tributor to Intelsat and a representative on the ICSC,
Comsat acts as Manager for Intelsat. In this capacity,
Comsat procures the satellites and other facilities and
equipment for the space segment, arranges for the launching
of the satellites, operates the space segment, including
the satellites and associated tracking, telemetry and com-

mand equipment, and collects and disburses all funds re-

ceived from capital contributions and operating revenues.

35Communications Satellite Corporation, Report to
the President and Congress, 1968.
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However, in spite of its duties as Manager of the
space segment, Comsat cannot operate unilaterally. It
must act pursuant to the general policies and specific
determinations of the ICSC. Comsat is constrained in its
actions by the necessity of securing approval from the
ICSC. If, for example, Comsat determines that another
satellite is needed in the Atlantic Basin, approval of the
ICSC is needed before the launch takes place. This rela-
tionship serves as another constraint on Comsat's ability
to act as a free agent, particularly in regard to invest-
ment decisions.

FCC Decisions Affecting Industry
Structure and Conduct-30

The joint ownership arrangement of Comsat with its
attendant implications extends to earth station ownership.
The Comsat Act empowers the FCC to

grant appropriate authorizations for the construc-
tion and operation of each [U.S.] satellite termi-
nal station, either to the corporation or to one or
more authorized carriers or to the corporation and
one or more such carriers, jointly, as will best
serve the public interest, convenience and neces-
sity. 1In determining the public interest, conveni-
ence, and necessity, the Commission shall authorize
the construction and operation of such stations by

36A more detailed discussion of these decisions is
contained in "International Telecommunications: Dynamics
of Regulation of a Rapidly Expanding Service” by Asher H.
Ende in Law and Contemporary Problems, XXXIV, No. 2
(Spring, 1969).
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communication common carriers or the corporation,

without preference to either.37
Originally there was a question about ownership and the
point of interface. Comsat felt that it should own and
operate U.S. earth stations while the carriers argued that
they should be entitled to partial ownership rights. The
question of interface involved a determination of whether
it should be at the gateway city nearest the earth station
or at the earth station sites. The Commission favored
Comsat ownership and operation with interface at the earth

38 The terrestrial carriers

stations in its First Report.
would be permitted to provide the facilities between the
gateway cities and the earth stations. However, ownership
authorizations were amended by the Second Report in the

39 With this decision the FCC

"Earth Station" decision.
determined that U.S. earth stations would be jointly owned
by Comsat and the international common carriers for an
interim period with the former acting as station manager.
For example, in the continental United States, Comsat would

have a 50 percent ownership interest and the common carrier

portion would be divided as follows: AT&T--28.5 percent;

37Communications Satellite Act, op. cit., Section
201 (c) (7).
38

Proposed Global Commercial Communications Satel-
lite System, 38 FCC, 1104 (1965).

39Ownership and Operation of Earth Stations,
5 FCC 2d 812 (1966).
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ITTWC--7.0 percent; RCAC--10.5 percent; and WUI--4.0 per-

40 Shared ownership of earth stations redistributes a

cent.
portion of satellite investment from Comsat to the common
carriers for inclusion in their respective rate bases.
However, there is another consequence of the Earth Station
decision that could compromise use and development of satel-
lite technology.

The rationale for the interim FCC ruling was that
the carriers possessed technical knowledge that could be
exchanged among concerned parties. The interchange of ideas
and cooperation among interested parties was thought to be
the most effective way to stimulate the advancement of
earth station technology. Furthermore, participation in
ownership would provide the carriers with an incentive for
rapid development of a satellite system. Since the car-
riers had an ownership interest in the sateilite system
their concern for its success would be fostered. Also,
direct ownership was thought to be the best assurance that
the carriers would not unduly favor their cable systems at
the expense of the satellite system. The earth station
investments of the carriers would be included separately
in their respective rate bases allowing the carriers to
profit from the use of the satellite system. Thus, un-

prejudiced utilization of the two alternatives would be

promoted by this decision. The Commission concluded that:

40ypiq., p. 819.
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reasonable and equitable opportunities would
thereby be offered all entities which make use of
the satellite facilities to make whatever contri-
butions they can to the. advance of the art and to
the achievement of the objectives of the Satellite
Act. No one carrier or group of carriers would

be precluded from gaining valuable experience in
this field. Ownership participation, and, invest-
ment would provide powerful incentives to maximize
use. Orderly planning of needed new cables, satel-
lite, and other facilities would be facilitated so
that the inherent advantages of each could be ex-
ploited to the maximum.

