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The t h e s i s  examines t h e  r o l e  and impact of s u b s i d i e s  on telecommunica- 

t i o n s  system development i n  Northwest Canada and Alaska. D i f f e r e n t  subs idy  

methods have been adopted i n  Canada and t h e  United S t a t e s  t o  implement 

s i m i l a r  s t a t e d  n a t i o n a l  telecommunication p o l i c y  o b j e c t i v e s .  Th i s  s tudy  

compares t h e  d i f f e r e n t  i n s t i t u t i o n a l  arrangements through which subs idy  pol icy 

has  been implemented i n  each count ry .  Basic  telecommunication s e r v i c e s  - - 

a v a i l a b l e  t o  r e s i d e n t s  i n  remote a r e a s  do n o t  meet n a t i o n a l  s t a n d a r d s  when 

compared on c r i t e r i a  such a s  p e n e t r a t i o n  r a t i o s  and l e v e l s  of s e r v i c e .  An 

explana t ion  f o r  t h e  f a i l u r e  of subs idy  p o l i c i e s  t o  provide  s o l u t i o n s  t o  

telecommunication problems i n  remote and r u r a l  a r e a s  i s  developed. 

A review of t h e  h i s t o r i c a l  u s e  of t e l e c o m u n i c a t i o n s  s u b s i d i e s  by t h e  

Canadian and American provides  a  contex t  f o r  a n a l y s i s  0.6 e x i s t i n g  

i n s t i t u t i o n s  and subs idy  p o l i c i e s .  Ea r ly  l i n k s  between s u b s i d i e s  f o r  t e l e -  , 
c o m u n i c a t i o n s  development and American economic and p o l i t i c a l  expansion 

C 

(1850's-19001s), and n a t i o n a l  m i l i t a r y  p o l i c i e s  (1900's-19501s),  a r e  examined. 
I 
I 

The r e l a t i o n s h i p s  between telecommunication s u b s i d i e s ,  n o r t h e r n  i n d u s t r i a l  1 

I 

I 

development p o l i c i e s  and emerging s o c i a l  p o l i c y  o b j e c t i v e s  a r e  examined from / 
1950 t o  t h e  p r e s e n t .  Throughout t h e s e  pe r iods ,  r e s i d e n t s  of remote communi- 

t i e s  rece ived  l i t t l e  b e n e f i t  from s u b s i d i e s .  

The i n c e n t i v e s  of government agencies  and t h e  telecommunication c a r r i e r s  

t h a t  p a r t i c i p a t e  i n  d e c i s i o n s  t o  implement telecommunication s u b s i d i e s  are 

c r i t i c a l l y  analyzed.  A range  of t ypes  of  subsidie;  used by r e g u l a t o r y  

agencies ,  government funding agencies  and t h e  telecommunication i n d u s t r i e s  i s  



regarded as being of secondary importance. 

The analysis indicates key factors that have prevented sufficient 

, financial resources from being allocated for telecommunication development 

in remote areas. Incentives for profit making created by the structure of 

the telecommunication industries, the use of subsidy methods that are not 

modified to account for northern conditions, and the low priority goverqmeni 

agencies have given to implementing telecommunication policy objectives in 

northern remote areas, are the major factors. 

Suggestions for changes in institutional structure and subsidy methods 

iv 

examined. Incentives underlying decisions to implement subsidy pblicy are 

linked to larger economic and political development priorities and to 

structural relationships between and within these institutions. The dominant 

interests represented in the decision-making process are discussed, demon- 

strating conflicts between stated national telecommunication objectives 

developed in the policy formulation process and the different objectives of 

government agencies and industry that take priority in the policy implement- 

ation process. 

The analysis shows that subsidy implementation methods have not provided 

incentives for telecommunication development in remote and rural areas. 

Decisions to implement subsidies are based on criteria that reflect the 

dominant financial interests of the telecommunications carriers. Criteria 

used by government agencies have resulted in subsidies that have been 

successful in providing financing for telecommunication services to meet 

military objectives, national policies for industrial development in the 

north, and research and development priorities. Subsidies for telecommuni- 

cation development to serve the residents in remote northern areas have been 

are made. These are addressed to the need to assess the effectiveness of 



v 

existing subsidy programmes, to ascertain the type and extent of financing 

required, to establish full coordination among the several government agencies 

involved, and to provide incentives to implement subsidies that will meet 

clearly-defined objectives that reflect the telecommunication needs of 

residents in northern remote communities. 
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Chapter I 

INTRODUCTION 

A. Impact of Subsidies on the Telecommunications Development Process: 

The Research Problem 

Subsidies, initiated by government agencies and by the telecommunications 

industry, have had a profound effect on the telecommunications development 

process. This study compares the different methods of subsidy and different 

institutional systems through which telecommunications subsidy policy has been 

implemented in Canada and the United States. Subsidy methods are analysed 

with specific reference to their impact on the telecommunications develop- 

ment process in Northwest Canada and Alaska. 

Although subsidies have wide-ranging effects on the telecommunications 

development process, little-attention has been given to questions as to how 

or why subsidies have been ineffective in implementing fully national tele- 

communications policy objectives. The failure of many studies to contribute 

to a further understanding of the implications of subsidy policy can be 

attributed to the definition of the concept that is commonly used, and 

consequently the focus of analysis. There has been tendency to restrict the 

application of the subsidy concept to specific government programmes that 

transfer financial resources from the public to the private sector in order 

to meet narrowly defined policy objectives. Specific subsidy programmes, and 

their effects then are examined in isolation from the institutional context in 

which-they originated and are implemented. 

Decisions to provide subsidies for telecommunications development are 

dependent on a large number of political and economic factors in a changing 



i n s t i t u t i o n a l  environment. This  s t u d y  focuses  on those  which i n f l u e n c e  

dec i s ions  a s  t o  methods of subs idy  implementation. Therefore,  s u b s i d i e s  a r e  
--- 

C - I 
def ined  i n  t h i s  s tudy  a s  methods used by t h e  government and/or  t h e  t e l e -  

- C _ _ _  I 
communications i n d u s t r y  t o  a l l o c a t e  f i n a n c i a l  resources  t o  develop s e r v i c e s  - I 
t h a t  would n o t  have been provided under an  assumption of p r i v a t e  market 

/-- - 
cond i t i ons ,  i . e . ,  where t h e  d i r e c t  u s e r s  of s e r v i c e s  would have been r equ i r ed  \, 

/-- t o  pay t h e  f u l l  c o s t s .  - T s m g  t h i s  d e f i n i t i o n ,  s u b s i d i e s  i nc lude  a myriad of 1 
L 

p r a c t i c e s M i n a t e  w i t h  government and indus t ry .  They may b e  i m p l i c i t  

o r  e x p l i c i t  i n  t h e  s t r u c t u r e  and o r g a n i z a t i o n  of t h e  telecommunications 

i n d u s t r y ,  they  may pervade r e g u l a t o r y  and i n d u s t r y  p r a c t i c e s ,  and they  may 

a l s o  invo lve  d i r e c t  t r a n s f e r s  of  f i n a n c i a l  r e sou rces  from t h e  p u b l i c  s e c t o r  

t o  t h e  telecommunications i n d u s t r y .  

I n  t h i s  s tudy  an a t t empt  is  made t o  do more than  compare t h e  end r e s u l t  

I t  o r  outcome" of subs idy  p o l i c y  implementat ion i n  Northwest Canada and Alaska. 

The reasons f o r  d i f f e r e n c e s  i n  t h e  q u a l i t y  and l e v e l  of s e r v i c e s  a v a i l a b l e  i n  

t h e s e  a r e a s  can b e  a t t r i b u t e d  t o  a l a r g e  number of complex f a c t o r s .  Therefore  

i t  is important  t o  recognize  t h e  purpose and focus  of  t h i s  comparison of  t h e  

subsidy methods used i n  two i n s t i t u t i o n a l  systems. 

The t r a d i t i o n a l  d e f i n i t i o n  of  t h e  economic problem encountered i n  t h e  

telecommunications development p roces s  i n  remote a r e a s  i s  very  s i m i l a r  as 

between no r the rn  a r e a s  of Canada and Alaska. I s o l a t i o n ,  popula t ion  s i z e ,  

geography, and r e s u l t i n g  h igh  c o s t s  a r e  among t h e  f a c t o r s  t h a t  have prevented 

communities from meeting c r i t e r i a  t h a t  a r e  used t o  de te rmine  t h e  v i a b i l i t y  of 

development p r o j e c t s .  These c r i t e r i a  a r e  based on t h e  r e l a t i o n s h i p  between 

a l l o c a t e d  c o s t s  and p r o j e c t e d  revenues. I n  a r e a s  where t h e  demand f o r  s e r v i c e  

i s  n o t  found t o  gene ra t e  s u f f i c i e n t  revenues,  i n  aggrega te ,  t o  cover  a l l o c a t e d  

c o s t s ,  a d e c i s i o n  is o f t e n  made t o  postpone s e r v i c e  development. 
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While this problem is not exclusive to the north, it is exacerbated by 

the extremes to which these conditions are present. A disparity between 

basic telecommunications services available in rural and urban areas has 

existed in rural areas of the Lower 48 States and rural areas of Canada south 

of the 60th parallel. However, subsidies have been successfully used to 

ensure that the disparity has been reduced, and in some cases practically 

eliminated. 

This has not occurred to the same extent in northern areas of either 

country. When the telecommunications services in these areas are compared to 

national standards and stated national telecommunications objectives, it is 

often found that they are inadequate.' Historically, the process of tele- 

communications development in small isolated population centres in Northwest 

Canada and Alaska has lagged behind development in larger centres. 

National telecommunications policies are also similar in that the 

essential nature of basic telecommunications services has been recognized. 

Telecommunications services have been regarded as essential in much the same 

way as other basic utility services. Statements of national telecommunica- 

tions policy in Canada and the United States reflect the desire to assure 

equality in the availability of these services and the government's obligation 

to ensure that their policies are implemented.2 The need for adequate basic 

telecommunications facilities is also reflected in the views of residents of 

northern communities in Northwest Canada and Alaska as expressed in sub- 

3 
missions before regulatory commissions and other government agencies. How- 

ever, this study does not examine conflicts emerging within the north or bet- 

ween northern groups and southern policy makers as to appropriate telecommu- 

nications policy objectives. 

However, stated national telecommunications policy objectives cannot 
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necessarily be equated with objectives that are given the highest priority in 

the policy implementation process. The priority given to any one aspect of 

policy is dependent on the institutional incentive system and its impact on 

decisions to allocate financial resources for service development. The 

history of telecommunications development in Northwest Canada and Alaska 

provides on-going examples of changes in the form and extent of subsidies 

that have been used to implement a variety of policy objectives. 

