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Introduction

Over the course of the past century, telecommunication has become an integral aspect of
the economic development, both in the United States as a whole and within the state of
Michigan. It served as the backbone for the business-critical communication that helped develop
Michigan's once-dominant manufacturing sector and paved the way for further expansion of
economic opportunity throughout the state. As we currently face the stark economic reality that
has presented itself — with our manufacturing sector hemorrhaging jobs and the realization that
our current economic paradigm is unsustainable — it is clear that we need to work towards
economic diversification. This semester, we have been charged with the following question:
How can we encourage entrepreneurial development in Michigan? Among the variety of new
sectors that our research seminar will explore, our group has chosen to take a new look at a
constantly evolving industry — that of telecommunication — or the transmission of data and voice
over a variety of media. In this review of the industry, we plan on analyzing telecommunication
in Michigan through a form of SWOT analysis. We will look at the current state of the industry,
the strengths of the sector along with the weaknesses in Michigan, future opportunities for
entrepreneurial development, along with the threats that the industry faces. We hope that this will
serve as a useful overview of the telecommunication industry in Michigan and its potential for

contributing to our state's future economic success.



Overview

In order to analyze the telecommunication industry, one must look at some basic metrics
of the industry as a whole. The US telecommunication market is divided up into 5 primary
categories, according to a Verizon industry overview: Incumbent Local Exchange Carriers,
Competitive Local Exchange Carriers, Cable Multi-System Operators, Wireless Carriers and
Equipment Providers (Verizon). Each represents a different function within the market — all of
which are regulated to a certain extent by federal, state and local government.

Telecommunication in the US is big business: the estimated value of the US
telecommunication market exceeded $568B in 2006 and is set to hit almost $720B in revenues
by 2011 (Verizon). These massive revenues are indicative of a relatively vibrant industry, one
that if harnessed, could lead to economic growth across sectors — in addition to creation of the
almighty job. Nationally, the telecommunication industry employs over 1,440,141 people (US
Census) in sectors ranging from wired carriers to satellite communication providers.

Having laid out the basic overview of the telecommunication industry nationally, one
must look at how Michigan fits into this puzzle. Over 30,953 people are employed in the
telecommunication sector in Michigan (US Census) — a sizable number to be sure, but paling in
comparison to the estimated 736,259 in the manufacturing sector (US Census). Another key
component is discovering where in the telecommunication value chain Michigan lies (located in
Appendix A). Based on our research, the state is positioned primarily in the final two areas of the
chain — taking more of a VAR/End User role in this regard.

Most of the raw material/semiconductor production and equipment manufacturing in the
industry is located in Southeast Asia, China and surrounding areas. Next on our value chain, the

infrastructure owners and operators — primarily consisting of ILECs such as Verizon and AT&T



— are not based in Michigan. AT&T is headquartered in San Antonio, TX (AT&T) and Verizon
is headquartered in New York, NY (Verizon). At this level of the value chain, bandwidth and
call capacity are the primary unit of measure and can currently be considered a commodity. The
real value lies in the extensive outlays that are devoted to installing physical plants throughout a
region. Much of the Michigan based economic production in the industry consists of competitive
local exchange carriers/broadband providers such as ACD.net and Arialink, web hosting
companies such as Liquid Web, and VoIP providers such as Strategic Products and Services
(formerly Gee! Communications & Network Solutions). According to government filings, there
are 50 CLECs that serve Michigan, claiming an 18% share of the 5,483,381 end-user access lines
reported in Michigan (FCC). This is a slight increase over the national figure of 17.3% in June
2006 (FCC). With regards to broadband Internet service, the trend seems to continue — there are
62 providers of broadband Internet access lines (defined by the FCC as having data throughput

of over 200 kilobytes per second in at least one direction) in Michigan (FCC).



