Deceptive Mychs

About Municipal Broadban

Disinformation about public ownership is impeding progress

By Jim Baller

n October and November f
1906, when clectnfication was
the must-have new technology of
the era Moody’s Magazine invited
the leading advocates and opponents
of municipal electric utilities w0 wn e
chapters for a special issuc. The oppo
nents contributed the following chap
ters: “Municipal Ownership Costly and
Dangerous,” “Mun cipal Ownership a
Business Problem,” Mun cipal Owner
hip a Delusion,” Mum ipal Owner
hip Uncconomie, “Why Municipal
Service is Expensive,) and Muni ipal
Ownership Always a Failure
With the benefir of hindsight we
know that every one of the e laims
was wrong. More than 2,000 muni
pal elecrric unlities have thrived over
the last century ontributing greacly
to the well-being of their communitres
and America as a whole Another 1000
communities established cheir own el
tric ucilities and then sold th v ¢ the
private sector having ach eved their goal
of avoiding bemng left behind in obrain
ing the benefit of clectri iy In contrast
to these 3,000 su cessful muni palitics,
thousands of communime char waited
for the private se tor 1o g t round 10
them stagnated or even became ghost
towns  For an extensive comparison of
the carly years of the electric power in
dustry and the broadband industry to
day, see hup://www.baller.com/library
art history.html.
Now, despite the lessons of history,
the major telecommunications and cable
providets and their retained “experts”
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have resurrected th same discredited
arguments to opposc munt ipal efforts
to accelerate the pace of broadband de
ployment in America In this article, we
take a hard look at the ten most com
mon myths that the telephone and cable
ompanies tell about muni ipal broad
band and show that these anard are
no more valid today than they were a
entury ago.

Mytly #1: Municipalities want to com
pete with the private sector.

Muni pahties rarely, if ever, go for
ward with  muni 1pal broadband proj
ect for the purpose of competing with
the private se tor even though tha
would arguably b a worthy goal. Rath

r they step forward only when the pub
I demandsit because the private sector
is either not providing a service ac all,
or is charging excessive rates, providing
poor service, or offering unduly limired
consumer choice.

Contrary to the distorted image of
wild eyed, hare-brained municipalities
that major  telecommunications and

able companies try to paint, the vast
majority of local officials are conserva
uve risk averse and respeetful of the
business community, including the ex
isting communications providers. After
all, local officials live with the voters
they serve and they know that they will
be judged harshly if they make major
mistakes. Local officials may be overly
optimistic when they begin to study the
coinmunity’s communications options,
but the open processes that chey must
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use will ensure that they are well in
formed by the time that they must make
decisions. Major municipal communi
cations projects always receive intensive
public scrutiny, with the private scctor
fully engaged As a result, such projects
rarely go forward unless there are com
pelling reasons for them and they have a
high probabilicy of success

Furthermore municipalities have sig
nificantly different goals than the pri
vate sector. Private ennities must meet
sharcholder demands for high, short
term profits, primarily from subscriber
revenues. As a resule, they try to milk
every last dollar of profit out of their ex
isting copper or cable facilitics, and they
make investments 1n new technologies
and facilities only if, when, and where
necessary. Not surprisingly, private pro
viders cypically focus on their most lu
crative, high-density markers and ignore
or delay upgrading rural or peor urban
areas.

In contrast, local governments cypi
ally view their primary mission as en
1an ing the cconomic vitality of their
community — char 1s, ensuring that the
community will be able o compete suc
cessfully with other communities in
America and abroad in attracting, re
taining, and expanding businesses and
jobs. Also high on the list of municipal
priorities are promoting educational and
occupational opportunity, ensuring af
fordable access to modern healch care
revitalizing urban cores, facilirating dig
ital equity, reducing traffic congestion
street cuts, and other burdens on the en

91



vron it , s reng herir g ublic safec
and homeland security, and fosterin
cultu al e nchment and a high qualit
of 1fe Wlile a1 advanced comemuni
cat’'ons network will not itself enable
commun'ty to meet all of its goals, hav
ing such a network will give the com
mun’'ty a huge advantage over those that
do not
In sho t, compe ition with the privac -

¢ toris 1ardly ever che d 1ving force be
hind a commun’ty’s decision to develop
an advance commun’cations system,
R ther ‘'t 1s usually a byproduct of the
ommunity's efforts to achieve ns pri
n ary pgoals

Myth #2: Municipalities, as regula
tors, faver their own service enzities
over the private companies they regu
fate.