This study is specifically directed to an examination of two aspects of 

the role of subsidies in the telecommunications development process. The 

first is the characteristics of the incentive structure within systems of 

institutional relationships. Although there are many alternatives ways of 

financing and allocating the costs of telecomnunications development, con- 

flicting incentives and dominant economic interests prevent many telecommuni- 

cations policy objectives from being implemented fully, or in some cases, at 

all. 

The second examines changes in the use of different subsidy methods in 

the context of changes in the role of telecommunications services in the 

development process. Shifts in subsidy policy in the telecommunications 

sector are examined in relation to concurrent changes in evolving northern 

development objectives in Canada and the United States. Subsidies may be 

justified as a means of implementing broadly defined national telecommunica- 

tions policy objectives. However, the benefits of subsidy policy may result 

in telecommunications development for a number of different purposes. These 

have included increasing telecommunications services to meet demands made at 

different times by the mibitary, the resource industries, government agencies, 

and even on occasion, the demands of residents of isolated northern commun- 

ities. 



Thus, subsidies that provide incentives for investment in telecommunica- 

tions services may be implemented in a way that does little to encourage the 

development of an accessible basic telecommunications system especially in 

remote high cost northern areas. As policies and programmes developed in 

the United States are often suggested as solutions to Canadian problems, it 

is useful to understand the differences and similarities in institutional 

arrangements and the policy implementation processes in order to evaluate 

alternative subsidy policies. An analysis of subsidy methods provides a 

basis for an understanding of a larger range of alternatives which could, 

given the appropriate context, be used to implement telecommunications 

development policy in Northwest Canada. 

For this analysis, the basic national subsidy policies in Canada and 

the U.S. are accepted as given. This study focuses on the subsidy implement- 

ation process. Although the study recognizes and considers the effects of the 

larger political process upon subsidy implementation, it does not pursue a 

detailed investigation of the role and influence of the North in the larger 

political process generally. 

B. Understanding Telecommunications Policy Implementation: 

An Analytic Framework 

To analyze issues concerning subsidy policy, the institutional arrange- 

ments related to telecommunications development in Northwest Canada and 

Alaska must be examined. To answer questions about the effect of government 

intervention in the decision-making process, it is necessary to develop an 

understanding of how the institutional system is structured and how it inter- 

acts. By approaching the subsidy problem in this way, an analysis of the 



incentive structure associated with each organization, together with the 

incentives engendered by the inter-relationships between organizations can be 

developed. The historical pattern of changes in institutional arrangements, 

~hanges in the incentive system, and changes in the form and extent of 'sub- 

,idies provides the basis for an analysis of some of the factors that have 

.ither hindered or enhanced the telecomunications development process in 

remote and rural areas of Northwest Canada and Alaska. 

The methodological approach to the problem of communications and develop- 

ment, and specifically telecommunications development, which is followed in 

this study is outlined in Chapter 11. A review and critique of the tradition- 

al models, conceptions and recent research into the changing role of tele- 

communications in the development process provides a point of reference for 

this study. 

The analytic framework used in this study permits an examination of the 

incentives that affect the decision-making processes of the institutions that 

participate in the telecommunications development process. Several levels of 

analysis are used to develop models that reflect some of the more important 

characteristics and changes in institutional relationships that have affected 

subsidy policies. As it is impossible to fully encompass the complex system 

that affects these relationships within the scope of this study, boundaries 

are used to limit the number of institutions included in the analysis and the 

levels at which they are examined. The level and scope of the analysis is 

outlined below. 

'1. The Historical Context 

The first stage of analysis includes a survey of the historical context 

within which the existing institutions and telecommunications policies evoked. 



which influenced decisions that affected the structure of the 

telecommunications industries and their relationships to government agencies 

are examined. Examples of subsidies are examined in light of the rationale 

provided and their impact on the telecommunications development process. 

Chapters I11 and IV provide the initial basis for the argument that the 

effect of subsidies on the telecommunications development process is con- 

strained by changes in the importance of telecommunications to meet changing 

policy objectives. These are defined in relation to changing national 

economic and political objectives. Chapter I11 examines telecommunications 

development in its earliest form in Northwest Canada and Alaska between 1850 

and the 1900's. The role of the telegraph as an important economic and 

political link between continents is viewed as providing an incentive for 

public and private investment. The national economic and military objectives 

that served as incentives for expansion of telecommunications systems in 

Northwest Canada and Alaska in the period between 1900 and the 195Q's are 

also examined. Subsidy methods that were used to promote telecommunications 

development during both these Fperiods are discussed. 

The circumstances that resulted in a major re-organization of the tele- 

communications industry structure in Northwest Canada in the late 1950rs, and 

in Alaska, in the late 1960's are reviewed in Chapter IV. The objectives and 

incentives that were implicit in a new set of institutions that had specific 

mandates to participate in the telecommunications policy formulation and 

implementation process are described. 

Some aspects of the spectrum of economic and political priorities that I I 
~ 1 

provided the context for these changes also are discussed. The character- 
" I 

i 
istics of the evolving institutional structure of the telecommunications I 

j I 
industry are linked to economic and political development priorities in North- j /  
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west Canada and Alaska. This is used later to indicate differences in the 

Canadian and American use of subsidies which can be linked to differences 

ascribed to the role of telecommunications in the development process. 

No attempt is made to provide a comprehensive discussion or analysis of 

the northern development process. The information concerning general trends 

is used to demonstrate the dependence of subsidy policies in the telecommuni- 

cations sector on the changing importance of other larger policy objectives. 

The historical data contributes to the analysis by providing a context in 

which to view the institutions, their objectives, and the incentives govern- 

ing the decision-making process. These chapters provide a background for 

analysis of the initiatives taken by the telecomnunications carriers and 

government agencies to promote telecommunications policy implementation in 

the past decade. 

2. Structure and Relationships within the Telecommunications Industry 

The second stage of analysis involves a description and examination of 

the existing telecommunications industry structure in Northwest Canada and 

Alaska (Chapter V). In the Canadian Northwest, Canadian National Telecommu- 

nications Ltd. (CNT), which provides telecommunications services in the Yukon 

and the western Northwest Territories, is examined. CNT's northern tele- 

communications facilities and services were re-organized in 1979 as a sub- 

sidiary of the Canadian National Railways System. In Alaska, long distance 

telecommunications services are provided by RCA Alaska Comunications Inc. 

(Alascom), a subsidiary of the RCA Corporation until 1979. In June 1979, 

approval of the sale of Alascom from the RCA Corporation to Pacific Power and 

Light Inc., a large public utilities holding company based in Portland, 

Oregon, was approved by the Alaska Public Utilities Commission. The facilit- 
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ies supplied by Alascom interconnect with twenty-one local exchange telephone 

companies owned by private, municipal, co-operative, and holding company 

interests. 

Both CNT and Alascom are operating telecommunications companies that are 

part of much larger corporate structures. An investigation of these struct- 

ures provides an understanding of some of the incentives and priorities that 

underly the decision processes that affect decisions to invest in expanded 

telecommunications facilities and services and the use of subsidies. 

3. Subsidies for Telecommunications Development: 

Methods of Government Intervention 

The third stage of analysis concentrates on the role of government 

departments, agencies, and commissions with jurisdiction over telecornmunica- 

tions development. Their objectives, stated and implicit, together with 

incentives to implement policy are examined as they are reflected in sub- 

sidies. 

Chapter VI outlines a range of subsidy alternatives. A brief description 

of the assumptions underlying different subsidy methods is provided. Chapter 

VII examines the role of Canadian federal regulatory agencies, the CRTC and 

its predecessors, in light of the impact of the regulatory process on the 

availability of subsidies for telecommunications development in the Northwest. 

Attention is also given to the structure and effect of subsidies initiated by 

federal departments, particularly the Department of Communications, which have 

mandates for telecommunications planning and policy implementation. 

In the United States (Chapter VIII), the effectiveness of subsidies 

initiated through the regulatory process at the State and federal level is 

examined. Subsidies initiated through the participation of a federal agency, 

the Rural Electrification Administration, and a State agency, the Alaska 
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Governor's Office of Telecommunications, are also reviewed. 

In both chapters, the analysis focuses on the range of approaches and 

types of subsidy programmes that have been used. Factors inherent in the 

structural arrangements of these institutions that prevent effective policy 

implementation are examined. The impact and effect of government subsidy 

policies is also linked to some of the constraints that exist at other levels 

in the institutional system of relationships in Northwest Canada and Alaska. 

4. The Impact of Subsidies on Telecommunications Development: 

An Analysis 

The final stage of analysis (Chapter IX) summarizes differences and 

similarities in subsidy methods and their role in the northern telecommuni- 

cations development process in each country. An explanation as to why govern- 

ment subsidies have been relatively ineffective as a means of fully implement- 

ing national telecommunications policy objectives is suggested. This draws 

on factors inherent in the relationships between and within the government 

agencies and the telecommunications industries for an explanation. 

The analysis is applied as a basis for suggesting changes in institu- 

tional arrangements and subsidy methods that would facilitate a more 

effective telecommunications policy implementation process. These suggestions 

are made in recognition of constraints that have not been examined in this 

study that exist at other levels within the institutional systems. 



Footnotes and References 

1. Disparities in basic telecommunications services in rural and remote 
areas of Northwest Canada and Alaska as compared to southern areas are 
documented in Chapter IV. 

2. See: U.S. 'Communications Act of 1934,' 47 U.S.C. Section 1, 1934. 
"To make available, so far as possible, to all the people of the 
United States a rapid, efficient nationwide and world-wide wire and 
radio communications service with adequate facilities at reasonable 
charges." In Canada telecommunications policy was stated most clearly 
in proposed revisions to legislation. See: Canada. 'An Act Respecting 
Telecommunications in Canada.' Bill C-16, 31 Parl., 78-79, Sec. 3(a), 
3(b). "All Canadians are entitled, subject to technological and 
economic limitations, to reliable telecommunications services ..." 
Explicit policy statements are also found in Department of Communications 
policy guidelines that have received Cabinet approval. See: 'A Communi- 
cations Policy for the Northwest Territories and the Yukon.' DOC: 
Ottawa, 1976 [typewritten]. "A minimum level of communications services 
should be established as a priority at all communities throughout both 
territories, comparable to similar communities in the South...'' 

3. See for example: Letters to APUC Concerning Rural Service, Appendix 
' A ' .  Comments of the State of Alaska, Before the Federal State Joint 
Board, Docket 21263, February 6, 1979; and, Evidence submitted to the 
CRTC, May 1978; and Final Argument submitted by the Inuit Tapirisat of 
Canada to the CRTC, June 20, 1977. 