Strengths

In looking at the Michigan telecommunication industry, one must first analyze the
strengths that Michigan has. To start, it is home to three of the four top automobile
manufacturers in the world, with DaimlerChrysler, Ford and General Motors calling the state
home. Along with the companies themselves, their massive chain of suppliers have set up shop
in close geographic proximity to these major companies. This massive value chain requires
major telecommunication infrastructure in order to operate effectively — providing large business
opportunities for Michigan telecommunication companies. One recent example of this is the $1
billion contract signed between AT&T and GM for global network services (AP) In addition, the
state government is moving aggressively to increase their technological infrastructure —
particularly with regards to converting more services into a form that can then be accessed by
citizens via telecommunication networks such as the Internet (State Of Michigan). In addition,
Oakland County has launched a pilot program of its “Wireless Oakland” initiative — providing
free wireless access across the county (Gray). Wireless providers such as Verizon Wireless and
Sprint continue to pour millions of dollars into upgrading its wireless infrastructure in the state.
According to a recently released article, Verizon Wireless reported an investment of $195M
during 2006 to improve and upgrade its wireless telephone and high-speed data network —
capping a $293M push over the last seven years (Torres)

With regards to more traditional business costs, Michigan has been fighting tooth and nail
in a “race to the bottom” to provide innumerable tax abatements and economic incentives for
companies to locate operations in Michigan as well as to attempt to foster new business
development (MEDC). Recent statistics cited by the MEDC indicate that Michigan ranks third

in terms of engineering bachelor degrees awarded (MEDC) — positioning Michigan as a fertile



recruiting ground for the next big idea in telecommunication.



Weaknesses

However, with all of the grandstanding about Michigan's bright future, there are several
weaknesses that if left unattended, threaten to derail any possible economic growth in the
telecommunication industry. The main weaknesses manifest themselves in the physical
infrastructure section of our value chain. Compared to many locations, Michigan has a relatively
underdeveloped telecommunication infrastructure. According to the Metropolitan New Economy
Index, prepared by the Progressive Policy Institute and Case Western Reserve University, Detroit
ranks 30" with a score of 7.8 (Atkinson et al. 25). Compare this with the number one location,
San Francisco with a score of 16.8 (25). Chicago weighed in at number 14 with an index of 10.6
(25). These numbers are derived from an aggregate of various technology indicators,
underscoring the vast gaps that still exist. As we move beyond aggregates and go into more
detailed data sources, telling statistics and comparisons continue to emerge. Compared with
selected regional neighbors, there is a clear gap in the amount of broadband lines available. As of
June 30 2006, Michigan had 825,100 fewer broadband lines (defined by the FCC as data
throughput of over 200 kilobytes per second in at least one direction) than Illinois (FCC).

In addition, Michigan has not experienced a concentrated effort to improve the
telecommunication infrastructure in major urban areas as has been seen in Illinois, particularly in
the Chicago area (Fiber Optic Business), where a 2001 initiative propelled telecommunication
providers to build a fiber optic metropolitan area network to serve the city in exchange for city
contracts. This infrastructure issue is compounded by the fact that while many of the primary
ILECs and commercial network operators (such as Level 3 and Global Crossing) have a POP
(point of presence) in the metropolitan Detroit and Lansing area, most traffic routed through

them goes directly to larger scale POPs in Chicago before being transferred to other major



metropolitan areas (Appendix B). Network maps of major providers are included as part of
Appendix B to illustrate this.

Along with a weak infrastructure, the major players in the Michigan telecommunication
industry, such as the former Ameritech and GTE (now AT&T and Verizon) have acquired a
reputation among many in the field for poor customer service and what many see as anti-
competitive practices (Choura). This is an unfortunate combination that has the potential to make

companies think twice about locating operations in Michigan.



Opportunities

The case of Charter Communications and their battles with municipal wireless fidelity, or
Wi-Fi internet, is an excellent case study in the opportunities that await Michigan’s internet
providers. Charter is a national ISP that is based out of St. Louis, Missouri and provides service
to many areas of rural and ex-urban Michigan including municipalities along Michigan’s west
coast. In July of 2004 one such city, the tiny city of Grand Haven on the coast of Lake
Michigan, became the first municipality in the United States to make Wi-Fi internet available to
all of its residents. In the first four and half months of Wi-Fi availability, the ISP, Ottawa
Wireless, had signed up more than 300 customers who paid monthly subscriptions comparable to
Charter’s prices. Of those 300, 35% were immediately former Charter Communications
customers, 60% were immediately former dial-up users, and 5% had no internet connectivity at
all before signing up with Ottawa Wireless (Multichannel News). Soon thereafter, neighboring
Ferrysburg and Spring Lake signed agreements to expand the Ottawa Wireless network into their
areas, covering more than 16,000 potential customers.

