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Premise:  The United States wants all citizens to have access to broadband Internet service. Accordingly, the government, through the Recovery Act, has awarded approximately $6 Billion in broadband infrastructure grants ($4 Billion through the NTIA BTOP Program and $2.2 Billion in loans/grants through the Dept. of Agriculture’s Rural Utilities Service).  This investment was evaluated and awarded in approximately one year (13 months between initial application deadline and final awards announced), ending on September 27, 2010.
Thesis:  Might a state, through the creation of a state-supervised “market”, more efficiently promote broadband deployment, Recovery Act investment, and promote more efficient service to high cost communities by taking an active role as a “market maker” in communities considered unserved, or underserved, by existing or planned broadband investment?  

The “market maker” role of the state would be in those areas that are un/underserved and/or where Recovery Act money was distributed by the federal government, or is currently being distributed through USAC to certain rural LECs through the High Cost Fund.  The goal of the state would be to facilitate demand aggregation, and infrastructure builds, in a way that would benefit all market participants.  The “market participants” would be any wholesale carrier that wished to participate, any purchaser representing a significant source of demand within the broadband-limited area, and any carrier/agency that was awarded federal broadband stimulus funds, or that receives USF High Cost support.
Current Relevant Trends:

· The Internet continues to become more and more important to all Americans. The United States is pushing to make more services available via Internet access.  States, as well, have increased the efficiency of their own operations by putting more and more resources online.  From renewing a driver’s license, to paying taxes, to even making an unemployment claim—consumers are able to obtain, and governments more efficiently distribute, critical services via the Internet. 
· Wireless 4G rollout will continue to spur demand for middle mile facilities.

· Cable upgrades to DOCSIS 3 will continue to stimulate broadband demand even in un/underserved areas and will contribute to further demand for backhaul.

· Applications/services like mobile commerce, tele-medicine, smart grid, live gaming, IPTV, and content delivery networks will increase jobs, investment, and data demand in areas with access to last mile broadband.
Assumptions:

· “Unserved” areas are not without demand.  Rather, the demand in these areas does not naturally present itself in an efficiently aggregated manner.  Thus, “unserved” does not mean unable to be served economically, but it may reflect limitations of carrier sales forces to gather knowledge about area demand characteristics. Alternatively, “unserved” might mean an area is uneconomic to serve, given USF subsidies, combined with efficient scale, technology, and complementary demand.
· In certain areas, broadband projects funded by the Recovery Act will turn out to create supply or demand distortions.  For example, middle mile “roads to nowhere” and last mile “islands.”  Said differently, assume that the government could not have possibly efficiently allocated $6 Billion in one year.  Similarly, assume that the almost $40 billion in High Cost subsidies distributed since 1998 were not all efficiently allocated.
· States are uniquely situated to facilitate “market-style” performance (without “command and control” regulation) by identifying unserved demand at the edge, seeking to encourage efficient aggregation point shifting, and facilitating/promoting carrier coordination where necessary.  In short, states have a duty to manage their telecommunications-allocated money wisely, and can provide information sharing not normally available to participants in a “competitive” market.
Why a “Managed Market” for Broadband?

The purpose of the state-supervised, “managed market” would be two-fold: 1) to accelerate broadband access, using an active, wholesale carrier-customer market mechanism, so that un/underserved citizens of a state would get access to broadband faster than the existing “market” would deliver the service; and 2) to correct—ex post—through a “market” the broadband surpluses or shortages created through the federal funding of inefficient, or incomplete, projects.
How Would a “Managed Market” Function?