Chapter I1 

'COMMUNICATION AND DEVELOPMENT': THEORETICAL APPROACHES 

A. A Contextual  Analysis  of  I n s t i t u t i o n a l  Re la t ionsh ips  

The approach t o  t h e  problem o u t l i n e d  i n  Chapter I a l lows  one t o  ana lyze  

some a s p e c t s  of t h e  c h a r a c t e r i s t i c s  of t h e  i n c e n t i v e  s t r u c t u r e  t h a t  ope ra t e s  

w i t h i n  a system of i n t e r a c t i n g  i n s t i t u t i o n s .  Thus, i t  provides  a  way of 

understanding a s p e c t s  of t h e  d e c i s i o n  p roces ses  t h a t  a f f e c t  t h e  process  of 

communication development. I n s t i t u t i o n a l  r e l a t i o n s h i p s  a r e  examined w i t h i n  

t h e i r  con tex t  i n  terms of t h e i r  impact on t h e  po l i cy  formula t ion  and implem- 

e n t a t i o n  process .  

This  approach a t t empt s  t o  overcome some of t h e  l i m i t a t i o n s  of o t h e r  

methodologies t h a t  have been developed t o  understand t h e  p roces s  of communica- 

t i o n s  development. It r a i s e s  ques t ions  t h a t  normally f a l l  o u t s i d e  the 

boundaries  of t h e  a n a l y t i c a l  p e r s p e c t i v e s  t h a t  dominate i n  t h e  i n c r e a s i n g l y  

l a r g e  body of r e s e a r c h  concerned w i t h  t h i s  a r e a .  A methodology which examines 

an on-going process  of  decision-making w i t h i n  a  system of inter-dependent  and 

h i e r a r c h i c a l l y  s t r u c t u r e d  i n s t i t u t i o n s  pe rmi t s  one t o  a s k  how t h a t  s t r u c t u r e  

f a c i l i t a t e s  and d e t e r s  change. The approach t h a t  has been adopted is con- 

cerned wi th  t h e  ways i n  which p o l i t i c a l  and economic r e l a t i o n s h i p s  between 

and w i t h i n  i n s t i t u t i o n s  c o n s t r a i n  t h e  outcome of decision-making processes .  

It a t t empt s  t o  examine t h e  n a t u r e  of  some of t h e  economic, p o l i t i c a l ,  and 

S o c i a l  c r i t e r i a  t h a t  form t h e  b a s i s  f o r  d e c i s i o n s  - how and by whom t h e s e  

c r i t e r i a  a r e  de f ined ,  and t h e i r  r e l a t i v e  importance i n  t h e  d e c i s i o n  process .  

This  review o u t l i n e s  some of t h e  l i m i t a t i o n s  of  r e s e a r c h  c a r r i e d  ou t  

w i t h i n  t h e  t r a d i t i o n  of t h e  'dominant paradigm'. I n  r e s t r i c t i n g  a t t e n t i o n  t o  
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t h a t  f a l l s  w i t h i n  t h e s e  boundaries ,  t h e  i n t e n t  is t o  provide  a  

general  c r i t i q u e  of t r a d i t i o n a l  models and concept ions.  It p o i n t s  o u t  t h a t  

t h e s e  models are changing, they r e t a i n  many assumptions t h a t  tend  t o  

r e s t r i c t  t h e  l a t i t u d e  of r e sea rch  ques t ions  t h a t  can  b e  r a i s e d .  They l i m i t  

the  examination of many f a c t o r s  t h a t  a r e  i n t e g r a l  t o  unders tanding  t h e  

process of communications development. It is recognized t h a t  t h i s  l i t e r a t u r e  

does no t  f u l l y  r e p r e s e n t  t h e  work t h a t  has  been done i n  t h e  f i e l d .  However, 

it is  t h e  r e sea rch  t r a d i t i o n  t h a t  is reviewed i n  t h i s  chap te r  t h a t  provides  

t h e  b a s i s  f o r  recommendations which con t inue  t o  s i g n i f i c a n t l y  i n f l u e n c e  

decision-making r e l a t e d  t o  p lanning  and p o l i c y  implementation. 

B. 'Comunica t ion  and ~ e v e l o ~ m e n t ' :  

T r a d i t i o n a l  Approaches 

The problems addressed  i n  t h i s  s tudy  t r a n s g r e s s  on we l l - e s t ab l i shed  

research  a r e a s  t h a t  bo th  methodological ly  and t h e o r e t i c a l l y  have become 

h ighly  circumscribed.  There a r e  t h r e e  major t r ends  o r  sub-areas  appa ren t  i n  

t h i s  work which has ,  f o r  t h e  most p a r t ,  n o t  been concerned w i t h  c o n s t r a i n t s  

wi th in  a system of i n s t i t u t i o n a l  s t r u c t u r a l  r e l a t i o n s h i p s  t h a t  a f f e c t  t h e  

process  of communications development. This  o v e r s i g h t  is l a r g e l y  a  func t ion  

of t h e  way t h a t  r e s e a r c h  problems have been def ined .  

1. 'The Dominant Paradigmf 

The f i r s t  broad sub-area inc ludes  s t u d i e s  t h a t  focus  on t h e  impact of  

communications technology on s o c i a l  s t r u c t u r e ,  c u l t u r a l  p a t t e r n s ,  i n fo rma t ion  

flow-and d i r e c t i o n ,  and on i n d i v i d u a l  a t t i t u d e s  and behaviour .  The works of 

1 2 3 
Lerner , Rogers , and Schramm , a r e  r e p r e s e n t a t i v e  of  t h i s  t r a d i t i o n  t h a t  has  

dominated s t u d i e s  of  communication and development i n  t h e  United S t a t e s  and 



canada f o r  s e v e r a l  decades. The major conclus ions  of t h i s  r e sea rch  a r e  

expressed i n  t h e  fo l lowing  quota t ion :  

Free  and adequate  informat ion  i s  n o t  on ly  a  goa l ,  
i t  is  a l s o  a  means of b r ing ing  about  s o c i a l  change. 
Without adequate  and e f f e c t i v e  communication, economic 
and s o c i a l  development w i l l  i n e v i t a b l y  be r e t a r d e d ,  

, and may be counter-product ive.  4  

Ques t ions  immediately come t o  mind as t o  who dec ides  what is "e f f ec t ive"  

c o ~ ~ n i c a t i o n ,  and "counter-productive" t o  whom? 

S o c i a l  s c i e n c e  r e sea rch  t r a d i t i o n s  t h a t  emerged i n  t h e  United S t a t e s  i n  

t h e  1940's and 1950's  have been c r i t i c i z e d  f o r  t h e i r  l a c k  of conceptua l  

c l a r i t y ,  ove r - s imp l i f i ca t ion ,  and t h e i r  tendency t o  g e n e r a l i z e  i nappropr i a t e -  

l y  t o  c o n t e x t s  where they  were never in tended  t o  apply. For example, w i t h  

regard t o  economics, Myrdal has  s a i d  t h a t :  

Economic t h e o r i s t s ,  more than  o t h e r  s o c i a l  s c i e n t i s t s  
have long  been disposed t o  a r r i v e  a t  gene ra l  p r o p o s i t i o n s  
and then  p o s t u l a t e  them as v a l i d  f o r  every time, p l a c e  
and cu l ture . . .The  ve ry  concepts  used i n  t h e i r  c o n s t r u c t i o n  
a s p i r e  t o  a  u n i v e r s a l  a p p l i c a b i l i t y  t h a t  they  do n o t  i n  
f a c t  possess .  .75 

Those communications t h e o r i s t s  who have come t o  r e p r e s e n t  t h e  dominant 

t r a d i t i o n  i n  t h e  l i t e r a t u r e  concerning communications and development can 

b e  seen  t o  have been no more d i s c r i m i n a t i n g  i n  t h e i r  a p p l i c a t i o n  of concepts  

t o  bo th  t h e i r  own indigenous minor i ty  groups and Third World Countr ies .  

The i d e o l o g i c a l  p e r s p e c t i v e  t h a t  provided t h e  assumptions on which t h e  

e a r l y  work of Schramm and o t h e r s  w e r e  based was bound t o  t h e i r  b e l i e f  i n  
- - 

t h e  b e n e f i t s  of i n d u s t r i a l i z a t i o n  i n  a c a p i t a l i s t  economic system. The 

technology o r  products  of t h e  i n d u s t r i a l  system were assumed t o  c a r r y  



so lu t ions  t o  t h e  p o l i t i c a l  and economic problems experienced i n  'under- 

developed' r eg ions  o r  c o u n t r i e s .  The problem f o r  r e sea rch  was t h e  e x t e n t  

to which b e n e f i c i a l  economic, p o l i t i c a l ,  and s o c i a l  changes co inc ided  w i t h  

i n d u s t r i a l  development and t e c h n o l o g i c a l  change. I f  t h e  changes were n o t  as 

expected, t h e  problem tended t o  b e  a t t r i b u t e d  t o  t h e  f a i l u r e  of t echno log ica l  

innovat ion r a t h e r  than  t o  c h a r a c t e r i s t i c s  of  a  system of i n s t i t u t i o n a l  

The meaning of 'communication' and 'development' i m p l i c i t  i n  much 

of t h e  l i t e r a t u r e  i n  t h i s  a r e a  provides  a key t o  understanding t h e  i n a b i l i t y  

of t h e  'dominant paradigm' t o  c o n t r i b u t e  t o  a n  a n a l y s i s  of i n s t i t u t i o n a l  

r e l a t i o n s  a f f e c t i n g  t h e  communications development process .  

The 'dominant paradigm' made a n  assumption t h a t  exposure t o  'one-way' 

communications systems - t h e  m a s s  media - was a  necessary  and s u f f i c i e n t  t o o l  

requi red  t o  implement l a r g e  s c a l e  planned s o c i a l  change and economic develop- 

ment. Mass communication technology was s e e n  a s  an  exogenous f a c t o r  

s u f f i c i e n t  t o  cause o r  a t  l e a s t  t o  p rov ide  a s t imu lus  f o r  t h e  k ind  of develop- 

ment t h a t  was cons idered  accep tab le .  The assumptions under ly ing  e m p i r i c a l  

c o r r e l a t i o n a l  f i e l d  r e s e a r c h  techniques  went unquestioned. Strong c o r r e l a -  

t i o n s  between t h e  i n t r o d u c t i o n  of communications hardware and economic, 

p o l i t i c a l ,  s o c i a l  and c u l t u r a l  change i n d i c a t o r s  were i n t e r p r e t e d  as evidence  

of probable causa t ion .  Where c o r r e l a t i o n s  were low o r  nega t ive ,  i t  was 

suggested t h a t  t h i s  was because  of t h e  l i m i t a t i o n s  of  t he  r e sea rch  t o o l s .  