Charter Communications began to see the writing on the wall, having hemorrhaged a
large number of customers in the three small cities along Michigan’s west coast, they seemed
uninterested in continuing the experiment between themselves and the Wi-Fi provider. A year
later the City of Gladstone, located just north of Escanaba in Michigan’s Upper Peninsula, began
taking bids to create a city-wide Wi-Fi network and Charter Communications won the contract.

This instance demonstrates the changing landscape for Michigan’s ISPs. Ottawa
Wireless found an opportunity to bring Wi-Fi internet to an entire city and became the first
company to do so in the United States. Charter Communications was threatened by the

emergence of a new technology and the competition they experienced forced them to seize a



similar opportunity when it presented itself in Gladstone.

What is most interesting about this story, though, are the players involved. Grand Haven
is a city with a population of just over 12,000. Ferrysberg and Spring Lake have a combined
population of about 4,000, while Gladstone is a sleepy city in the remote reaches of the Upper
Peninsula with a population of a whopping 5,000 residents. Forget San Francisco, Boston, or
New York—the most cutting edge experiment in internet connectivity today was forged in the
backwoods of Michigan. And Ottawa Wireless, the company that started all of it, was founded
in Grand Haven for the expressed purpose of providing that city with Wi-Fi internet.

Today, Michigan is second in the nation for the number of municipalities pursuing Wi-Fi
internet with thirteen, just behind California (Toledo Blade). Of those thirteen municipalities,
eight have either completed their Wi-Fi projects or have contracted a provider to help construct
them, and of those eight, six of them have contracted with Michigan start-ups (MuniWireless).
The threat here is clearly delivered to the entrenched providers in Michigan, and how they
respond to Wi-Fi internet will largely determine their continued success in this state.

Another emerging technology in telecommunications that could have a profound impact
on internet connectivity is fiber to the home, or FTTH. Fiber optics have a promising future for
internet connectivity everywhere for two reasons. First, the technology is incredibly fast,
clocking in at over 50 mega bits per second (Mbps), while a standard DSL connection can
deliver only 1.5 Mbps. Second, it has the bandwidth to deliver cable television, internet and
phone service through VOIP all in one line (Mcall’s Business). Currently Verizon is the only
major ISP that has a viable fiber network up and running, and even that is running on a limited
basis having only been made available for use by six million people primarily in the east coast of

the United States. While currently Verizon’s FiOS is not available within Michigan, there are
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nine providers in the state that carry limited fiber service to about 12,000 residents, which makes
Michigan tied for twentieth in the United States for the number fiber optic providers and
eleventh in the country for fiber optic customers (FCC).

A third technology that is quickly becoming available in Michigan is the previously
mentioned VOIP, or Voice Over Internet Protocol. VOIP is essentially a replacement for the
telephone using an internet connection and a VOIP compliant phone. Because VOIP technology
uses the internet and is sent through pre-existing broadband lines, a VOIP phone call is
substantially cheaper when placing both local and long distance calls. Further, the previously
mentioned City of Grand Haven has begun offering wireless VOIP to its residents as a
replacement for traditional land lines and cellular phones (WalkerSands).

This troika of internet based technology has the opportunity to revolutionize
telecommunication in America. It is entirely possible that the future of the internet lies in a
network of fiber optic lines, channeled into wireless internet transmitters that will deliver cable,
internet, and wireless VOIP phone service. It may even soon be possible for municipal Wi-Fi to
deliver radio and television broadcasts to any internet based receiver anywhere in the United
States. These changes will require a great sorting out of telecom firms, with those who are

quickest to deploy the newest technology at the cutting edge of the industry.
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Threats

Over the course of the last decade, access to high speed internet has become a measure
of one’s quality of life. Access to information and information technology is required now to
maintain the quality of life that many Americans enjoy today. As such, the demand for internet
connectivity has become culturally entrenched and while the means of delivery may change, the
want for access will remain. In addition, high speed internet access is a product that is
geographically centered. For instance, one can purchase a coat or a set of dishes from a store in
New York and have it delivered anywhere on the globe. However, one cannot purchase internet
access from New York and expect to receive it in Lansing. There must be points of presence
located throughout an area in order to purchase internet connectivity in that area.

The constant demand for access and the geographically oriented delivery of that access
puts telecommunication in a different class than other industries in Michigan. For instance, the
bio-fuels industry is one with real threats on the horizon because of uncertainty surrounding the
demand for it in the future and its viability as an alternative fuel. In ten years, bio-fuels may be
out of production, however internet connectivity will still very much be an important enterprise
across the world.