Mumeipalities do not, and cannor,
favor thei own mun’cipal se vi ¢ en
tites Municipalic'es do not regulac
te ecommt ni ations service prov'ders ar
n ernet access providers. Such regula
tion occu s at the federal and seate lev
els, and even ¢ ere, regulation 15 disap
pearing rapidly  Mu vcipalitics do ssue
franchi ¢s to cablc operators, bur cable
fr. nchising is governed by derailed fed
cral standard - and when municipa itics
providc eable services themselves they
typically as ume regulatory burdens
that arc as extensive, or more extensive,

than the private sector’s

Mun cipalic es also manage public
fights of way and other public facilities.
But fuderal and most state laws require
municipalinies to act in a nondiscrimi
na ory, competitively neu ral manner,
In short 11 pramise underlying this
my h — that municipalit es have power
to regulate ‘n favor their own services
= 1s simply fa sc

Myth #3: Municipalities have access
t6 cheap financing.

While municipalites theoretically
h ve the abiliy to obtain tax frec or
tax advan aged financing, these advan
tages are often illusory, particulary in
t ¢ current financial market. In fact,

many munici a itics have { und chat the
strings attached outweigh the few basis
poings they can save by using tax-advan
taged financing. As a result, many mu
nicipalit es now use taxable financing,
just like the privatc sec or, to fund pub
lic communications projects.
Furthermore, municipalices  are
much smaller and have far fewer assets
to back up their borrowings than the
giant ‘ncumbent private sector com
municat ons providers that compla'n
the loudest about the supposed advan
cages he mun’cipalites empoy W 1le ¢
15 true chat some telecommun’ ati ns
and cable companics arc in financial dif
ficulty many of the large national com
panies, which can back nvestments in
particu ar commun tics with  he assets
and revenues of the compa 1y as a whole
have a huge advantage in obra ning fa
vorab ¢ financing Whats mo ¢, thosc
wn financial difficu ty s sould we come
the opportun’ty to provide serv'ce over
a munic’pal s stem as  n ale nat've 1o
rebu’lding their own facl ties.

Myth #4: Munscipalities dow’t have to
pay taxes.

Opponents of municipal brcadband
ma'ntain thar municipal unilitics have
an unfur advantage over the p vae
sector because they do not have o pay
taxes In facr, municipal uti ities make
“payments it jeu o taxes” to loca gov
ernments that are usual y much h ghe
than the state and loca rtaxes tha p -
vate enuties pay. For exam le, a su vey
of nationwide daa by the America
Pub ic Power Association showed ha
municipa clecrric u ilit'es  ay an aver-
age of 5.8 percent of their revenues to
state and local governments, while the'r
private sector counterparts pay an aver-
age of 4.9 purcent. The sutvey is ava I-
able at hup://www.appanet.org/fi es/
PDFs/Pi otReport2002.pdf.

In some states, the disparity ‘s much
greater. For exampe, the Forida M -
nicipal  Electric  Association  ccen ly
found «a, in 2003, mun'c’pal unl'-
ues in Florida paid an average of 14.6
percent of their revenues to sate n
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local gover ments; wl ereas BellSo
paid 3.4 pe cent and Ver'zon paid 3.
percent. The study is available at heep:/
www balle .com pdfs/fimea white pa
perp F

It is truc that municipal entities do
not pay federa o state income taxes,
bur thar is so because they are non profic
orgatizatons At the same time, mu
nicipa ties are not cligible for the bil
1ons of do ars of investment tax credits
accelurited depreciation, and other a
write offs ¢ at oftc b ing the effectiv
‘ncome tax rates of p vate entities down
to zero or e¢ss  Private sector telecom
mun cations provide s werc onc of th
mo t heavily tax subsidized industries in
Ame 1ca berween 2001 and 200 . The
nomunal federa tax ate for corporations
5 35", pr vate sector elecommunica
t'ons companies paid an average of anly

5  Inparocular SBC anked sceond
and Ve tzen £ ourch amons Amert a2
compan ¢s 1 federal tax subs dies re
ceived dur ng this period The comp ete
report ‘s avai ab ea the Cit'zens fo Tax
Justice. Web s'te  up:/ wwwet org/
Lorpfcd() an pdf.