The p o s s i b i l i t y  t h a t  a complex system o f  r e l a t i o n s h i p s  was a  c o n t r i b u t i n g  

f a c t o r  i n  t h e  r e s u l t s  was overlooked i n s o f a r  a s  t h e  a p p r o p r i a t e  approach t o  

research  r equ i r ed  t h a t  t h e s e  r e l a t i o n s h i p s ,  i .e . ,  t h e  context ,  should be  h e l d  

cons tan t  so  t h a t  they would n o t  i n f l u e n c e  t h e  c l a r i t y  o f ,  o r  i n t e r p r e t a t i o n  

of empir ica l  d a t a .  

Another t r e n d  i n  t h e  r e s e a r c h  of  t h i s  pe r iod  was t h e  a t t r i b u t i o n  of t h e  



causes of ' underdevelopment ' t o  common c u l t u r a l  and psychologica l  cha rac t e r -  

6 
i s t i c s  of i n d i v i d u a l s .  An i m p l i c i t  no t ion  was t h a t  a t t i t u d e  and behaviour  

i . e . ,  adopt ion  of dominant North American b e l i e f  systems, v a l u e s ,  

of s o c i a l ,  economic and p o l i t i c a l  o rgan iza t ion ,  were t o  be accomplished 

by exposure t o  communications technology. The technology w a s  t o  be used as 

a ~ h a n n e l  f o r  t r ansmis s ion  of messages con ta in ing  'modern' in format ion .  This  

was expected t o  change t h e  t r a d i t i o n a l  p e r s o n a l i t y  of t h e  masses and, sub- 

sequent ly,  t h e i r  s o c i a l  and p o l i t i c a l  o rgan iza t ion .  T r a d i t i o n a l  peoples '  

l i f e s t y l e s  would then  become compatible  w i th  modern i n d u s t r i a l  s o c i e t y  and 

economic growth would occur .  The o b j e c t i v e  was t o  persuade people  t o  adopt  

t h e  behaviours  and a t t i t u d e s  necessary  t o  e s t a b l i s h  t h e  "preconditions' '  f o r  

economic "take-off." These included:  

The b u i l d i n g  o f  a new gene ra t ion  of men and women . 
t r a i n e d  a p p r o p r i a t e l y  and motivated t o  o p e r a t e  a 
modern s o c i e t y ;  ... a p r o d u c t i v i t y  r e v o l u t i o n  i n  
a g r i c u l t u r e ,  ... a massive build-up of t r a n s p o r t  
f a c i l i t i e s  and sou rces  of energy; and. . . the develop- 
ment of  a c a p a c i t y  t o  e a r n  more fore ign .  exchange. 7 

Systemic c o n s t r a i n t s  t h a t  would prevent  economic growth and development were 

l a r g e l y  overlooked.  

The o r i e n t a t i o n  of  communications r e s e a r c h  d i scussed  above was embodied 

8 by d i f f u s i o n  theory  developed l a r g e l y  by Rogers. H e  sought  t o  understand . 

t h e  c o n t r i b u t i o n  of communications technology, hardware and sof tware ,  t o  t h e  

Process  of economic growth through i n d u s t r i a l i z a t i o n .  I n t r o d u c t i o n  of  tech- 

nology w a s  t h e  key de termining  f a c t o r  i n  t h e  development process .  The 

I1  Operating premise was t o  i n t r o d u c e  t h e  technology t o  l e s s  developed c o u n t r i e s  

and they would become r e l a t i v e l y  more developed too .  119 

Mass communication systems were expected t o  convey informat ion  from 



government planning agencies  t o  t h e  p u b l i c  i n  a  downward h i e ra rchy .  The 

i m p l i c i t  sugges t ion  was t h a t  t h i s  r e s e a r c h  c o n t r i b u t e d  t o  a n  unders tanding  

of t h e  process  whereby t r a d i t i o n a l  s o c i e t i e s  could ' c a t c h  up' t o  western 

c a p i t a l i s m .  S tud ie s  t r a c e d  t h e  d i f f u s i o n  of  i d e a s  through a system, 

inco rpora t ing  and accept ing  n o t i o n s  a s  t o  t h e  b e n e f i t s  o f  a  'one-way' flow of 

informat ion  from government p lanning  agenc ie s  t o  op in ion  l e a d e r s  and thence 

t o  t h e  masses. Development was conceived of a s :  

A type  of s o c i a l  change i n  which new i d e a s  are 
in t roduced  i n t o  a  s o c i a l  system i n  o r d e r  t o  produce 
h ighe r  pe r  c a p i t a  incomes and l e v e l s  of l i v i n g  
through more modern product ion  methods and improved 
s o c i a l  o rgan iza t ions .  10 

An assumption i m p l i c i t  i n  d i f f u s i o n  theo ry  w a s  t h a t  communication p l u s  

informat ion  p l u s  technology would g e n e r a t e  development by b r ing ing  about  

changes i n  e x i s t i n g  economic, s o c i a l ,  c u l t u r a l  and p o l i t i c a l  cond i t i ons .  

Increased product ion  and consumption of  goods and s e r v i c e s  w a s  assumed t o  be  

t h e  essence  of  development, and t h e  key t o  i nc reased  p r o d u c t i v i t y  was tech- 

no log ica l  innovat ion .  Golding has  summarized t h e  s t a t e  of t h e o r e t i c a l  

approaches t o  t h e  r o l e  of communication i n  t h e  development process:  

[They a r e ]  bo th  a h i s t o r i c a l  and e t h n o c e n t r i c ,  they  
e x t r a p o l a t e  f i n d i n g s  about  t h e  media i n  advanced 
c o u n t r i e s  t o  circumstances e l sewhere  which they  
p e r c e i v e  a s  mere embryonic microcosms of wes tern  
c a p i t a l i s m .  11 

*?he 'dominant paradigm' i n  which communications technology w a s  envis ioned 

a s  t h e  key t o  t h e  e n t r y  of underdeveloped r eg ions  i n t o  f u l l  p a r t i c i p a t i o n  i n  

the  l a r g e l y  American-dominated i n d u s t r i a l  economic o r d e r ,  is now s a i d  t o  have 



f 'passed. ,I 12 A change i n  o r i e n t a t i o n  was i n i t i a t e d  by i n c r e a s i n g  evidence of 

t h e  i n a b i l i t y  of o lde r  models t o  e x p l a i n  t h e  f a i l u r e  of communication tech- 

nology t o  b r i n g  about p r o s p e r i t y  and r a p i d  economic growth. The o l d e r  

has  been rep laced  by a focus  on t h e  development of telecommunications 

technology which f a c i l i t a t e s  'two-way' communication. The assumption be ing  

t h a t  i f  ' one-way ' communications technology promoted c u l t u r a l  , p b l i t i c a l  and 

economic imperial ism,  then  a d i f f e r e n t  t echno log ica l  c o n f i g u r a t i o n  would 

promote a re-defined development p roces s  such as t h a t  descr ibed  below. 

A widely p a r t i c i p a t o r y  p roces s  of  s o c i a l  change i n  
a s o c i e t y  in tended  t o  b r i n g  about  bo th  s o c i a l  and 
m a t e r i a l  advancement. . . f o r  t h e  m a j o r i t y  of t h e  people 
through t h e i r  ga in ing  g r e a t e r  c o n t r o l  over  t h e i r  
environment. 13 

Thus, t h e  emphasis i n  t h i s  l i t e r a t u r e  changed from t h e  "development of 

things" t o  t h e  "development of man"14, b u t  t h e r e  was no f u r t h e r  conceptua l  

c l a r i t y  o r  i n s i g h t  i n t o  t h e  sys temic  f a c t o r s  of an i n s t i t u t i o n a l  n a t u r e  t h a t  

c o n s t r a i n  t h e  development process .  This  change i n  o r i e n t a t i o n  which has  been 

heralded by some as being o f  major importance, simply marks t h e  replacement 

of one type  of hardware wi th  ano the r ,  couched w i t h i n  a more l i b e r a l  d e f i n i t i o n  

of s o c i a l  and economic development. Genera l ly ,  t h i s  r e s e a r c h  remains con- 

cerned wi th  t h e  impact of newly a v a i l a b l e  communications technology on 

numerous s o c i a l ,  economic, p o l i t i c a l  and c u l t u r a l  v a r i a b l e s  devised  t o  s e rve '  

a s  i n d i c a t o r s  of t h e  development process .  This  con t inua t ion  o f  a l i n e a r  

causa l  approach t o  'communication and development' r e sea rch  is ev iden t  a t  t h e  

i n t e r n a t i o n a l  l e v e l  i n  a r e p o r t  sugges t ing  pe r spec t ives  f o r  f u r t h e r  r e sea rch .  

The s t a r t i n g  p o i n t  remains t h e  e f f e c t s  of technology which con t inue  t o  be  

anthropomorphized: 



Unwisely a p p l i e d ,  technology may c r e a t e  t h e  worst  
of messes; c o r r e c t l y  a s se s sed  i n  terms of i t s  
b e n e f i t s ,  c o s t s  and consequences and adapted t o  
s u i t  t h e  needs of t hose  involved,  it can make a 
major c o n t r i b u t i o n  t o  t h e  s o l u t i o n  of many problems. 15 
[my emphasis] . 

~f t h i s  type  of r e sea rch ,  concerned mainly wi th  t echno log ica l  impact and 

r e c e i v e s  funding a t  t h e  i n t e r n a t i o n a l  l e v e l  i t  can be  expected 

t h a t  n a t i o n a l  funding agenc ie s  w i l l  fo l low s u i t .  I n s t i t u t i o n a l  ana lyses  

of t h e  context  i n  which technology is  in t roduced  w i l l  b e  foregone f o r  

continued r e s e a r c h  t h a t  s eeks  t o  q u a n t i f y  t h e  covar iance  between techno- 

l o g i c a l  innovat ion  and economic, p o l i t i c a l  and s o c i a l  change us ing  t h e  

empi r i ca l  r e sea rch  techniques  t h a t  f i n d  c u r r e n t  r e s p e c t a b i l i t y  a s  a n a l y t i c  

too ls .  

The premises  under ly ing  much of  t h i s  work have been a c c u r a t e l y  and 

simply c h a r a c t e r i z e d  by Smythe: 

. It [technology] is s a i d  t o  o f f e r  us  a l l  k inds  of  "good" 
th ings .  And when "bad" t h i n g s  come t o  pas s ,  more 
"technology" i n  t u r n  w i l l  c u r e  them, if w e  u s e  i t  t o  
produce more "good" th ings .  . . 16 

When technology is  viewed a s  t h e  sou rce  of t h e  problem, i t  is unnecessary 

t o  broaden t h e  focus  of r e s e a r c h  t o  encompass sys temic  r e l a t i o n s h i p s  t h a t  

r e s u l t  i n  t h e  product ion  of  communications technology, governing i ts  use  and 

consequences. The dominant t h e o r e t i c a l  t r a d i t i o n  conceives of technology a s  

a necessary,.  b u t  no t  s u f f i c i e n t  cause  of development. However, i t  f a i l s  t o  

address  impor tan t  ques t ions  concerning t h e  i n s t i t u t i o n a l  framework w i t h i n  

which d e c i s i o n s  a r e  made t o  provide  communications f a c i l i t i e s  and s e r v i c e s .  . 