Telecommunication as an industry has very little threatening its existence. However
there is a substantial threat to Michigan’s telecommunication competitiveness. As was
demonstrated in the previous section, innovation in high speed internet technology has primarily
occurred in smaller Michigan based start-ups rather than the dominant cable based exchange
carriers. Indeed, according to the FCC in June 2006 Non-ILECs owned 64.8% of SDSL Lines,
100% of satellite internet lines, and 95.9% of fixed wireless lines (i.e. wi-fi hotspots). At the

same time Regional Bell Operating Companies (RBOCs) and ILECs continue to dominate more
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traditional modes of access including ADSL (96.7%) and mobile wireless (62.3%) (FCC).

It is worth noting that for purposes of simplicity the FCC report identifies 99.7% of all
cable lines to be owned by Non-ILECs. However, the report classifies a Non-ILEC in this
context as any Competitive Local Exchange Carrier and any cable TV operation that is affiliated
with a local exchange carrier of any sort as long as neither company is an RBOC. So companies
like Comcast, Time Warner, Cox, and Charter Communications are considered Non-ILECs in
this report, even though they may in fact be the incumbent carrier in a region. In addition, these
four companies own more than 80% of the cable internet lines in the United States
(broadbandguide.net), which means that it is more likely that the Non-ILEC share of the cable
internet industry is less than a quarter of the size the FCC claims it to be in their report.

What has stifled innovation among the leading companies is simply the economics of
deploying a new network. Comcast, AT&T, Time Warner, and all of the other entrenched
providers have invested innumerable resources into developing the networks that they utilize
today and as long as these networks remain more profitable than deploying a new network they
will continue to be used and maintained at the expense of innovation.

Many say that a lack of competition has contributed to a lack of innovation in Michigan,
however the numbers say otherwise. In the State of Michigan 96% of all zip codes have at least
three providers available in them. There are no zip codes that have no providers available at all,
while 58% of zip codes have at least six providers available (FCC). This is not to say that every
household in Michigan has access to high speed internet, that is most certainly not the case. But
it is to say that every zip code in Michigan has at least one high speed internet line in it. There
may be other factors that make competition less effective in the state, but for most customers in

Michigan there is sufficient deployment for competition to take place.
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International Comparison: Singapore

Conclusion

Michigan’s telecommunication infrastructure is not poorly developed, but neither is it
well developed or, at the very least, competitive with the development in other parts of the
country, ranking 30™ among the 50 states. In addition, while Michigan employs more than
30,000 workers in telecommunication, most of them work for firms that provide end-user
services only and are not the firms that drive change in the industry. This means Michigan is not
a player in the telecommunication industry, and the majority of the investment in Michigan
telecommunication is not going toward innovative technology that can spur growth.

Still, the great lakes state is not entirely lost in the woods. While Michigan’s
telecommunication infrastructure is less than average, its deployment of cutting edge
technologies has progressed faster than in most other states. Michigan ranks near the top of the
list when it comes to municipal Wi-Fi deployment and fiber to the home. These innovative
methods of deployment have allowed start-up firms to take hold in Michigan and forge ahead as
leaders of innovation not only in the state, but in the United States as a whole. If Michigan is to
become a national leader in the telecommunication industry, it will be through these

technologies.
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Appendix B

Complete Network Assets : XO Communications
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AT&T Coverage in the USA
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The Level 3 Network
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Introduction

Meet George. Being someone with the entrepreneurial spirit, he wants to launch a high-
tech business here in Michigan — in particular, a telecommunication service provider that will
roll out new broadband lines that provide video, data and voice services. He has a solid business
plan and is itching to get started on the project — however, he will have to embark on a journey
through the regulatory jungle that makes up telecommunication policy in Michigan. He must first
talk with local authorities to obtain any permits or right of ways. After clearing the first hurdle,
he must petition and gain approval from the Michigan Public Service Commission to provide
telecommunication services. Finally, he must petition and gain approval from the Federal
Communications Commission depending on the services the business will provide. This arduous
process can be a source of countless pitfalls for a start-up. One wrong move in this proverbial
lion’s den can lead to legal wrangling with both government and competing telecommunication
companies alike — something that has the potential to derail any telecom entrepreneur, regardless
of how much capital or planning they’ve accumulated.