Sim’lar y accord'ng 1o data comp led
by the Flor'da Mun’c’'pal Electric A.so
ciarion, Flotr'das ma'or ocal telephone
companics received federa subsidics of
$83 7m’lion in 2004 and $389 n ill'on
in the five year period ending in 2004

see the Florida Municipal Electric A so
ciar on article noted above for dera’l )

Myth #5 Municipalities use public
Sunds to cross subsidize communica
tions services.

The issue of ¢ oss subsidizat on is £ |
of ronwes The major telccommunica
tions and cable compan’es complain b ¢
tecly that muicipa ities have e poten
tinl 1o cross subsihize commu ications
services, but for a var'ety  legal and
poli ical rcasons, mut ic’pa wies hardly
ever actual y do so In concrast, the
companies themselves outinely cross
subsidrze their own commun’cations
SCTVICES ON a Massive 5ca e,

What's mo e, at a t'me when Ame 1ca
despe ate y nceds to ceelerate the de
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ployment of advanced communications
necworks, particularly in che high-cost
rural and urban areas that telecommu-
nications and cable companics are not
serving adequately, it is ludicrous for
these companies to insist that munici-
palitics should be barred from taxing
themselves, using surplus revenues from
other ucilities, or using any other means
that their citizens belicve to be neces-
sary and appropriate to develop such
networks.

Specifically, over the last four years,
the United States has sunk to 16™ in the
world in per capita broadband deploy-
ment. America is also falling rapidly
behind in access to high capacity broad-
band and cost per unit of bandwidth
capacity. Given the tremendous impor-
tance of broadband to America’s local,
regional and global competitiveness,
America should be using every tool at its
disposal to stimulate investment in our
broadband future.

The privare secror irself has begun o
make this point, at least in ways that suit
its own purposes. For example, an ad
of the United Srates Telecommunica-
tions Association takes note of America’s
descent in its global broadband stand-
ing and calls for removal of “ourdated
telecommunications laws” (see heep://
www.thefucurefaster.com/first/defaul.
asp?adno=518vndrno=9). More spe-
cifically, the major welephone companies
have repeatedly insisted that their abil-
ity to invest in broadband is tied closely
o relief from their telephony-related
obligations (that is, the ducy to provide
their competitors Unbundled Network
Elements at wholesale rates). Also, the
cable companies make no apologies for
using revenues from cable rtelevision
subscribers to support upgrades to make
their facilities capable of supporting
broadband services. In neither case do
the telephone or cable companics be-
lieve it necessary or appropriate to ask
telephone or cable subscribets whether
they would use the broadband services
thar their revenues are cross-subsidizing
or whether they would prefer lower rele-
phonc or cable rates. Yer, the telephone

and cable companies cannot complain
loudly enough abouc the possibilicy of
using municipal taxes or surplus mu-
nicipal utility revenues to help support
the development of advanced municipal
communications networks.

If cross-subsidization is truly bad for
consumers, as the telephone and cable
companies claim, then it should be pro-
hibited across the board, for both the
public and private sectors. On the other
hand, if cross-subsidization is a good
thing, or art lcast a nceessary cvil, then
we should encourage everyone to do it,
including the public sector. There can
be no rational basis for discriminating
between the public and private sectors,
particularly in the name of creating a
“level playing field.”

Myth #6: Municipal communications
projects are likely to fail.

Echoing the false claims of a century
ago, the major telephone and cable com-
panies and their paid “experts” main-
tain that municipal communications
projects today often fail or are likely
to fail. This claim is fatly untrue. As
Annie Collins, Mark Cooper, Harold
Feld, Glenn Fleishman, john Kelly, Ben
Scotr, Esme Vos, and I have repeatedly
shown, not a single example of a2 munici-
pal “failure” stands up to analysis. Our
point-by-point refutations of che indus-
try’s claims are collected at our website,
at hiep:/fwww.baller.com/barriers.heml.
The truth is thar the vast majority of
municipal communications  projects
have been successful, sometimes spec-
tacularly so.