The assumption h a s  been t h a t  once t h e  b e n e f i t s  de r ived  from t h e  a v a i l a b i l i t y  



of communications technology a r e  e m p i r i c a l l y  demonstrated,  t h e  a l l o c a t i o n  

of f i n a n c i a l  r e sou rces  needed t o  c o n s t r u c t  and main ta in  communications 

systems w i l l  b e  forthcoming. 

2 .  Evalua t ion  Research 

The r e sea rch  t r a d i t i o n  desc r ibed  above provides  t h e  t h e o r e t i c a l  j u s t i f i -  

ca t ion  f o r  a  second sub-area t h a t  can be c a l l e d  ' p r o j e c t  eva lua t ion '  

The purpose of e v a l u a t i o n  r e s e a r c h  is  t o  a s s e s s  t h e  impact of  

communications technology and t o  recommend mod i f i ca t ions  i n  t echno log ica l  

a spec t s  of system des ign  and a d m i n i s t r a t i v e  o rgan iza t ion .  Often t h e  t a s k  

of t h i s  r e sea rch  is t o  provide  a  ca t a logue  of b e n e f i t s  t h a t  can  be  t r aced  t o  

t h e  t echno log ica l  innovat ion.  The r e s u l t s  a r e  t hen  in tended  t o  s e r v e  a s  a  

j u s t i f i c a t i o n  f o r  cont inued f i n a n c i a l  suppor t  f o r  t h e  p r o j e c t .  

F i n a n c i a l  arrangements f o r  shor t - te rm exper imenta l  p r o j e c t s  a r e  t yp ica l -  

l y  provided through some form of industry/government  coopera t ion .  P r o j e c t s  

a r e  promoted and j u s t i f i e d  a s  a  means of broadening t h e  a v a i l a b i l i t y  of 

communications f a c i l i t i e s  and s e r v i c e s  i n  r e g i o n s  t h a t  have l i m i t e d  o r  

r e s t r i c t e d  a c c e s s  t o  t h e  q u a l i t y  of s e r v i c e  t h a t  is  c o n s i s t e n t  wi th  n a t i o n a l  

s tandards  and o b j e c t i v e s .  I n v a r i a b l y ,  less a t t e n t i o n  is given t o  i n s t i t u -  

t i o n a l  c o n s t r a i n t s  t h a t  prec lude  long-term p r o v i s i o n  of t h e  s e r v i c e s  t h a t  have 

been o f f e r e d  on an experimental  b a s i s .  I n  t h e  c a s e  of experiments  i n  t e l e -  

communications s e r v i c e  d e l i v e r y ,  i t  i s  o f t e n  assumed t h a t  a  p r o j e c t  w i l l  b e ^  

expanded and i n t e g r a t e d  a s  p a r t  of t h e  s e r v i c e s  provided by an  e x i s t i n g  t e l e -  

communications c a r r i e r  providing commercial s e r v i c e s .  

*The r e l a t i v e  i n a t t e n t i o n  t o  t h e  p r a c t i c a l  implementation of experimental  

s e r v i c e s  t h a t  become f e a s i b l e  through r e s e a r c h  and development p r o j e c t s  can 

be expla ined  i n  p a r t  by t h e  f a c t  t h a t  cont inued  r e s e a r c h  and development i s  



frequently a desirable end in itself. The on-going introduction of services 

dependent on what is regarded ss a separate decision process related 

to industry and government estimates as to commercial or economic viability. 

Experimental evaluation research provides information as to the 

viability of innovative telecommunications technology and services. However, 

this research also is assumed to perform more than a research and develop- 

ment function. These projects are expected to foster a transition to 

improved operational services. Government pakticipation is regarded as 

catalytic in that it encourages future telecommunications system development 

often in the commercial telecommunications industry sector. The validity of 

this assumption is rarely questioned in practical terms. 

The Canadian federal government's position regarding its participation 

in telecommunications development projects has been that: 

The ...p rogram will test a market tkst may be develop- 
ing in the public services sector and we hope the 
carriers will investigate the kinds of options open 
for.future systems development. 17 [my emphasis] 

If the suppcrt of the Canadian Government in ... develop- 
ment can be considered as planting the seeds, then it 
is up to industry to nurture their growth through 
aggressive development. 18 

In Canada, the government, through the federal Department of Communications, 

has sponsored numerous experimental research projects designed to increase 

the telecommunications services available in remote and rural areas. The 

objective has invariably been: 

To bring a variety of promising new social uses of 
satellite communications for other technology) out 
of their current experimental stage and closer to 
everyday reality. 19 
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I n  1972, t h e  Northern P i l o t  P r o j e c t  was sponsored by t h e  Departpent of 

It provided a  range of communications s e r v i c e s  i n  no r the rn  

~ ~ t i v e  Communities. A s tudy  w a s  done t o  e v a l u a t e  t h e  telecommunications 

s y s t e m  according t o  c r i t e r i a  designed t o  e s t a b l i s h  whether t h e  system 

promoted " i n t r a -  and inter-community  communication'^ r a t h e r  t han  f a c i l i t a t i n g  

the "flow of  informat ion  t o  and from t h e  south .  "20 The f i n d i n g s  were 

~ o s i t i v e .  However, t h e  p r o j e c t  f a i l e d  t o  add res s  c r u c i a l  i n s t i t u t i o n a l  

t h a t  reduced t h e  i n c e n t i v e  f o r  commercial c a r r i e r s  t o  provide  

serv ices  on a long-term b a s i s .  Access t o  t h e  newly e s t a b l i s h e d  s e r v i c e s  on 

a  cont inuing b a s i s  remained dependent on t h e  a v a i l a b i l i t y  of s p o r a d i c  

f i n a n c i a l  a s s i s t a n c e  from a v a r i e t y  of government funding  sources .  

The Department of Communications has funded r e s e a r c h  f o r  t h e  experimental  

i n t roduc t ion  of  s e r v i c e s  u s ing  s a t e l l i t e  technology. These r e s e a r c h  p r o j e c t s  

provide ano the r  example of t h e  f a i l u r e  t o  add res s  ques t ions  as t o  t h e  

app ropr i a t e  i n s t i t u t i o n a l  arrangements  t h a t  would be r e q u i r e d  t o  implement 

long-term s e r v i c e s .  For example, t h e  Communications Technology S a t e l l i t e  

(CTS) was launched i n  1976 under a  f ive-year  exper imenta l  programme. Twenty 

groups i n  Canada ranging from Native Assoc ia t ions  t o  p r o v i n c i a l  governments 

undertook experiments  i n  b roadcas t ing ,  te le-medicine,  community i n t e r a c t i o n ,  

government a d m i n i s t r a t i o n ,  r a d i o  wave propagat ion ,  and t e s t i n g  of small e a r t h  

sbmn termina ls .  21 According t o  t h e  Department of Communications, t h e  

11 $60 m i l l i o n  v e n t u r e  made Canada a world p ionee r  i n  such uses  of advanced 

technology s a t e l l i t e s  a s  t e s t i n g  methods of  improving h e a l t h  c a r e  and medical  

educat ion i n  remote a r e a s ,  t e l e - t each ing  by s a t e l l i t e ,  p u t t i n g  n a t i v e  people 

i n  b e t t e r  touch wi th  each o t h e r .  t t  22 However, be ing  a  p ionee r  i n  " t e s t i n g "  

has brought on-going s e r v i c e  d e l i v e r y  no c l o s e r  f o r  g e n e r a l  p u b l i c  u s e  i n  

most of t h e s e  cases .  



I n  1978, a new six-month experimental  phase was announced complete with 

a new round of research d i r e c t e d  toward eva lua t ing  the  success of numerous 

t 
projec ts .  The Department of Communications a l s o  announced a f u r t h e r  

$34 mil l ion  f o r  s a t e l l i t e  capac i ty  f o r  pub l i c  s e r v i c e s  and o the r  p i l o t  

using channel capaci ty  on Anik B, Canada's l a t e s t  advanced techno- 

logy s a t e l l i t e  launched i n  1979. These p r o j e c t s  a r e  t o  be evaluated i n  terms 

of many f a c t o r s  including " the  degree of innovation i n  the  proposals ,  and the  

* robab i l i ty  t h a t  the  p i l o t  p r o j e c t s  would f o s t e r  t r a n s i t i o n  t o  new o r  

improved opera t iona l  services .  1123 However, t h e  focus of the  evaluat ions  i s  

on technology and i ts  s u i t a b i l i t y  f o r  i n t e g r a t i o n  with e x i s t i n g  systems, 

r a t h e r  than on the  problem of providing incen t ives  t o  indus t ry  t h a t  would 

r e s u l t  i n  s e r v i c e  implementation i n  t h e  long-term. The Department's s t a t e -  

ment tha t :  

The coming of new technologies  - such a s  f i b r e  o p t i c s ,  
s a t e l l i t e  communications.. .offers hope t h a t  reduct ions  
i n  the  required investment, coupled with a broader 
revenue base, may b r i n g  about s i g n i f i c a n t  improvements . 
f o r  Canada'srural telecommunications use r s ,  24 

i l luminates  t h e  r e s t r i c t e d  pe r spec t ive  from which telecommunications develop- 

ment problems a r e  viewed. Innovative technology tends t o  become imbued wi th  

spec ia l  q u a l i t i e s  t h a t  seem t o  a l low it t o  so lve  economic and p o l i t i c a l  

problems t h a t  prevent expansion and development, e s p e c i a l l y  i n  i s o l a t e d ,  

remote areas .  

I n  the  United S ta tes ,  eva lua t ion  resea rch  has su f fe red  from the  same 

l imi ta t ions .  The National Aeronautics and Space Adminis t r a t i o n l s  (NASA) 

Applications Technology S a t e l l i t e s  (ATS-1, ATS-3, ATS-6) w e r e  used i n  Alaska 

(1974) f o r  a s e r i e s  of experiments, t e s t i n g  the  use  of s a t e l l i t e s  t o  provide 



24 

.interactive services with a social orientation. Evaluations of these 

projects provided valuable information. A summary of research concluded 

that, "...using te~ecommunications in remote regions can have economic and 

gains."25 But it was also found that yet another cycle of experi- 

Inentation and evaluation was necessary. 