The telecommunication industry is one in which policy and regulation play a central role in the
day to day operations of all players involved. On one hand, this helps to ensure that markets that
only one company serves do not devolve into abusive monopoly situations. On the other, the
lofty barriers to entry and the myriad of legal loopholes and continued consolidation of the major
players in the industry have made rapid innovation difficult. In this review of policy and
regulatory topics, an overview of the major issues facing the telecommunication industry in
Michigan will be laid out. In addition, a domestic comparison with Ohio and an international
comparison with Singapore will be made in order to see where Michigan stacks up currently and

where improvements can be made in our relevant institutions. Finally, policy recommendations
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designed to promote discussion and focus attention upon what needs to be done in order to

promote high tech entrepreneurship will be made.

Federal

Telecommunication policy and regulatory issues in the United States are handled
in a layered approach. In order to fully understand the situation in our own state, we must first
take a look at the main federal regulatory agencies that play a key role in telecommunication and
broadband policy.

The venerable Federal Communications Commission serves as the mainstay of
telecommunication policy in the US federal government. Through the Communications Act of
1934, the Commission is responsible for “...regulating interstate and international
communications by radio, television, wire, satellite and cable.” (About The FCC) For our
purposes, this broad charge pertains to the regulation of telecommunication networks that
connect Michigan both with other states and with the world. They are responsible for issuing
necessary permits to provide interstate and international telecommunication services and to
enforce all relevant rules and regulations — such as the Telecommunications Act of 1996. In
addition, the FCC has identified broadband as an area in which they are working with all levels
of government in order to plan a process of implementation (FCC Strategic Goals: Broadband).

Due to the large rural areas that our country possesses, leaving telecommunication
service to the market can lead to large swaths of the country being left unserved. The federal
agency that is working to rectify this problem is the Rural Utility Service of the US Department
of Agriculture. The Telecommunication Division of the Rural Utility Service is responsible for

assisting with the financing of telecommunication infrastructure in rural areas (USDA
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Telecommunications Program). The original focus was to allow for the build out of telephone
networks — however, as broadband internet access becomes a more critical part of development,
the agency has begun to finance these types of projects as well. The RUS provides low cost loans
to help spur broadband infrastructure development (“Rural Broadband Access Loans and Loan
Guarantees”). In addition, grants are also available to further encourage the development of
advanced telecommunication infrastructure in rural areas (“USDA Telecommunications Program
— Grants”).

To see an example of the USDA’s policies in action, one can look to the area
surrounding tiny Hillman, MI and Allband Communication Cooperative. The cooperative was
formed in response to the complete lack of telecommunication services in the area. With
assistance from MSU adjunct professor Ron Choura and the M-SITE project (“Allband’s
History”), Allband was able to successfully secure $8 million in USDA funds to build a Fiber to
the Home (FTTH) network over an area that stretches approximately 177 square miles in areas of
Alcona, Alpena, Montmorency and Oscoda counties in northeastern Michigan (“Mission
Statement”). The cooperative plans to expand their service offerings from voice and broadband
data to include video services as part of their expansion efforts (“Future Services — Television

and Security” 3)

Michigan

As we continue our look at the policy issues surrounding the telecommunication
industry in Michigan, we must move down to the state level of analysis. The main regulatory
agency for telecommunication on the state level in Michigan is the Michigan Public Service

Commission (or MPSC). The mission statement of this agency is as follows;
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The mission of the Michigan Public Service Commission is to grow Michigan's economy
and enhance the quality of life of its communities by assuring safe and reliable energy,
telecommunications, and transportation services at reasonable prices (MPSC)

In addition to the primary goal of regulating telecommunication services, their
stated goals include the promotion of new technologies to improve the quality of life for
Michigan residents — including broadband (MPSC). They help to enforce the Michigan
Telecommunication Act as well as granting the necessary permits and licenses required to
operate as a telecommunication service provider in Michigan. In addition, they are responsible
for researching and presenting opinions and reports regarding issues relating to
telecommunication policy in the state of Michigan.