As against the above outlined potential benefits
from joint ownership, one must consider the adverse effects
that could flow from the possibility that the carriers' 50
percent interest gives them a "negative control," the abil-
ity to block action. Although Comsat acts as manager of
the earth stations, the stations are subject to overall
control and guidance on basic policy and investment matters
by a committee composed of the particular carriers involved
in the ownership. Voting in the committee is in accordance
with actual investment, i.e., the ratio of the individual
member's investment 'in earth stations to the total invest-
ment of all members in all stations. These committees have
plenary authority because they are responsible for "formu-
lating overall policy and deciding on major investments,
types of major equipment and location of new stations, and
the establishment of day-to-day operations of the sta-

tions."42

4l1pia., p. 8le.

4215i4., p. 819.
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Authority of this kind, residing with the carriers,
has the potential for detrimental effects especially when
there is such an apparent possibility for conflicting
interests. It appears that the exercise of this authority
could give the common carriers an influential hand in
determining the introduction of new techniques to earth f?
station technology. This, in turn, could affect utiliza-
tion of the satellite system because satellite capacity,

and hence satellite rates, depend directly on the size and

efficiency of earth stations. =
In addition to the ownership interests of the car-

riers in Comsat, the Satellite Act prescribes the relation

of Comsat to the international common carriers regarding

markets served. The enabling legislation designated Comsat

as a common carriers' carrier. Originally, there was some

qguestion about the interpretation of this concept of a

carriers' carrier but the dilemma was settled with the

43 Comsat would be entitled to

"Authorized User" decision.
carry only that traffic supplied by the common carriers.
Offering any retail communication services, even to the
Government, was prohibited except under "unique or excep-

tional circumstances"” as determined by the FCC.44 Thus,

43Authorized Entities and Users--Comsat, 4 FCC
2d 421 (1966).

44It should be noted that the Authorized User
decision does not completely ban Comsat from direct service
to the ultimate user. There is the exception that if the
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Comsat is relegated to the function of leasing circuits to
the common carriers. With the exception of a small number
of circuits leidsed to NASA, this is Comsat's sole form of
business.

The rationale of the Commission in deciding to
limit Comsat to the primary role of a carriers' carrier
was based on two main considerations. Comsat was created
as a monopoly firm in the provision of international satel-
lite facilities. The existing common carriers could not
launch their own satellites and, therefore, would have to
lease satellite circuits from Comsat. Second, Comsat was
interested in the private line service rather than the
whole range of international communications services. The
rapidly growing private line business was an important
part of the revenues earned by the terrestrial record
carriers. With a monopoly in satellite facilities Comsat
would be in a position to charge the record carriers the
same lease rate as it charged the final user. The record
carriers would then lose their customers to Comsat. In
addition, the carriers owned facilities of various ages
while Comsat would operate with the newest facilities. If

Comsat was not precluded from the private line market the

user specifically requests satellite facilities and they
are available, Comsat can provide direct service if the
common carriers fail or refuse to fulfill the request.
Furthermore, Comsat is permitted to promote satellite
communication and solicit customers.
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reéord carriers would be unable to compete with Comsat's
modern facilities and they would be unable to average
their costs in the establishment of rates. The customers
of other services, message telephone, message telegraph,
and telex, would then be faced with higher charges. 1In
consequence, Comsat was restricted but the carriers were
required to reflect any economies in the use of satellite
usage in their rates.

Committing Comsat to the role of a lessor curtails
its ability to effectively compete with the carriers. The
satellite company is placed in the unenviable position of
being dependent on those firms for its business which, at
the same time, compete with Comsat for business. Further-
more, the Authorized User decision appears to place the
common carriers in a strategic position for determining
the use and need for satellite and cable facilities. Most
communication services can be provided by either satellite
or cable, the primary exception being television trans-
mission. Since the carriers, alone, service the final
market they are in the unique position of determining the
circuits needed to each point to meet actual requirements.
Additionally, once cable and satellite circuits have been
activated between countries the carriers are in a position
to determine the distribution of all common traffic between
the two systems. For example, AT&T determines the division

of telephone traffic between cables and satellite circuits
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that are in service. But the carriers, while leasing
satellite circuits, have substantial investments of their
own in submarine cables. Due to their vested interests in
cables, the common carriers would be expected to favor
utilization of the facilities they own because these invest-
ments are much larger than their interests in the satellite
system. Having control over the utilization of both com-
munication systems in this way assures the carriers of con-
tinued use of the cable system. In addition, favoring
cable circuits will result in more rapid pressure on capac-
ity. Full utilization of cables will enable the carriers
to propose additions to the existing cable facilities, thus
increasing their rate bases and expanding their earning
potential.

The Authorized User decision increases the ability
of common carriers to protect their investments by divert-
ing traffic <ns1:XMLFault xmlns:ns1="http://cxf.apache.org/bindings/xformat"><ns1:faultstring xmlns:ns1="http://cxf.apache.org/bindings/xformat">java.lang.OutOfMemoryError: Java heap space</ns1:faultstring></ns1:XMLFault>