In order to facilitate a managed market solution, the state would first have to create, and fund, a market maker, which would be a state-sponsored agency, subject to active state supervision and responsible for reporting activities to state/federal authorities.  A good candidate in each state would be the “single point of contact” designated by the NTIA for the Recovery Act programs.  Originally, such an agency—let’s call it a “Broadband Development Authority”—would be funded with state, or federal funds.  However, the Broadband Development Authority (“BDA”)—once funded—would have to be sustainable through either additional revenue created by projects funded by the authority, or simply by “dues” from market participants.  The agency would be intended to operate as a non-profit creature of the state.  Once established the BDA would create the managed marketplace.
To create the “market”, the BDA would identify areas being served “organically” by the “real” market.  These would be areas in which carriers are finding their own projects to serve identified customers and privately financing and shouldering the risk of these projects.  It is important that the BDA not eliminate competitive opportunities for existing market participants.  For example, if carriers have already announced privately-financed network expansions, the “development area” for the BDA should not include those geographic territories being actively pursued by non-subsidized, private parties.  
On the other hand, projects funded by federal broadband stimulus funds should not be excluded—as they are de jure market participants in the areas in which they operate.  BTOP/RUS projects are intended to meet unserved/underserved demand, are funded by the public, and operators are required to be “open” wholesale carriers.  As part of its reform of the USF, the FCC should also condition High Cost subsidies on recipients’ willingness to participate in a state-run “market” (should one develop).
Once created, the BDA would work with its members to create rules and mechanisms, designed to ensure that the effort is productive.  In order for the market to work correctly, and to encourage participation by additional, non-subsidized entities, the members will have to be given a leading role in creating rules and mechanisms for making the BDA useful.  The BDA, in its role as a creature of the state, will also have to develop mechanisms for ensuring consumer welfare, creating a mechanism for resolving member disputes, enforcing these rules, and ensuring transparency through reporting procedures to supervising state and federal agencies.  These rules, other than their purposes, will have to be left to the parties to develop in order to allow for the most efficient and practical administration of the BDA.  

At first glance, however, one rule seems necessary: transactions facilitated through participation in the BDA must be reviewed and recorded by the BDA.  This rule ensures that: 1) participants will not have to worry about legal issues that might arise due to carrier coordination (firms subject to active state regulation are not subject to the antitrust laws as long as they are acting to further a clearly articulated state policy), 2) the BDA will be able to measure its success (or lack thereof) through the number of facilities deployed/consumers served under its management, and that the BDA would be a good (transparent) steward of USF subsidies awarded to its members. 

Determining the Supply and Demand Sides of the Market

The next step for the BDA state would be to identify potential suppliers and unmet sources of demand.  The supply-side of the market would be open to any carrier, regardless of technology, that wishes to participate, or is otherwise required to participate.  The supply side will be naturally self-selecting, and limited (most likely) to carriers already active in the state, or carriers attracted by previously-unseen demand opportunities.
The demand side of the market presents the most opportunities for the BDA to actively stimulate broadband deployment in un/underserved parts of the state.  First, demand in un/underserved areas is least likely to be visible even to those “carriers’ carriers” with optical-capacity facilities in the state, because these carriers have limited sales forces and simply do not concentrate their efforts on identifying (much less aggregating) demand opportunities in high cost, or low income areas.
Second, because un/underserved areas are essentially “new” territories from a network topology standpoint, these areas are likely to realize the most benefit by coordinating their demand to take advantage of the optimized optical networks serving the most advanced areas.  Said differently, an area that is un/underserved with broadband facilities has the least to lose through the active coordination of carriers to shift away from legacy hierarchical networks through the active manipulation/coordination of new logical, optical aggregation points.  
Third, a state BDA would be able to work with carriers of all technologies, and all network topologies (middle mile, last mile, “hops” between aggregation points) throughout the most efficiently served geographic region.  This would allow the FCC to meaningfully reform the High Cost fund, by putting together efficient bidding consortiums of least cost providers, in order  to best serve consumers in hard to serve areas.

Finally, to take advantage of this opportunity, a state BDA is uniquely situated to gather demand information from un/underserved areas, through mechanized demand “templates” easily used by private parties, and other state and municipal agencies.
What Benefits Would the BDA Provide?

Limiting Risk of Deployment.  First, as noted previously, the BDA will serve a valuable function in identifying difficult-to-discern areas of demand.  As this demand materializes and accumulates, the BDA participants can coordinate among each other and with the BDA to ensure that demand—once identified—can be most efficiently aggregated to be served by middle and last mile providers.  Similarly, when an area is on the cusp of becoming efficiently served by BDA member companies (for example, going from wireless 3G to 4G), it may be possible for the BDA to coordinate prospective purchasers with multiple suppliers in order to achieve the best outcome for carriers and consumers.  