The MPSC, while responsible for regulating the companies that offer broadband services,
has not been a major source of planning and funding for implementing these network build-outs.
On March 14, 2002, the Michigan Broadband Development Authority, a division of the
Department of Labor and Economic Growth, was created by the Michigan Legislature (“About
The MBDA”) in order to issue financing to qualified companies to improve and build out the
broadband infrastructure in the state. The Authority was the first of its kind in the United States
(“MBDA FAQ”) and was considered very cutting edge agency when it was created.

However, for the last year or so the MBDA has laid dormant — no longer accepting
applications for financing. The staff has been cut to 3 and sources on the website indicate that the
entire agency will be eliminated in April 2007. This begs the question — what led to this once
heralded state agencies slow decay? The 2006 Annual Report of the MBDA provides us with
telling answers. In the “Vice President’s Message” section of the report, James W. Butler, III,
lays out the mistakes made in implementing the mission of the MBDA that have led, in part, to

its demise. First, the initial strategy of focusing on attracting large telecommunication providers
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such as AT&T and Verizon to hop on board was unsuccessful — and diverted attention away
from smaller, more entrepreneurial firms (“Annual Legislative Report” 4). Second,
communication issues with the Michigan Legislature are brought up as a major issue (‘“Annual
Legislative Report” 4). Finally, startup funding woes and the inability to acquire equity stakes in
the businesses they financed appear to have helped to nail the agency’s proverbial coffin shut
(“Annual Legislative Report” 4). However, the report is not all negative — with an optimistic
look at the work that has been completed over the last 6 years — such as bringing the importance
of broadband development to the forefront of the public consciousness — is able to tout the
MBDA’s influence by citing consultations with 19 different states and two countries (“Annual
Legislative Report” 5) and the spread of broadband to 78% of MI counties (“MBDA FAQ”) and
contributing to the FCC’s figure of 1,786,572 broadband lines (FCC). The following figure
allows us to see the results of the agencies efforts, particularly through their Rural Broadband

Initiative.
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Figure 1.1

Loan Portfolio Summary & Anticipated Projects

Tetal number of counties Impacted:
65 of Michigan's B3 = 78%

Tetal number of cities Impacted: 375+

Total & ameunt of Disbursed projects:
$18M

Total & amount of Approved RBI projects:
513M

Another $3.BM of REI loan reguests to be
processed

Anticipated total of all loans:
535M

MNota:

*The Approved Projects (Pre-
RE{) are in the green color

“The Approved RBI Projects
are in the pink color

“The Mear-Term RB! Projects
are in the yellow color

28



Having taken a look at the regulatory agencies involved in telecommunication policy in
Michigan, we must now take a look at the major policy issues facing the state — infrastructure
upgrade, municipal Wi-Fi and “network neutrality”. With regards to the upgrade of
telecommunication infrastructure, much has been done in the last few years — however, in many
cases, the infrastructure that goes from the central office to residential and business locations is
legacy copper wiring, unable to handle next-generation applications of broadband technology.
Due to the fact that the MPSC regulates rates and competition for telecommunication services
(“MPSC — Mission Statement”), there is little incentive for many companies to take the first step
to upgrade their infrastructure beyond what is required. This is compounded by the fact that in
the past, the hassle of new telecommunication construction was something not to be taken
lightly. However, the Michigan Legislature and the MPSC responded to these concerns by
creating the METRO Authority in 2002, which standardized right-of-way agreements across
local governments and provided for tax credits for companies that constructed new broadband
capable infrastructure (“MPSC — Broadband/Right of Way”).

Continuing along the broadband line of thought, many local governments have decided to
take broadband development into their own hands by rolling out municipal Wireless Fidelity
networks to provide service to their citizens. This has been greeted with enthusiasm or ire,
depending on which side you speak with. On the pro side of the debate, local governments can
make the argument that these wireless networks can be a catalyst for growth within their city and
driving improved government services (Sarkar). In Oakland County, located in Southeastern
Michigan, the ambitious “Wireless Oakland” plan aims to foster advanced technology
investments in cities across the county by leveraging the network (“About Wireless Oakland”).

To make the debate appear even more black and white, Oakland County Executive L. Brooks
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Patterson blasted efforts by Rep. Mike Nofs to introduce legislation to limit municipal wireless

networks as “...interfering with southeast Michigan’s economic growth” (Laitner)

On the con side of the debate, there are numerous vocal opponents to municipal wireless
networks. Many large telecommunication companies see them as unfair competition and have
successfully pushed through legislation in some states, including Michigan, to limit their
construction (Sarkar). Policy makers have also railed against these types of municipal WiFi
initiatives. Diane S. Katz of the Mackinac Center for Public Policy argues that these types of
networks should not be financed by government and that the supposed benefits that are claimed
are often inflated (Katz). Katz also expresses a concern for certain companies being given an
unfair competitive advantage, as explained in the case of MichTel and the “Wireless Oakland”
project (Katz).

