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New Study Shows Federal Subsidy to Wireless Carriers is Wasted


A recent study by Criterion Economics, an economic consulting firm with offices in Washington, D.C., and Cambridge, MA, explores the effects of providing universal service subsidies to wireless carriers in the U.S.


The federal Telecommunications Act of 1996 “allows competitive telecommunications carriers to receive subsidies from the Federal Universal Service Fund for serving high cost areas,” the study notes.  Both wireline and wireless carriers may be designated as eligible telecommunications carriers, or ETCs, which are eligible to receive universal service subsidies.  


Since the first competitive eligible telecommunications carrier (CETC) was designated in 1999, disbursements from the federal universal service fund have grown at a compound annual rate of 185%.  Payments to wireless CETCs now account for more than 90 percent of the fund’s growth, nearly $1 billion.  The study points out that “payments to CETCs could more than triple, to $2.5 billion by 2009.”


The Federal-State Joint Board on Universal Service, a Congressionally-established board of federal and state regulators and consumer advocates, noted in May that “without immediate action to restrain the growth in competitive ETC funding, the federal universal service fund is in dire jeopardy of becoming unsustainable.”  Joint Board member, Billy Jack Gregg, a consumer advocate from West Virginia, has stated that there has been “a rapid escalation of support as competitive ETCs have rushed in to take advantage of the rules created by the FCC.”  


The Criterion economists note that wireless carriers, “not surprisingly, argue the subsidies are well spent.  At the core of their argument is the assertion that [universal service support] permit[[s] wireless carriers to expand their infrastructures, and thus expand the availability of wireless service or provide consumers with more choices than they would have had in the absence of the subsidies.  Both the FCC and state PUCs have relied on these arguments to justify their decisions to designate [wireless] CETCs.”


The Criterion study takes issue with these assertions.  The economists “present the results of an empirical analysis of the effects of [universal service] subsidies on wireless coverage.  Using data from 2003-2006, [the study] estimate[s] the impact of the subsidies…on both wireless availability…and choice.  [The] results do not support [wireless] carriers’ arguments…To the contrary, [there is] no statistically significant relationship between subsidies and either the availability of wireless service from any carrier or the number of carriers offering service.”

In short, the study finds that universal service support to wireless CETCs “does not significantly increase the availability of mobile telephone service in high cost areas.”


As mentioned, the universal service fund has grown dramatically as a result of the onslaught of wireless carriers seeking subsidies.  One reason the carriers have glommed onto the subsidy is that the amount of subsidy the wireless carriers receive has nothing do to with their costs.  Instead, they receive the same support that other carriers serving the same area receive.   As Consumer Advocate Billy Jack Gregg puts it, the FCC “opened the door to supporting multiple wireless networks which supplied supplementary, rather than substitute services.”


The Criterion Economics study investigated each of the wireless carriers’ arguments to see if universal service support actually achieved the claims that the wireless carriers made.  The claims that universal service support would increase access to services at affordable rates, offer better coverage, or promote network build-out were all tenuous at best, when tested with empirical data.  As the economists stated, “there is no economic basis for believing CETC subsidies affect rural wireless prices at all, and…there are good reasons to believe that the relationship between subsidies and coverage, if it exists at all, is likely to be weak.”  That’s largely because wireless prices are set nationally, and availability of service are driven by market forces, not by subsidy.  


To make matters worse, the universal service “subsidies paid to wireless carriers are not based on their coverage, but instead on the total number of subscribers they serve in subsidized areas.”  This largely means that wireless carriers receive subsidies for customers they already served, prior to receiving any subsidy.  The Criterion economists found that “instead of expanding coverage at all [with universal service subsidies, a carrier] may need to increase subscribership in the subsidized area by investing in more retail outlets, a bigger advertising budget, or other marketing activities.” 


In short, after studying over 95% of all of the telephone service areas in the U.S., the study finds “no evidence of a positive relationship” between universal service subsidies and wireless availability and choice.


With the sustainability of the federal universal service fund in jeopardy, it’s time we stop designating new CETCs in light of growing evidence that the dramatic growth in universal service funding is all for naught.  

