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The recently enacted Stimulus legislation
 contains a comparatively “small” but nevertheless important allocation of some $7.2-billion to promote the expansion of access to broadband telecommunications networks and services.  Title VI of the Act, the Broadband Technology Opportunities Program (BTOP), is intended, among other things, to promote access to broadband communications for citizens residing in “unserved” and “underserved” areas of the United States.  The funds are to be administered under the direction of the Assistant Secretary of Commerce for Communications and Information, in consultation with the Federal Communications Commission (FCC), and will be distributed by both the National Telecommunications and Information Administration (NTIA) and the Department of Agriculture’s Rural Utilities Service (RUS).

Although formally included among the broadly defined economic stimulation objectives, the basic goals of this funding have been discussed for a long time amongst policy-makers and analysts.  Access to broadband Internet connectivity in the United States and around the world has become increasingly critical to nearly every type of economic and social interaction.  Yet, in the United States there remain significant geographic areas and population segments that are still unable to obtain broadband telecommunications service at affordable prices.  This uneven degree of network access perpetuates the “digital divide” along economic and geographic lines.  Geographically, most underserved and unserved locations are likely in rural, sparsely-populated parts of the country - in effect, areas that are relatively more costly to serve.  Such “high-cost” areas have historically caused disadvantages in traditional communications, as well as other utilities, for such rural citizens.  In the past, such disparities have also been a priority focus of economic stimulus, recovery, and equity policies, most notably the REA under Roosevelt’s New Deal, and a range of more recent initiatives.  The BTOP thus continues an important tradition of promoting inclusion and equal access to vital resources for all areas of the country.

In pursuing this policy, however, the Obama Administration is looking to follow a path that is significantly different from the currently-established approach to promoting “Universal Service” in telecommunications, but one that is widely familiar in other parts of the world.  The FCC’s Universal Service Fund (USF) was established in 1997, with a primary goal to partially reimburse and subsidize local telephone companies for capital and operating costs involved in providing basic telephone services to high cost locations.  The subsidy is paid ex-post – that is, after the investment has taken place and the locations have been served.  The subsidy amount is calculated “after the fact” by the FCC based on engineering-economic modelling.  The USF and similar financing instruments have typically not provided up-front monies  to underwrite specific new network investments.  Under the BTOP, however, the bulk of the funds will be allocated for just such new network buildouts and upgrades, on an accelerated basis, paying up to 80% of the costs for telecom operators to deploy broadband infrastructure in “unserved” and “underserved” locations.
While not the practice in the United States, this front-loaded subsidy approach is in fact the prevailing method for promoting universal telecommunications in an increasing number of countries, particularly in developing economies.  Telecommunications regulators in Colombia, Peru, Chile, India, Malaysia, Morocco, Saudi Arabia, and other markets that are experiencing strong sector growth have employed this type of ex-ante subsidy support for network investments: in basic fixed and mobile infrastructure, Internet access, and broadband services as well.

Given that the BTOP program has to spend up to $7-billion in less than two years, based on the high-level criteria in the Stimulus legislation, NTIA and RUS could greatly benefit from adopting implementation principles and practices that have been developed and refined in these countries over the past decade.  These principles include the following key elements:

· Transparency in the decision process and uses of funds;

· Competitive application and procurement processes;

· Equitable distribution of benefits;

· Design of the program with the objective of maximizing the affordability, coverage and speed of the broadband services provided;
· Emphasis on promoting sustainable economic growth;

· Providing service specifically to “unserved” and “underserved” locations; and

· Focus on subsidizing only investments that the private, competitive market would otherwise be unable to provide on a commercially profitable basis

These themes are closely consistent with some of the main goals for the distribution of BTOP funds as stipulated in Title VI.  For example, it requires transparent reporting of all funding decisions, and maintenance of a database of subsidized operators; it allows the Assistant Secretary to make “competitive” grants for network equipment, services, and other purchases; and mandates that at least one project be financed in each of the fifty states.  Most important, the legislation requires that any applicant for BTOP funds must demonstrate “that the project would not have been implemented during the grant period without Federal grant assistance.” (Section 6001(e)(3))
In order to implement these goals in practice, USF administrators of universal service funds around the world have adopted methods and procedures designed to evaluate market conditions and establish priority criteria for fund allocations, typically on a competitive basis.  A central feature of this approach is to develop analytical tools for evaluating both the business case and the economic impact of alternative infrastructure investment scenarios.  Such analysis seeks to define what is called the “Market Frontier” facing network operators: i.e., the practical boundaries confronting their business prospects, beyond which further investment would be unprofitable.  In younger, growing markets, such as broadband services, this Market Frontier can stretch far beyond the present service market and customer base, as network upgrades may be perfectly viable investments in many areas, but still take time to put into place.
For NTIA and RUS, a similar analytical approach will be required to ensure that the stimulus funds are used as intended: to expand access beyond this Market Frontier, to those who have been – or would be – otherwise left out of the service range of the carriers’ business plans.  Absent such an analysis, much of the funding could end up subsidizing private operators for projects that they were already planning on doing, thus having relatively modest impact on those communities that are the hardest to reach and costliest to serve.  The end result would be one of merely displacing private capital, to no net socio-economic benefit.

The analysis ideally requires understanding of unique market supply and demand conditions in each potential broadband service area, and a forecast of likely returns on investment over time.  This information will be best known by the BTOP applicants themselves, and it would be impractical for NTIA and RUS to conduct independent studies of each proposed BTOP subsidy.  But the agencies should, at a minimum, develop standardized formats, data submission requirements, and forecast calculation methods, which should be prepared by all applicants, following strict criteria for documentation and support.  The agencies should be able to examine these forecasts, and test them against some basic industry benchmarks, such as capital deployment needs for different types of technology and network environments; equipment and service costs; pricing and revenue per unit estimates; and other factors.  They should establish threshold criteria for determining which applications are truly beyond the Market Frontier, and which should not qualify for BTOP funding.
Again, such methods, criteria, and benchmarks have been created and tested in a number of other countries (with support from international experts in telecommunications policy, economics and regulation), and could be readily adapted to U.S. conditions.  NTIA and RUS need not reinvent these methods, and can greatly benefit from a coordinated and informed approach to implementing the Stimulus funding goals.
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