Studies often make recommendations as to institutional arrangements 

that would be conducive to service implementation on a long-term basis. 

unfortunately these are frequently impractical because of a failure to take 

the range of constraints that hinder development of telecommunications 

service wherever they are judged uneconomical by industry and government 

criteria into consideration. While funds are made available to study the 
I 

viability of social applications of technology, research is not addressed to 

the problem of how these services might be integrated into the existing tele- 

communications industry structure. For example, evaluation research usually 

does not examine available alternatives for allocating the responsibility for 

costs. Possibilities such as the use of subsidies for making investment in 

expanded telecommunications capabilities more attractive to established 

commercial carriers are not examined. This same rationale applies within the 

context of basic telecommunications service development. 

3. Cost Benefit Analysis 

A third sub-area in the field of 'communication and developmentT research is 

represented by studies that examine economic cost benefit relationships that 

are created by the introduction of communications systems. As the costs of 

providing telecommunications service in remote or rural areas often outweigh 

the immediate benefit of revenues, the justification for investment is sought 

in long-term social, economic, political and cultural benefits that can be 



with  t h e  increased  a v a i l a b i l i t y  of communications s e r v i c e s .  

a  technique,  c o s t  b e n e f i t  a n a l y s i s  has  a  long  h i s t o r y  a s  an out- 

growth of t h e  t h e o r e t i c a l  premises  of w e l f a r e  economics. A s  e a r l y  as t h e  

&+nineteenth cen tu ry  a t tempts  were made t o  q u a n t i f y  t h e  s o c i a l  u t i l i t y  of 

p b l i c  goods. Maximum b e n e f i t  was a r b i t r a r i l y  a s s o c i a t e d  wi th  s o c i a l  we l f a re .  

In  t h e  United S t a t e s ,  t h e  technique  was app l i ed  i n  t h e  1930's t o  a i d  i n  water  

resource management. The Flood Cont ro l  Act of 1936 e s t a b l i s h e d  "the pr in-  

c i p l e  of comparing b e n e f i t s  t o  whomsoever they may acc rue  w i t h  t h e  es t imated  

c o s t s  . "26 Gradually,  c o s t  b e n e f i t  a n a l y s i s  gained acceptance  and became 

inc reas ing ly  formal ized  i n  a  s e r i e s  of academic and government r e p o r t s .  It 

has come t o  s t and  as an  accepted b a s i s  f o r  p o l i c y  decision-making and plan- 

ning, wherever d e c i s i o n  makers dec ide  t h e r e  a r e  grounds f o r  b e l i e v i n g  t h a t  

s o c i a l  b e n e f i t s  and c o s t s  d ive rge  from investment  c o s t s .  

Cost b e n e f i t  a n a l y s i s  has  rece ived  widespread a p p l i c a t i o n  i n  eva lua t ing  

investment a l t e r n a t i v e s  f o r  hydro -e l ec t r i c ,  a g r i c u l t u r e ,  t r a n s p o r t a t i o n  and 

i n d u s t r i a l  development p r o j e c t s ,  p a r t i c u l a r l y  i n  c o u n t r i e s  t h a t  have been 

r e c i p i e n t s  of i n t e r n a t i o n a l  f i n a n c i a l  a s s i s t a n c e .  The World Bank, 

e s t a b l i s h e d  i n  1946, has  developed t h e  technique  t o  a ' f i n e  a r t ' .  It is  used 

t o  a s s e s s  t h e  f e a s i b i l i t y  and economic importance of a p p l i c a t i o n s  competing 

, , f o r  funds drawn on t h e  Bank's ' l i m i t e d '  resources .  27 

Theore t i ca l ly ,  c o s t  b e n e f i t  a n a l y s i s  cons ide r s  2 c o s t s  and b e n e f i t s  
I 

: from t h e  p o i n t  of view of a l l  i n d i v i d u a l s  i n  s o c i e t y ,  bu t  i n  its p r a c t i c a l  
I 

. a p p l i c a t i o n  i t  must be r e s t r i c t e d  t o  t hose  cons idered  impor tan t  by t h e  

pol icy  p lanner .  Consequently, t h e  r e s u l t s  tend t o  co inc ide  wi th  t h e  dominant 

i n t e r p r e t a t i o n  t h a t  is  c u r r e n t l y  popular  i n  t h e  funding  agency a s  t o  what is 

Of b e n e f i t  t o  s o c i e t y .  I n  t h e  con tex t  of World Bank p o l i c y ,  t h e  American 

P o l i t i c a l  and economic presence  i n  t h e  o r g a n i z a t i o n  s i n c e  i t s  incep t ion  seems 



to have resulted in the use of a methodology 

corporate and political view of the relative 

As a method, cost benefit analysis has, 
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reflecting an American-based 

value of development projects. 

like other empirical techniques, 

tended to have been regarded as value-free in that the results,are argued to 

"society's" assessment of cost benefit relationships rather than those 

of a professional group within society. In order to place numerical values 

on social benefits and costs, a limited number of variables are evaluated in 

terms of a limited group of individual preferences for various outcomes. The 

process of determining whose preferences, and what variables should be 

included, will obviously bias the results of the analysis. 

In recent years, research in the field of telecommunication and develop- 

ment has become pre-occupied with the quantification and measurement of 

'external' benefits. This research is premised on the belief that: 

If significant external benefits can be documented, 
they would justify investment by national governments 
... in rural telecommunications capacity beyond that 
which can be justified on the basis of internal rate 
of return. 28 ' 

As a sophisticated means of measuring the 'effects' of telecommunications 

technology, cost benefit analysis permits descriptive findings of social, 

economic and political impact to be elevated to the scientific respectability 

currently accorded to economic analysis. The desirability of investment in- 

telecommunications facilities is supposedly augmented by demonstrating 

. 
benefits to secondary manufacturing and tertiary (government, finance, and 

ServJce) sectors, and in terms of transportation and energy savings, decen- 

tralization of business 

coverage for government 

. - 

and industry, and increased efficiency and 
- - - 

administration and delivery of services. 

geographic 
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This kind of 'well-documented' evidence is expected to influence 

decisions to allocate available financial resources for investment in tele- 

communications facilities. Studies undertaken to define the role of tele- 

communications in the development process are specifically designed: 

To analyze the direct and especially the indirect 
benefits of national investments in telecommunications 
and to show the way in which a telecommunications 
system can contribute to economic development. 29 

1f the external benefits of telecommunications are extensive, then it is 

assumed that the evidence will provide support for investment decisions that 

make funds available for development in remote areas that would otherwise be 

economically unjustifiable. It is implicitly assumed that if industry does 

not enter the market, government programmes will be devised to provide the 

required financial assistance in order to meet communications policy object- . 

ives . 
Research is intended to establish solid evidence of a direct cause and 

effect relationship between the av2ilability of technology and changes in 

other areas. The notion that many of the analytic techniques used in economic 

research provide more definitive measures of these relationships explains the 

growing pre-eminence of research techniques drawn from this discipline. How- 

ever, critics of econometric techniques that quantify social benefits and 

costs have alluded to the circularity which is inevitably engendered by 

. attempts to refine technique. For example, a review of cost benefit analysis 

as applied to evaluation of telephone projects in Third World countries 

States that: 



Unfortunately, it was found that, even concentrating 
efforts on one small group of rural villages, the 
assumptions which had to be made were so arbitrary 
that there could be little confidence in the results 
of the analysis. Given data limitations, no adequate 
means was found to control for the different employ- 
ment, income and social characteristics of those 
living wihtin and outside the villages: almost by 
definition there is a systematic bias built into the 
analysis. 30 [my emphasis] 

cost benefit analysis does not encourage an examination of the dynamics of 

the economic and political context in which the decision process affecting 

implementation occurs. But rather than recognize the inapplicability 

of the analytic technique, efforts have been made to incorporate temporal 

change within the existing methodology. Costly, statistical time-series 

analyses of multiple variables, that permit hypothesis testing beyond the 

strength of correlation, have been suggested in order to establish causal 

relationships between telecommunications services and external benefits. 

The state of research in this field is epitomized by continuing attempts 

to validate hypotheses. For example: 

Telecommunications permits improved cost-effectiveness 
of rural social service delivery, ... improved cost-benefits 
for rural economic activities, ... a more equitable dis- 
tribution of economic benefits. 31 

The expectation has been that the incentive for investment in expanded 

services in rural areas will be improved by the results of these studies. 

Unfortunately, it is doubtful, even using the most sophisticated methodology 

for quasi-experimental field studies, that institutional constraints to 

telecommunications policy implementation will be altered. These techniques 

are intended to assess the effects of telecommunications services on 



and on the profitability of other service sectors. Although the 

data resulting from this research may be useful, it fails to address the 

question as to whose responsibility it is to ensure that services are 

available. This is especially important in areas where a costlrevenue 

imbalance acts as a disincentive for investment. Research in this tradition 

tends to be inattentive to incentives inherent in the institutional structure 

that place limitations on the pace and direction of the telecommunications 

development process. 

C. Summary and Conclusion 

The argument presented here is that none of the three sub-areas that 

have been reviewed take into account the institutional environment in which 

decisions concerning telecommunications development must be made and 

implemented. The dominant trend seems to be to examine technology, its 

growth, expansion and impact without reference to context or changes in 

institutional relationships. The result has been a proliferation of studies 

that tend to ignore crucial.dimensions related to the structure of the 

institutional system in which policy decisions are made. 

This reoccurring and pervasive tendency in 'communication and develop- 

ment" research has been criticized by many scholars, notably Schiller , who 

has said: 

Preoccupation with technology permits the continuation 
of the illusion, especially powerful in the United 
States, that most, if not all social and economic 
problems either arise from or can be overcome by improved 
technique and instrumentation, regardless of such 
institutional questions as ownership, control and social 
structure. 32 [my emphasis3 



Cr i t i ques  such 

focus r equ i r ed  

a s  t h i s  do n o t  provide  

i n  o r d e r  t o  unders tand  

30 

a p r e s c r i p t i o n  a s  t o  t h e  a p p r o p r i a t e  

problems a s soc i a t ed  wi th  telecornmunica- 

t i ons  development i n  any s p e c i f i c  i n s t a n c e .  It is perhaps t ime t h a t  r e sea rch  

i n t o  t h e  r o l e  of communications i n  t h e  development process  took heed of a 

warning d i r e c t e d  toward o t h e r  branches of t h e  s o c i a l  s c i e n c e s  ( soc io logy  and 

: 

A s  I s e e  i t  t h e  d i v i s i o n  of l abour  i n  i n t e l l e c t u a l  
work has  taken  a p a t h o l o g i c a l  t u r n  and t h e  pe r sona l  
and m a t e r i a l  b e n e f i t s  of s p e c i a l i z a t i o n  now c o s t  too  
much i n  terms of  neg lec t ed  a r e a s  and misconceived 
i s s u e s .  33 

The narrow focus  t h a t  has  been desc r ibed  and t h e  r e t e n t i o n  of methodological  

approaches, p r i m a r i l y  because of  t h e  i n a b i l i t y  of  e x i s t i n g  exper imenta l  

methodologies t o  provide  s u f f i c i e n t  evidence of c o n t r a d i c t i o n ,  has  r e s u l t e d  

i n  a l a c k  of  s t u d i e s  of r e s e a r c h  problems def ined  i n  a way t h a t  add res ses  

fundamental ques t ions  concerning t h e  o r i g i n a l  problem. 

