Commentary: 12/4/02

Voice over the Internet

AT&T, the giant long distance company, has found another clever way to reduce its costs.  I can’t blame them.  After all, every company tries to maximize its revenues, and reduce its expenses.

The trouble is that once again, the long distance carrier wants to reduce its costs at the expense of rural local telephone companies and their customers.  That’s companies like the ones that serve so many communities in Montana.  And that means that AT&T’s corporate financial shenanigans back in New Jersey directly affect customers like you and me.

Here’s their latest scheme.  They want to use the Internet as a means of carrying regular voice telephone calls.  That sounds fine, on the surface.  After all, the Internet is capable of carrying all sorts of communications, whether it’s data, video, or voice.  But AT&T proposes to classify these Internet voice calls as something other than voice calls.  And they have asked the Federal Communications Commission to agree with their proposal.

If they succeed, they will be free to remove an increasing amount of telephone voice traffic off the nation’s phone network and put it on the Internet.  Again, that’s not necessarily a bad thing, in and of itself.  But the effect of AT&T’s proposal, if adopted, is that Internet-based telephone calls would be treated financially differently than phone network-based telephone calls.  So what, you might ask?  When you pick up your phone to place a call, you don’t really care how that call gets from here to there.  So why would AT&T care?

AT&T wants to treat Internet-based telephone calls differently, because it wishes to avoid paying local phone networks for the cost of transporting those calls.  In other words, they want a free ride on the Internet.  And that’s the rub.

You see, local phone companies receive a substantial amount of their revenues from company-to-company payments for connections to and from the local phone networks.  When AT&T connects or completes a long distance call to or from your home, they pay your local phone company a connection fee.   And rural phone companies depend even more on these company-to-company payments, called access charges.  So, when AT&T and other carriers try to avoid paying these access charges, guess who picks up the tab?  That’s right; it’s the local phone consumers.

It’s like squeezing Jello.  If you squeeze enough, it will find a way to slip out.  In this case, if AT&T and other carriers squeeze access charges off their ledgers, it will show up as revenue losses on the local network.  Big revenue losses.  Local phone companies will need to raise their rates significantly to recover their substantial investment costs or they’ll have to reduce their investment.  And once again, it’s the rural companies that have higher proportional investment costs because of the capital intensive nature of telephone networks, and their smaller customer bases.  So reducing investment in rural networks makes a bigger difference in the quality of service they can deliver.  And it makes a bigger difference in Montana’s communications infrastructure.  In short, the big national and international carriers are putting the squeeze on the small rural companies.  Again.

This trend has been corroborated recently in a study by the National Exchange Carriers Association which administers company-to-company payment transactions nationally.  This study noted that urban consumers are benefiting far more than their rural counterparts from various efforts by long distance companies aimed at avoiding access charges.  In urban areas, consumers at least see some trade offs in the form of reduced long distance rates or in the form of new services and calling plans.  But long distance companies have not seen fit to share the same cost reductions with their rural consumers.  AT&T’s Internet phone scheme is just the latest in a series of attempts to push network costs off its books and onto the backs of local phone consumers.

To be fair, AT&T is not alone.  There is a variety of plots by a host of long distance, wireless and other carriers all aimed at calling long distance telephone calls something other than long distance telephone calls.  All these plots have the same intention: to forego paying for the network costs associated with carrying telephone calls.  They’re all looking for the free lunch.

But as you know, there’s no such thing as a free lunch.  If AT&T and its corporate compadres are successful, you’ll be buying that lunch.