To extend the 3G to 4G example, assume that wireless providers need very high bandwidth at certain cell towers in an un/underserved area.  A fiber provider might not be willing to extend its network for the prices the wireless carriers need in order to make the conversion.  However, let’s say that certain smaller purchasers (retail/carrier/municipal/state) can be adequately served by microwave to an aggregation point that can be placed in an efficient path for the fiber provider to reach.  If this were the case, then the BDA’s coordination/aggregation role will allow broadband end-user and middle mile facilities to be deployed to more consumers.
The previous hypothetical example is not far-fetched, but it is nonetheless hypothetical.  A clearer example might be seen in one of the actual BTOP grants.  Without any implied criticism—let’s assume the project was performed with maximal efficiency, and in a manner that optimized existing and incremental private investment—consider this grant.  
The NTIA awarded a little less than $100 million to a consortium of community groups seeking to provide service to approximately 500 community institutions in the Chicagoland area.  The one thing that the reader should take from this grant was that—with or without a grant—no one service provider, integrator, or broker, would have aggregated this demand.  In other words, regardless of whether the grant represents the most efficient means of providing service to these customers, the locations would not have been identified and aggregated without third party assistance.  However, had the project been presented in a more “visible” manner it would probably have attracted multiple bidders for “pieces” of the demand.
Maximizing Efficiency of Existing Grants/Facilities. A state BDA also has the advantage of further extending the value of federal grants/and USF subsidies by using demand aggregation tools and the resources of providers that did not get grants/or do not receive subsidies to leverage the grants/subsidies that are provided to serve the state.  Because the grants were intended to stimulate broadband deployment to un/underserved communities, the broadband projects are likely to have some, if not significant, excess capacity.  Moreover, all awardees of grants are, under the conditions of the grants, willing wholesalers of capacity to other interconnecting carriers.  Similarly, under a reformed USF High Cost distribution mechanism, last mile providers will have an equal efficiency incentive.
Thus, unless all resources are currently being distributed to perfectly match unmet supply and demand (something that rarely happens even in competitive telecom markets), there will be some amount of inefficient investment.  Importantly, no investment is doomed to be a “waste”—even if it seems destined for failure (in the sense that recurring revenue will not meet operating costs).  

Let’s assume that some “middle mile” projects turn out to be the telecom equivalent of “bridges to nowhere” and that some “last mile” projects end up being islands of demand that are “stranded”, or that consumers served by existing subsidy recipients have adequate non-subsidized broadband providers available.  A state BDA can be an excellent resource for collaboration and information exchange between carriers, potential customers, recipients of federal funds.  

Under the auspices of a BDA, states can better insure that even the worst projects have potential not just for rehabilitation, but for stimulating additional investment.  By including other carriers and large market participants in an information/capacity exchange with the grant/subsidy recipients, the states can better utilize the resources and needs of all providers and customers that may wish to participate in un/underserved parts of the state.  Obviously, the sooner a state starts to gather other participants around a particular grant, the better the opportunity for using the grant-based (and existing) infrastructure to help shift, or centralize, demand aggregation locations to better serve the larger un/underserved population of the state.   

The NTIA and the RUS were charged with the enormous task of fairly and efficiently distributing over $6 billion in an incredibly short period of time (less than 2 years).  The FCC is called upon to distribute well over $4 billion every year.  These tasks are impossibly difficult to undertake from Washington.  Could anyone perform these jobs perfectly, regardless of skill or effort?  Absolutely not.  Inefficiency will always exist, but must “mistakes” turn into wasted investments?  Not at all, and especially not if a state-run, market mechanism was on hand to make sure the infrastructure available to the citizens, corporations, and government entities of the state are getting the most efficient use of those facilities.  If policymakers can help facilitate efficient use of telecommunications infrastructure, then knowledge jobs will flourish, as will future private investment.
Conclusion

The term “market-based solution” has become a cliché in telecommunications policy circles, yet no one has tried to use a market—managed or other—to solve any of the intractable policy concerns that continue to frustrate policymakers.  Rather, policymakers revert to “command and control” regulation, or rules that can create inefficient distortions in carrier behavior.  

Using a managed market to bridge the broadband availability gap in un/underserved areas seems like a rational solution to not only bring broadband services to these communities, but to also bring the most innovative network designs to the most neglected areas.  Having spent over $6 billion to “jump start” this job, and another $4 billion every year hoping broadband “happens”, it seems irrational for policymakers to not explore managed markets as a way of further stimulating broadband availability to America’s unserved and underserved citizens.
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