The third major issue facing the Michigan telecommunication policy arena is that of
“network neutrality” This issue has been a flashpoint for heated policy debates. The essence of
“network neutrality” is disallowing telecommunication service providers from prioritizing data
traffic based solely on its source — an example would be AT&T purposely slowing down traffic
from YouTube to their DSL subscribers while maintaining a constant speed for their own
competing service. Like most policy issues, there are two opposing views with regards to this
proposal. Those on the pro side argue that that without such legislation, telecommunication
providers will engage in anti-competitive behaviors that will lead to a degraded Internet
experience that has the potential to derail the meteoric growth that has occurred over the last
decade (“Study Claims Harm without Network Neutrality’). In Michigan, Public Act 480,

dealing primarily with cable franchising, was signed into law in December 2006 — however
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proponents of “network neutrality” have decried the fact that it lacked any wording regarding the
contentious issue (“Granholm Signs Cable TV Bill - Without Net Neutrality”).

On the con side of the fence, we again find the major telecommunication service
providers. They claim that “network neutrality” policy is unnecessary and would give
competitors a “free ride” while depriving them of needed revenue to upgrade their infrastructure
("Institute Slams Net Neutrality Legislation"). Opponents claim that this type of legislation is
unnecessary — that companies would not risk the negative PR associated with the wide-spread
filtering outlined in the opposing sides’ arguments — and that it would end up leaving customers
holding the bag (“Institute Slams Net Neutrality Legislation”).

Finally, we must look at recent reforms that were put into motion by reforms to the
Michigan Telecommunication Act outlined in the Uniform Video Service Local Franchise Act
(was House Bill 6456) that altered the way in which video service providers such as Comcast
and AT&T can negotiate franchise agreements with state and local governments. Under previous
regulations, video service providers were forced to negotiate the agreements that regulated video
services such as cable television directly with local municipalities. As with issues such as
network neutrality, there are two sides to this contentious debate — each with their own agenda.

Those in favor of the reform point to the often restrictive agreements signed with local
governments as stifling innovation and competition — setting the barriers of entry out of the reach
of most entrepreneurial ventures. Diane Katz of the Mackinac Center, having already weighed in
negatively on network neutrality, had a similarly negative outlook about this issue in a 2006
report — calling the long-standing regulations “the Cyberspace equivalent of the Stone Age”
(Katz 1). On the academic front, a white paper released by Ball State University and Michigan

State University promotes cable franchise reform as necessary — citing their research that
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predicts as much as a $13.5 billion influx into the Michigan economy (Litman et. al 2) —
stimulating job growth and driving increased infrastructure upgrades in the area of broadband —
allowing for high tech entrepreneurship in a previously closed market.

Those who have been against the reform argue that taking negotiating power away from
municipalities will lead to less local oversight of video service providers. Proponents argue that
franchise fees are a major source of revenue for many localities and that by allowing companies
to set up state-wide franchise agreements, they stand to lose this funding source - upwards of $57
million in total across the state (Kis). Many also fear that without the leverage of a franchise
agreement, video service providers such as Comcast will not take service issues as seriously —
forcing them to lobby at the state level (Kis) Finally, many grassroots organizations fear that

public access television, often mandated in local franchise agreements, will be curtailed.

Domestic Comparison: Ohio

As we continue our look at the major telecommunication policy issues facing Michigan,
we now turn to our neighbor to the south — Ohio. First we must look at the structure of the main
telecommunication/broadband authority in the state. Unlike Michigan, a large amount of the
state’s broadband initiatives are handled through the Ohio Department of Development (“Ohio
Department of Development”). In addition, Ohio has been able to avoid many of the political
pitfalls that befell the MBDA by being more closely tied in with their economic development
department — allowing for a more coherent broadband policy. Through this more integrated
policy-making process, Ohio has been able to roll out 2,392,020 broadband lines as of June 30,
2006 (FCC) — a difference of almost 700,000 when compared with Michigan. With regards to the

issues, Ohio finds itself facing similar challenges, particularly with regards to municipal WiFi.
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International Comparison: Singapore