There a r e  two major p o i n t s  of s i g n i f i c a n c e  t h a t  a r i s e  from t h i s  c r i t i q u e .  

The f i r s t  concerns t h e  focus  of t h e  r e sea rch  and t h e  d e f i n i t i o n  of t h e  

research  problem. A t t e n t i o n  h a s  been given t o  s t u d i e s  of s p e c i f i c  communica- 

t i o n s  technologies ,  t h e i r  impact and e f f e c t ,  on a l a r g e  number of i s o l a t e d  

v a r i a b l e s - r e p r e s e n t i n g  economic growth, s o c i a l  i n t e r a c t i o n  p a t t e r n s  and 

Organization, and psycho log ica l  i n d i c a t o r s  of a t t i t u d e  and behaviour  change. 

Secondly, t h e r e  has  been a g e n e r a l  tendency t o  overlook t h e  f a c t  t h a t  t h e  

development of  a l l  g s p e c t s  of communications systems is dependent on complex 

Processes of decision-making t h a t  concern t h e  a l l o c a t i o n  of f i n a n c i a l  

resources r equ i r ed  t o  implement communications development p o l i c i e s  w i t h i n  a 

changing i n s t i t u t i o n a l  con tex t .  



Ideally, a methodological approach is required that: 

Focuses on pattern and form rather than on discrete 
elements, component parts, pieces and events...We do 
our understanding of behaviour no favour by artificially 
separating and simplifying into elements that complexity 
(in the relations between and among those elements) which 
is integral to their effects. 34 [my emphasis] 

This quotation stresses the importance of research which focuses on the 

relationships between elements that are relevant to understanding a problem. 

To understand problems related to communications and development a methodo- 

logical approach is required that is concerned with the characteristics of 

the relationships between and among institutions that participate in the 

decision processes that affect the planning and policy implementation process. 

The policy implementation process must be studied as an on-going dynamic 

process, in which historical factors provide a context for an analysis of 

institutional relationships. 

This study develops a framework for analysis that begins to allow one 

to examine the incentive structure that affects decisions to allocate finan- 

cial resources for telecommunications development through the use of a 

variety of types of subsidies. The focus of the research is placed on 

understanding some of the factors inherent in the institutional arrangements 

of the telecommunications industry and government planning and policy 

implementation agencies, that promote, prolong, restrict or redirect policy 

implementation. 
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Chapter III 

HISTORICAL USE OF GOVERNMENT SUBSIDIES: 

PROMOTING TELECOMMUNICATIONS DEVELOPMENT IN NORTHWEST CANADA AND ALASKA 

Plans to extend telecommunications facilities into the northwest area of 

the North American continent were initiated by private American interests in 

the 1850's and 1860's. The incentives underlying government subsidies which 

encouraged private investor-owned telegraph companies to undertake expansion 

were both economic and political. Profits expected to accrue from a telegraph 

link between the major trade centres of Western Europe and the eastern coast 

of North America provided an economic incentive for investment. Inter- 

national competition between Great Britain and the United States for 

dominance and control over international telecommunications facilities 

provided additional incentives for the American government's interest in 

the project. 

The role of telecommunications during this period was clearly viewed 

in terms of its ability to facilitate national economic and political 

objectives which required inter-continental communications links. Short- 

term financial considerations were secondary to benefits assessed in terms 

# 

I of access to, and control of, the trading markets of Western Europe. 

Subsidy methods used during the initial stages of telecommunications . 

development in the north reflected the prevailing trend in the United States 

toward the use of government incentives to encourage private investor 

/ interest in the development of services classed as public utilities. This 
F 
i : chapter traces the nature of the American and British governments' early 

' Participation in the extension of telecommunications from the American 



west  c o a s t  t o  Alaska.  It demonstrates  t h a t  government involvement i n  t h e  

telecommunications development process ,  through s e v e r a l  forms of subs idy ,  

re f lec ted  o b j e c t i v e s  t h a t  took precedence over  l o c a l  o r  r e g i o n a l  needs i n  

Northwest Canada and Alaska. 

A. Telecommunications Development and Subs id ies :  

1850 - 1900's  

The ex tens ion  of telecommunications f a c i l i t i e s  from t h e  west  c o a s t  of 

the  United S t a t e s ,  northward through B r i t i s h  Columbia, t h e  Yukon T e r r i t o r y ,  

and Alaska, occurred  i n  t h e  1860's. Proposa ls  were promoted by p r i v a t e  

i nves to r s  f o r  commercial purposes wi th  t h e  coopera t ion  of t h e  American and 

B r i t i s h  governments which s tood  t o  b e n e f i t  from t h e  a v a i l a b i l i t y  of ' 

communications l i n k s  between European c e n t r e s .  

By 1860, t h e r e  w a s  an  i n c r e a s i n g l y  s t r o n g  demand f o r  a n  e x t e n s i o n  of 

communication c a p a b i l i t y  a c r o s s  t h e  P a c i f i c  t o  f a c i l i t a t e  t r a d e  and commerce. 

The B r i t i s h  and American governments encouraged telecommunications develop- 

ment over  a  c o s t l y  n o r t h e r n  r o u t e  by enac t ing  enab l ing  l e g i s l a t i o n  t h a t  

provided f i n a n c i a l  i n c e n t i v e s  t o  p r i v a t e  i n v e s t o r s .  

The p roposa l  t o  c o n s t r u c t  an  in t e r - con tbnen ta l  t e l e g r a p h  l i n k  between 

the  P a c i f i c  c o a s t  of t h e  United S t a t e s  and Europe over  a n o r t h e r n  r o u t e  

gained p o l i t i c a l  acceptance  a f t e r  t h e  f a i l u r e  of t h e  a t t empt  by t h e  American 

Telegraph Company t o  c o n s t r u c t  an under-sea t r a n s - A t l a n t i c  c a b l e  i n  1856. . 

It appeared t h a t  a  r o u t e  r e q u i r i n g  minimal mi l e s  of undersea  cab le ,  a  

P o s s i b i l i t y  p re sen ted  by t h e  Berr ing  Sea c r o s s i n g  between Russ ia  and Alaska, 

) would, provide  t h e  American and B r i t i s h  governments w i t h  communications l i n k s  

I 
j t h a t  could p o t e n t i a l l y  p r o t e c t  and promote t h e i r  r e s p e c t i v e  supremacy i n  

t r a d e .  



A route through Northwest Canada, Alaska, and Russia was first proposed 

in 1859 by Collins, an American entrepreneur. It was to originate in 

1 
Montreal, crossing ~udson's Bay Company territory to Alaska. This route was 

rejected when it became clear that the British government would not provide 

direct cash subsidies for the trans-continental portion of the liiie. These 

events suggest that settlement of British North America had failed to extend 

westward or to become of sufficient importance to convince the British 

government of a need for trans-continental communications links beyong those 

already maintained by the fur traders and the Hudson's Bay Company. British 

use of the Canadian west coast as a terminus for a trans-Pacific undersea 

cable was also not feasible because of the technical limitations of submarine 

cables at this time. 

However, by the 1860fs, settlement of the 'frontier' of the west coast 

of the United States had reached a point where communications traffic and 

revenues between the east and west coasts were sufficient to encourage the 

Western Union Telegraph Company to extend its lines. Congressional approval 

1 for a trans-continental line was granted in 1860. 
2 

I 

By 1864, an "Act to Encourage and Facilitate Telegraphic Communication 

Between the Eastern and Western Hemisphere1' was also ~igned.~ The Western 

, Union "Russian ~xtension" was to be constructed by a subsidiary, the Collins 

Overland Telegraph Company, an arrangement that would eventually protect 

Western Union from financial loss when interest in the project faded. The 

Parent company's interest in the line was evident. A telegraph connection 

between Western Europe and the United States represented a possibility for 

D Union to achieve monopoly control over trans-continental and inter- 
i. 

continental The American government's interest was also 



severa l  yea r s  be fo re  a  f r a n c h i s e  was granted  t o  t h e  C o l l i n s  Telegraph 

Company. 

There a r e  now i n  Europe some one hundred and f i f t y  
thousand m i l e s  of t e l eg raph ,  and i n  America some 
f i f t y  o r  s i x t y  thousand m i l e s ,  producing revenue of  
probably t e n  m i l l i o n s  of d o l l a r s  annual ly.  Uni te  a l l  
t h e s e  l i n e s  and make them a s u b s i d i a r y  t o  t h e  g r e a t  
world e n c r u s t i n g  t e l eg raph  and i t  must become one of 
t h e  most l u c r a t i v e  inves tments  p o s s i b l e .  4 

The c h a r t e r  which permit ted c o n s t r u c t i o n  of t h e  l i n e  r equ i r ed  Western Union 

t o  g ive  government t r a f f i c  p r e f e r e n t i a l  acces s  t o  i t s  s e r v i c e s .  This  

arrangement enabled t h e  American government t o  extend i t s  a b i l i t y  t o  

communicate and i t s  p o l i t i c a l  and economic in f luence  both w i t h i n  i t s  

t e r r i t o r y  and beyond. Other n a t i o n s  r e q u i r i n g  communications s e r v i c e s  t o  

support  t r a d e  would a l s o  be p laced  a t  a  compet i t ive  d isadvantage  should 

American co rpo ra t e  i n t e r e s t s  c o n t r o l  communications f a c i l i t i e s .  

The l e g i s l a t i o n  f o r  a right-of-way through B r i t i s h  Columbia and t h e  

Yukon T e r r i t o r y  was granted  by t h e  B r i t i s h  Columbia Colonia l  L e g i s l a t u r e  and 

5 
t he  B r i t i s h  Government i n  1864. Although no exc lus ive  p r i v i l e g e s  were 

granted,  Western Union d i d  o b t a i n  s u b s i d i e s  i n  t h e  form of import advantages 

under t h e  cond i t i on  t h a t  B r i t i s h  Government t r a f f i c  rece ived  equa l  p r i o r i t y  

with t h a t  of t h e  United S t a t e s  government. While t h e  B r i t i s h  government 

r e t a ined  t h e  op t ion  of c o n s t r u c t i n g  an  a l l - B r i t i s h  o r  c o l o n i a l  east-west  

communications l i n k  i n  t h e  f u t u r e ,  i t  gained p r e f e r e n t i a l  acces s  t o  a t r a n s -  

con t inen ta l  telecommunications system wi th  no o u t l a y  of t h e  government's 

f i n a a c i a l  resources .  

