Commentary: Government Telephone Networks
February 21, 2007

Montana’s independent telecommunications providers invest over $80 million every year in maintaining and upgrading our telecommunications infrastructure.  This doesn’t include the millions of dollars spent in payroll, benefits, taxes and other expenditures by Montana’s rural telecom industry.  These private enterprises, which mostly serve rural Montana, have deployed broadband telecommunications facilities nearly ubiquitously in their networks to reach their consumers, wherever they live and work.  This substantial network investment provides tangible commercial and social benefits to Montana’s consumers.  Advanced communications capabilities enable businesses to expand their markets.  Students can enhance educational opportunities through distance learning and access to a truly worldwide database of information.  Medical facilities can increase efficiencies and expand service to rural communities through telemedicine applications.  And so on.


For most of us, this advanced telecommunications infrastructure, and the substantial investment that funds it, is transparent.  We pick up the phone, or turn on the computer to search the Web, and voila, it works!

For those of us in the business of making telecommunications networks work, however, we see a sophisticated, and expensive, business model that is predicated on market forces.  Companies make investment decisions based on careful consideration of consumer demand for services and the prospect for a reasonable return on their investment.  And the market has a wonderful way of rewarding good business plans, and punishing bad ones.  

Witness the dot com bust of the 1990’s, when hundreds of businesses—including one in our own back yard—collapsed because their business plans were built on flimsy assumptions that generally were based on the Field of Dreams premise that “if we build it, they will come.”  That model might work in the movies.  The market, it turns out, didn’t watch that movie.

In short, businesses succeed or fail by paying attention to market forces.
Governments, on the other hand, pay attention to a different set of criteria.  Running programs under the live-or-die consequences that markets impose is not one of government’s strong points.  Thus, when governments try to run business enterprises, it’s not surprising that they often get into trouble.  Worse is the collateral damage that governments can cause when they offer services that effectively compete with private businesses.
So red flags pop up whenever new programs are proposed that have the prospect of competing against private enterprise.  Take, for example, two bills that have been introduced in the Legislature this Session.  One bill seeks around $5 million of our money to light up and operate a fiber optic segment across Montana capable of providing 10 to 100 Gigabits of bandwidth to state government and the university system.  That’s a lot of bandwidth!  In fact, according to proponents of this appropriation request, it’s more bandwidth than anyone can use.  But don’t worry.  If we build it, they will come.

And what happens if, say, if we light up 10 Gbs of bandwidth and the state actually needs only 1 Gig?  Do we end up with facilities that sit 90% underutilized?  Will the state decide to sell the extra bandwidth in competition with private investment, essentially taking traffic off the private telecommunications infrastructure in Montana?  What would that do to supply and demand forecasts on which private enterprises have built their business cases for return on their investments?
The fiber project is the brainchild of a group of universities and state governments calling themselves the Northern Tier Consortium.  This consortium is a nebulous, multistate organization whose governance and intentions are not defined.  In short, a business case has not been established that clearly articulates a need for the project or how it will be operated, and most importantly, how it would affect investment in our state’s existing telecommunications assets.
Another bill in the State Legislature would establish a “public-private” matching grant program for communities throughout the state to use in building wireless Internet networks.  While this bill may be filled with good intention, it’s another example of the Field of Dreams philosophy.  The Governor’s Budget Office estimates the state portion of this program would cost over $500,000.  Yet, there’s no provision in the bill regarding the “private” portion of this public-private program.  How would state money be matched?  What if private Internet service already exists in the community?  Would a community be allowed to use taxpayer money to build competing services?  How would investment in these community Internet services be recovered?   
When the government gets into the business of competing with private investment, private investment tends to dry up.
This taxpayer gets more than a little nervous whenever government agencies try to displace the market discipline that governs private investment with arguably well-intentioned projects based on flimsy business plans.  

This is Geoff Feiss of the Montana Telecommunications Association.
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