In our ever-expanding global economy, we must also look beyond our country’s
borders. In this examination of telecommunication policy, particularly with regards to
broadband, we look to Singapore — the city-state that has propelled itself to great economic
heights through skillful policy-making — and this area is no exception. All aspects of
telecommunication on the government side of the market are handled by one agency — the
Infocomm Development Authority. The agency is responsible for promoting telecommunication,
both in industry and in education as well as being responsible for enforcing and regulating policy
related to telecommunication (“IDA Singapore — About Us — Overview”).

In terms of infrastructure, Singapore has developed an extremely advanced
telecommunication network — with network capacity in excess of 20 Gbps (“IDA Singapore -
Infrastructure — Overview”) and has positioned itself to be a “hub” in the spoke of regional
technology networks Their current broadband penetration rate per 100 households was slightly
under 70 in Q2 2006 ( “October 2006 Bandwidth Report™) — an incredible number to be sure,
compared with my estimate of approximately 17 per 100 households in Michigan.

Not content to merely rest on its laurels, Singapore is in the process of working
towards the ambitious goals set forth in their Intelligent Nation 2015 Plan. This plan calls for
90% home broadband penetration and the creation of 80,000 new jobs (“iN2015 Goals”). The
IDA plans to accomplish this through a concerted effort to upgrade their telecommunication

infrastructure and focus on fostering effective policy (“iN2015 Strategies™).
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Policy Recommendations

Having done a thorough analysis of the current policy and regulatory issues facing
the Michigan telecommunication industry, we now move into a section of policy
recommendations and ideas to spur thought in this area. We have distilled our research findings
into two major areas in which Michigan needs to focus on in order to foster entrepreneurship in
the telecommunication industry.

The first area is the revitalization and reformation of a committee or agency to
spearhead telecommunication and broadband development in the state in the wake of the demise
of the MBDA. This new institution should be responsible for both allocating public resources as
well as providing incentives for private companies to invest in the broadband infrastructure of
the state. In order to accomplish this, the new authority should utilize a variety of resources in
order to have maximum leverage in accomplishing its goals. With regards to allocating public
resources, this agency should provide crucial legal and educational support in order to obtain
matching grants from other sources such as the USDA in areas where market solutions have
failed (e.g. Allband’s service area). With regards to incentives for the private sector, the agency
should be sure to float competitive government RFPs and/or tax breaks for companies that focus
on upgrading their infrastructure to provide new telecommunication services. In order to prevent
this new institution from falling victim to the same mistakes that the MBDA learned the hard
way, it should focus its efforts upon fostering entrepreneurial ventures both big and small.

Finally, in order to ensure that our state remains on the cutting edge, we must involve major
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industry players in an advisory role to ensure that our telecommunication network meets the
latest specifications so that we may remain competitive and spend monies prudently.

The second area focuses primarily on skill development — we recommend the
creation of a program to connect qualified students with internship and job opportunities within
the telecommunication industry. This can be a win-win solution for all involved. Students will
gain valuable “hands-on” and research experience in real world settings, giving them a
competitive edge when they enter the workforce. A great example of this in practice is the launch
of lab experiences at Allband Communication Cooperative through the Telecommunication,
Information Studies and Media Department at Michigan State University — students perform
research for the cooperative and can gain practical knowledge based on real-world principles. On
the opposite end of the coin, companies gain access to low-cost labor that is in the process of
upgrading their skills — allowing them to inject knowledge of their business processes so that
they can be prepared for job opportunities with their company after graduation. In addition,
companies can explore a larger array of research opportunities than they would otherwise be able
to pursue (Coursaris). This area has the potential to greatly strengthen ties between universities

and the private sector, setting up the basis for greater tech transfer between the two.

Conclusion

In conclusion, having researched the implications that telecommunication policy

has upon Michigan’s economy, it is imperative that we learn from the experiences of others —

both domestically and internationally. We must also work towards a more integrated process for

fostering entrepreneurship within this heavily regulated environment — we must not let ventures
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with great potential founder for lack of support. With this knowledge in our minds and fresh
policy ideas in our hearts, Michigan can lay the foundation for advanced telecommunication

networks as well as successful economic development across industries.
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