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ARLIER THIS YEAR, the Federal Communications
Commission (FCC) sought public comment on
several proposals from the Federal-State Joint
Board on Universal Service to reform the high-
cost universal service program that subsidizes
phone service in rural areas. The proposed reforms raise
many significant policy questions. Should the size of the sub-
sidies be capped? Should the FCC stop subsidizing compet-
ing phone companies in locations where there are not suffi-
cient customers to support one? Should the commission use
“reverse auctions” to award subsidies to the party that offers
to serve an area at the lowest subsidy? Should mobile phone
and broadband service become part of the universal service
bundle supported by federal subsidies?

0ddly enough, no one is asking a more basic question: How
will we know whether the proposed reforms will accomplish
the fund’s congressionally mandated goals: providing access
to reasonably comparable services at reasonable rates?

The 1996 Telecommunications Act articulates the primary
outcomes the federal high-cost universal service programs
are supposed to accomplish: “access to telecommunications
and information services . . . that are reasonably comparable
to those services provided in urban areas and that are avail-
able at rates that are reasonably comparable to rates charged
for similar services in urban areas.”! The two key concepts,
therefore, are access—the service is available—and “reason-
ably comparable” rates. The reforms will advance these out-
comes if they will increase availability of these services in
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high-cost areas at rates “reasonably comparable” to those
charged in urban areas.

It’s not enough to say that we know the program will accom-
plish these goals because money will be dished out and service
will be provided. Many of the most contentious universal ser-
vice debates revolve around whether proposed funding lev-
els are sufficient to accomplish what Congress intended. To
resolve these debates, decision makers must know how much
of a change in service availability and affordability the current
programs cause in rural areas, and how the proposed reforms
might alter those outcomes.

Without some outcome-based

assessment methodology, deci-

sion makers will be unable to

estimate the effects of reforms
before they are adopted or
assess the effects of reforms
after they are adopted.

For example, the comprehensive reform proposal the FCC is
considering presumes, but does not provide analysis to prove,
that the proposed new subsidies for mobility and broadband
will increase availability at reasonably comparable rates.
Two commissioners question this presumption, suggesting
that the amount of subsidy proposed is not nearly enough to
fully accomplish the desired outcomes.? Since the proposals
include no analysis demonstrating how the amount of subsidy
under either the current or reformed systems affects or would
affect availability or rates, there is no factual basis in the Joint
Board’s recommendations or the FCC’s Notices of Proposed
Rulemaking for determining who is right.

Without some outcome-based assessment methodology, deci-
sion makers will be unable to estimate the effects of reforms
before they are adopted or assess the effects of reforms after
they are adopted.

STEPS TOWARD OUTCOME-BASED ASSESSMENT

1. DEFINE AND MEASURE THE OUTCOME

To know whether universal service programs have or are
likely to provide access to reasonably comparable services at
reasonable rates, decision makers must first define and mea-

sure what counts as availability of service and “reasonably
comparable” rates.

An availability measure, such as number and percent of homes
where the service is available, documents the extent to which
a service is physically there for people to subscribe if they
choose. The FCC already measures availability to some extent
for both broadband and wireless. For the existing wireline
subsidies, the FCC apparently measures subscribership but
not availability.

For wireline, wireless, or broadband, one measure of “reason-
ably comparable” prices would be the ratio of rural prices to
urban prices. Rural prices might be reasonably comparable if
they are not more than x percent higher than urban prices.

Urban and rural incomes, however, can differ substantially,
and so a more accurate measure would be the rural price/
income ratio divided by the urban price/income ratio. Divid-
ing prices by income measures the relative burden, or percent
of the household budget, spent on communications services.
Comparing these percentages for rural vs. urban households
tells us whether the cost of these services represents a “com-
parable” burden for different types of households. Whether
this additional refinement is worth the additional complica-
tion is an open question.

Measuring price or price/income ratios does not necessar-
ily imply that the goal of the high-cost programs is to ensure
that rural households spend the same percentage of their
income on communications services as urban households.
The desired rural/urban price ratio may be higher or lower
than one. What ratio constitutes “reasonably comparable” is
ultimately a policy judgment.

