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Monday, October 16, 2006
DOJ sees new technologies reshaping telecom market
Traditional phone companies face threats from cell phones, cable and VoIP
By PHILIPPA MAISTER, Staff Reporter
IN APPROVING the AT&T Inc.-BellSouth Corp. merger without conditions last week, the U.S. Department of Justice said new technologies reshaping the market would keep the $89.4 billion deal from creating a telecommunications monopoly.

“The presence of other competitors, changing regulatory requirements and the emergence of new technologies in markets for residential and long-distance service indicate that this transaction is not likely to harm consumer welfare,” the department stated.

The merger was put on hold Friday when the Federal Communications Commission, which reviews such plans with an eye to the public interest, postponed its decision on the deal until Nov. 3.

But the Justice Department’s decision, which examines mergers strictly from an antitrust perspective, recognizes that technology is changing much faster than rules and regulations can keep up, said Helena Mitchell, a former FCC official and executive director of Georgia Tech’s Center for Advanced Communications Policy. 

“The primary factor underlying changes in the telecommunications industry is that technology is moving from an analog to a digital platform that can transmit data, video and text,” Mitchell said. “As a result, it is no longer necessary to regulate as tightly as in the past because so many new technologies can operate on the digital platform. The need to silo the regulation of wired, cable and wireless technologies is no longer as great.”

As an example, Mitchell points to the multiple ways mobile phones and devices can be used as personal digital assistants, receive and transmit voice and data messages and even link with global positioning systems.

SOMETHING TO TALK ABOUT 

Some of the competition to the merged AT&T/BellSouth will come from Voice-Over-Internet-Protocol. Here’s how an industry group expects this technology, called VoIP, to grow in terms of residential subscribers: 

Year

Subscribers

2006

7.4 million

2007

11.5 million

2008

15 million 

2009

18 million

SOURCE: Telecommunications Industry Association

Mobile phones present one of the greatest challenges to traditional landline phone companies such as BellSouth and AT&T, said August E. Grant, co-editor of “Communication Technology Update” and a professor of mass communications and information studies at the University of South Carolina. 

Grant said the desire to have unified control of Cingular Wireless LLC, which is jointly owned by BellSouth and AT&T, was the underlying factor driving the merger. However, Cingular faces competition from Sprint Nextel Corp., Verizon Communications Inc. and T-Mobile USA Inc. as well as other companies, he noted.

According to the FCC, the number of mobile phone subscribers in the U.S. rose by 22.6 million, or 12 percent, to 203.7 million between 2004 and 2005. At the same time, Grant noted, a growing number of young mobile phone users are choosing not to buy landline service.

Mobile phone companies can offer free services such as voice mail, caller identification, and call waiting that landline services must charge for because of the way in which they are regulated. Furthermore, Grant noted, mobile services do not face the same pressure and expense traditional companies have to provide fail-safe service. 

Traditional phone companies also face a threat from outside the industry—especially from cable companies. And companies in both camps will not compete by offering consumers just a single service, but by providing a complete bundle of video, phone and Internet services that eliminates the need for other suppliers, raising the stakes even more.

Eventually, said Jeff Kagan, a telecommunications industry analyst based in Atlanta, consumers will be able to answer the phone using their television or computer.

Kagan predicted that, in the future, phone and cable companies will each have a 40 percent share of the market, with the remaining 20 percent shared by companies employing a variety of other technologies or surviving in traditional landline format.

The Department of Justice statement approving the BellSouth-AT&T merger pointed to Voice over Internet Protocol as one of the new technologies. Called VoIP, the technology is a process of sending voice telephone signals over the Internet or other data network in a digital format. VoIP also is used by cable companies to transmit video. 

Among the leaders in this technology are Skype Ltd. and Vonage Holdings Corp., according to Michael Kende, who heads the Washington office of Analysys Inc., a British firm that analyzes the telecommunications sector.

“VoIP is the ultimate in competition for phone companies because it is separate from the phone company network, and can be transmitted over any broadband connection,” Kende said. While it is currently necessary to be linked to a computer to use VoIP, Kende said wireless headphones are being developed that will allow freedom of movement.

According to Kende, VoIP is price competitive with telephone service. However, Mitchell believes VoIP is at least 10 years away from widespread use in the United States, and said it is best suited to large institutions.

Read a related story from our archives:
 


"Split PSC highlighted issues in BellSouth-AT&T merger" (Aug. 23, 2006) 

Meanwhile, the experts interviewed agreed that the merger of BellSouth and AT&T will cause problems for their smaller competitors. 

“The question is, ‘Do you stop the progress of an industry because some of the participants are weak?’ ” Kagan asked. 

Mitchell suggested some will find niches for themselves in the new world. But predictions of any sort are difficult. 

“Forecasting how fast a new technology will replace an old one is much easier than forecasting which of two new closely competing technologies will win,” according to Technology Futures Inc. “Forecasting is seldom a ‘turn-the-crank’ process, and forecasting technology adoption is no exception.”

Staff Reporter Philippa Maister can be reached at pmaister@alm.com.