Myth #7: Municipalities drive invest-
ment capital ont of the marker.

The myth that municipal communi-
cations projects drive private capital out
of the market is nonsensical on several
levels. Firse, municipalities generally do
not invest in communications projects
unless the private sector has failed to do
so. Thus, if municipalities did not step
forward, there would be no investment
atall,

Sccond, from the standpoint of the
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financial community, it makes no dif-
ference whecher a project is public or
private — the financial communicy bene-
fits cither way. [f anything, the financial
community benefits more from public
projects, which are less risky than pri-
vatc projects have been.

Third, empirical evidence shows that
municipal investments increase rather
than decrease private investments in
a community. See, for instance, Dr.
George S. Ford's study, Does Municipal
Supply of Communications Crowd-Out
Private  Communications Investmens?
An Empirical Study, Applied Economic
Studies (2005), hurp:/fwww.acstudics.
com/library/crowdout.pdf. Dr. Ford is
the Chief Economist for the Phoenix
Center for Advaneed Legal and Econom-
ic Public Policy Studies. His curriculum
vitae is available at heep://www.phoenix-

center.org/Ford PCVital5Apr05.pdf.

Myth #8: Municipal communications
projects raise First Amendment con-
CErns.

Municipal communicattons projects
do not decrease the number of speak-
ers or limit whar they have to say. To
the contrary, such projects increase the
number of speakers who can reach the
public. In fact, the availability of a mu-
nicipal option will become increasingly
importanc in the future if the giant tele-
communications and cable incumbents
succeed in their efforts to deny Internet
service providers and others “open ac-
cess” to their systems and, at the same
time, continue to rely on copper and
hybrid fiber coaxial technologies that
are likely to have insufficient bandwidch
capacity to meet America’s projected
bandwidth nceds.

Myth #9: Municipalities have unfair
access to poles, ducts, conduits, rights
of way, and other public facilities.
True, all municipalities manage pub-
lic rights of way and other public assets,
and some municipalitics operate ucilitics
that own poles, ducts and conduits. As
indicated above, however, federal and
many state laws require municipali-
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tes to act ‘' a non d scriminatory - 1d
competitively neutral manner In addi
t on, having ready access 1o poles ducts,

ondu ts, rights of way, and other  ublic
fac’lities cannor be unfair if municipal
uies allocate their costs approprate y,
they arc requ red to do

Myth #10. Municipalities should not
invest in risky projects when the pri
vate sector is ready, willing and able
to serve the comniunity's needs.

As arcady ‘scussed m micipalites
1 ¢ inherendy ris  averse and will rarely
go forward w h projects unless they
address cri cal needs and have a high
li clihood of uccess The rigorous open
processes that muanie'palities go through
befsre making decis'ons on major proj
cces further d m'n’shes risks, Most im
pe reant, the intens ve due diligence re
views that ende s perform before agree
ing to put the r money on the ine in
munic’pal broadband projcts adds an
especia ly comforting realuy check on
whether a mumiapal ¢ a band  roject
‘s viable For these and other reasons, no
major piblic commun’cac’ons project
has verfa’ ed By contrast hundreds of
billion of do lars of investment capital
hive evaporated 1n fai ed private secror
projuct

Last Thoughts

Asthe late two € e pres'de wial can
didate Ad 2 Stevenson once observed,
Amcricans cannor read the writing on
the wal ur til ¢ 1eir backs are up against
It

The ume has come fo all Ameri
cans, (ncludr g he “reun bent cable
and telephone companies o open our
eyes to the con.eque ces of America's
sink ng global stadi g in broadband
de oyment If Amer'ca is to recover
its global leadership, we must qu'ckly
pull togetser  recogniziag that our
public and private sectors have "mpor
tant roles to play n this endeavor. The
onger we wait the mo ¢ difficult the
task w Il be

We owe 1t to ourselves and to our
ch’'ldren o act now w'th as much can

dor, int lhgetce 2
muster, ¢

ou dgeaswcc i
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