2. ASSESS CAUSALITY

Once outcome measures are identified, it is necessary to deter-
mine how, and to what extent, the subsidy programs cause
changes in the outcomes. It is not enough to identify positive
trends. Ex ante, the analysis needs to identify whether the
subsidy program is likely to cause any change in the outcomes.
Ex post, the analysis needs to identify whether the subsidies
actually caused any change in the outcomes.

A substantial body of scholarly research on universal service
programs demonstrates that this kind of analysis is indeed
feasible. The elasticity of demand—a measure of consumer
responsiveness to price changes—has frequently been used
to estimate the effects of universal service programs on sub-
scribership. Subscribership can sometimes be a misleading
outcome measure, but these studies provide a useful tem-
plate for assessing the effects of universal service subsidies
on outcomes.
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High-cost subsidies help reduce telephone rates for rural
customers. As a result, they bring more rural households
onto the phone network. However, most studies find that
subscription levels for local telephone service change very,
very little in response to changes in price.®* Many recent
studies find elasticities of demand between -0.01 and
-0.026; that is, a 1 percent change in price leads to 0.1 per-
cent or 0.2 percent change in subscriptions.* Empirical stud-
ies commonly presume that low-income households are more
sensitive to the price of local phone service than high-income
households.’ The highest elasticity of demand for local phone
service estimated since 1980 appears to be about -0.05.°

Because demand for local wireline phone service is not very
price-sensitive, it takes a lot of subsidization to produce a
small increase in subscribership. The most recent study on
this topic estimates that the cost of adding one subscriber
through loop support was at least $11,000 in 2000, up from
$3,350 in 1990. The cost of adding one subscriber through
local switching support was $5,155, up from approximately
$2,0001n1990." This cost is substantially higher than the $666
estimated by another study for 1985-93.°

3.SET OUTCOME GOALS AND REPORT
ON OUTCOME MEASURES

Going forward, decision makers should set goals for the
improvement in universal service outcomes they expect to
achieve with the funding devoted to each service. Goals and
measures should be set in reference to a meaningful ideal. At
what point could the problem be considered solved, so that
the high-cost universal service program in its current form
is no longer necessary? Answering this question will help
decision makers focus on setting ambitious and meaningful

Genuine accountability means
ensuring not just that the mon-
ey is spent for the intended pur-
pose, but that the expenditures
actually produce the intended
outcomes.

goals to help ensure that the program makes a genuine effort
to achieve significant results. Data on actual availability and
price outcomes should be reported at least annually to facili-
tate accountability and permit retrospective analysis of the
programs.

The Joint Board proposes that the new broadband and mobil-
ity subsidies should take the form of grants to the states—in
part because states are in a better position to assess availabil-
ity of these services.” Genuine accountability means ensur-
ing not just that the money is spent for the intended purpose,
but that the expenditures actually produce the intended out-
comes. For this reason, states should be required to report
data on availability and prices of any services for which they
receive grants from the federal universal service fund.

4. ARRANGE FOR INDEPENDENT
PROGRAM EVALUATION

Congress or the FCC should arrange for independent research-
ers to conduct retrospective analysis to identify whether the
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high-cost universal service programs achieve their intended
outcomes and estimate the size of the effects. The analysis
should control for other factors that affect the outcomes so
it can identify how much of the effect was caused by the uni-
versal service programs. The research should be performed by
independent scholars or by a government entity independent
of the FCC, such as the Government Accountability Office.

CONCLUSION

AS EXPRESSED IN the 1996 Telecommunications Act,
Congress wants residents of rural areas to have access to ser-
vices reasonably comparable to those in urban areas, at rea-
sonably comparable rates. Yet, the FCC has never measured
how many more people have service because of the universal
service subsidies, nor has it measured the effect of the sub-
sidies on rates. The proposed reforms contain no analysis
assessing how much they will expand service at reasonably
comparable rates.

As aresult, decisions about universal service get made on the
basis of faith, not evidence.
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