The B r i t i s h  government had r e fused  t o  i n v e s t  i n  an  all-Canadian proposa l  

t h e  Grand Trunk Railway f o r  a  east-west  t e l eg raph  l i n k  i n  t h e  p rev ious  



p a r .  The need f o r  telecommunications f a c i l i t i e s  t o  f u l f i l l  n a t i o n a l  po l icy  

i . e . ,  s o l i d i f i c a t i o n  of a Canadian p o l i t i c a l  and economic eas t -  

west union, o r  i n t e r n a t i o n a l  B r i t i s h  po l i cy  o b j e c t i v e s ,  would appear  t o  have 

been only i n d i r e c t l y  recognized a t  t h i s  t ime. 

The need f o r  an al l -Canadian east-west communications l i n k  was recogn- 

ized l a t e r  a s  an  outgrowth of domestic t r a n s p o r t a t i o n  po l i cy .  The Canadian 

p a c i f i c  Railway rece ived  a c h a r t e r  t o  provide  t e l eg raph  s e r v i c e s  i n  1889. 

The Canadian Nat iona l  and Grand Trunk P a c i f i c  Railways r ece ived  f e d e r a l  

c h a r t e r s  i n  1902 and 1903. Before t h i s ,  t h e  B r i t i s h ,  and l a t e r  t h e  Canadian 

pvernment ,  appears  t o  have placed a h ighe r  p r i o r i t y  on c o s t  s av ings  from t h e  

use of American telecommunications f a c i l i t i e s ,  than  on p o l i c y  implementation 

t o  meet t h e  p r e v a i l i n g  i n t e r p r e t a t i o n  of t h e  ' n a t i o n a l  i n t e r e s t ' ,  i . e . ,  

p rovis ion  of  t r a n s p o r t a t i o n  and telecommunications f a c i l i t i e s  t o  promote 

expor ts  from t h e  w e s t .  A s  I n n i s  has  argued, Confederat ion (1867) and t h e  

National P o l i c y  of 1878 were necessary  be fo re  any westward expansion of 

t r a n s p o r t a t i o n  (communications) l i n k s  could be  undertaken becaus,e of t h e  

s c a r c i t y  of c a p i t a l  f o r  investment i n  l a rge - sca l e  p r o j e c t s .  
7 

The i n t e r e s t  of t h e  B r i t i s h  government i n  e s t a b l i s h i n g  telecommunications 

l i n k s  should n o t  be  minimized. The h i s t o r y  of t h e  B r i t i s h  government's 

involvement i n  t h e  telecommunications i n d u s t r y  demonstrates  t h a t  i t  aggress-  

ive ly  sought  t o  p r o t e c t  i ts acces s  t o  British-owned and ope ra t ed  in te rcon-  

t i n e n t a l  cormnunications l i n k s  between t h e  1850's and t h e  1 9 2 0 ' s . ~  ~ a n a d a ' s  

11 r o l e  i n  p rov id ing  a safe"  t e r r i t o r y  f o r  B r i t i s h  i n t e r n a t i o n a l  telecornmunica- 

t i ons  expansion was no t  ev ident  u n t i l  1902. A t  t h i s  t i m e ,  a n  a l l - B r i t i s h  o r  

B r i t i ~ h / ~ o l o n i a l  submarine c a b l e  was l a i d  a c r o s s  t h e  P a c i f i c  between Canada 

and A u s t r a l i a  i n  a n  e f f o r t  t o  f o r e s t a l l  American i n f l u e n c e  i n  t h e  Far East .  
9 



canadian government provided an impor tan t  l i n k  f o r  t h e  B r i t i s h  i n t e r n a t i o n a l  

system of t e l e g r a p h i c  communications and helped t o  a s s u r e  B r i t i s h  cont inuing  

supremacy i n  t h i s  f i e l d  i n  t h e  f a c e  of growing American i n t e r e s t .  

Cons t ruc t ion  of t h e  C o l l i n s  Overland Telegraph l i n e  w a s  sho r t - l i ved .  

Between 1864 and 1867, t h e  r o u t e  was e x t e n s i v e l y  surveyed and p o r t i o n s  were 

completed. The e n t i r e  p r o j e c t  was h a l t e d  when t h e  A t l a n t i c  undersea c a b l e  

p r o j e c t  was s u c c e s s f u l l y  completed i n  1866. T r a f f i c  and i n t e r c o n t i n e n t a l  

revenues could  no longe r  be  expected t o  s u s t a i n  a  c o s t l y  overland rou te .  

competi t ion from less c o s t l y  undersea A t l a n t i c  c a b l e s  d e t r a c t e d  from t h e  

economic f e a s i b i l i t y  ( p r o f i t s )  of t h e  c o s t l y  n o r t h e r n  p r o j e c t .  No e f f o r t  was 

made t o  cont inue  commercial t e l eg raph  development i n  Alaska and Northwest 

Canada. This sugges t s  t h a t  t h e  n o r t h e r n  r e g i o n s  had y e t  t o  achieve  s u f f i c i e n t  

economic o r  p o l i t i c a l  s i g n i f i c a n c e  i n  terms of economic po l i cy  of t h e  United 

S t a t e s  o r  Canada t o  j u s t i f y  e x t e n s i v e  f i n a n c i a l  expendi tures .  However, t h e  

s t r a t e g i c  m i l i t a r y  s i g n i f i c a n c e  of Alaska and Northwest Canada provided j u s t i -  

f i c a t i o n  f o r  government s u b s i d i e s  f o r  t h e  cont inued  development of telecommu- 

n i c a t i o n s  f a c i l i t i e s  t o  meet t h e s e  o b j e c t i v e s .  

The subs idy  methods used i n  t h i s  e a r l y  developmental s t a g e  of t e l e -  

communications followed a  p a t t e r n  similar t o  t h o s e  which cha rac t e r i zed  t h e  

, i n i t i a l  development phase of pub l i c  u t i l i t i e s  i n  t h e  United S t a t e s .  Glaeser  

has documented t h e  u s e  of government i n c e n t i v e s  f o r  p r i v a t e  c a p i t a l  t o  

Promote a l l  s e c t o r s  of p u b l i c  u t i l i t y  development u n t i l  t h e  1850's. This  

t r Period i n  American economic h i s t o r y  has  been desc r ibed  as a promotional . 

?his  method of  subs idy  was adopted a f t e r  t h e  f a i l u r e  of  o u t r i g h t  S t a t e  

government ownership of p u b l i c  u t i l i t i e s  i n  t h e  1830's.  S t a t e  governments - 
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resu l ted  i n  t h e  s a l e  of  

4 1 

due t o  f o r e i g n  c a p i t a l  borrowing, and ove rbu i ld ing  

most of t h e  State-owned u t i l i t i e s  by t h e  1850's .  

~ l a e s e r  a rgues  t h a t  t h e s e  e v e n t s  s e t  t h e  s t a g e  f o r  a  con t inu ing  r e l i a n c e  on 

i n i t i a t i v e  a ided  by government g r a n t s  t o  supply p u b l i c  u t i l i t y  

services  i n  a l l  s e c t o r s .  
11 

Inducements t o  p r i v a t e  i n v e s t o r s  took t h e  form of c h a r t e r s  and f r an -  

chises .  These were granted  a t  t h e  S t a t e  and l a t e r  t h e  f e d e r a l  l e v e l  f o r  

i n t e r s t a t e  a c t i v i t i e s .  Typ ica l ly  t h e  power of "eminent domain" and f i n a n c i a l  

i n  terms of money and l a n d  were granted under t h e  assumption t h a t  

inducements must b e  h e l d  o u t  t o  p r i v a t e  i n v e s t o r s  t o  ensure  p r o v i s i o n  o f  

adequate f a c i l i t i e s .  These c h a r t e r s  were r egu la to ry  i n s o f a r  a s  t hey  

r e s t r i c t e d  compet i t ion  b u t  t hey  conta ined  no p rov i s ions  t o  ensu re  t h a t  p r i v a t e  

i nves to r s  c a r r i e d  out  development p l ans .  They should p rope r ly  be  cons idered  

a s  a  form of government subs idy  because of t h e  advantages t h a t  were a v a i l a b l e  

t o  companies hold ing  t h e s e  c h a r t e r s .  Thus, t h e  c h a r t e r  l e g i s l a t i o n  f o r  t h e  

Col l ins  Overland Telegraph Co. conta ined  exc lus ive  r i g h t s  t h a t  would i n  t u r n  

confer f i n a n c i a l  b e n e f i t s  on t h e  company and i ts  pa ren t ,  Western Union. 

A s  a  subs idy  method, t h e  American u s e  of S t a t e  and f e d e r a l  c h a r t e r s  can 

be compared wi th  one of  t h e  forms of  i n c e n t i v e s  used by t h e  Canadian govern- 

ment t o  encourage economic a c t i v i t y ,  a l though t h e  o b j e c t i v e s  were somewhat 

d i f f e r e n t .  I n  t h e  United S t a t e s ,  t h e  emergence of t h i s  method of  subs idy  

was c l o s e l y  connected t o  t h e  need t o  provide  a  v a r i e t y  of p u b l i c  u t i l i t y  

Services,  i .e . ,  t r a n s p o r t ,  communications, water  u t i l i t i e s ,  i r r i g a t i o n ,  gas  

u t i l i t i e s  and e1ec t r i c i t y ; in  suppor t  o f  a l l  forms of S t a t e  and i n t e r s t a t e  

12 Commerce. I n  t h e  Canadian c o n t e x t ,  s u b s i d i e s  dur ing  t h i s  pe r iod  took  a 

wider  v a r i e t y  o f  forms, i. e., r ang ing  from p r o v i n c i a l  bond no te s ,  t a r i f f  

p ro tec t ion ,  Confederat ion t o  suppor t  a wider deb t  base,  and d i r e c t  ownership 



to promote t h e  development of t r a n s p o r t a t i o n  s e r v i c e s .  I n n i s  has  argued 

t h a t  t h e s e  s u b s i d i e s  tended t o  be s u c c e s s f u l  dur ing  t h i s  per iod  because each 

tapped a f r e s h  n a t u r a l  r e sou rce ,  o r  involved reduct ions  i n  t h e  c o s t  of t r ans -  

p o r t a t i o n  which placed expor t  goods i n  an  advantageous compet i t ive  p o s i t i o n .  13 

The f i n a n c i a l  arrangements used by t h e  Canadian government t h a t  event- 

u a l l y  promoted t h e  b u i l d i n g  of t h e  Canadian P a c i f i c  Railway (CPR) i n  1885 

provide an example of t h i s  subs idy  method. The government r e l i e d  on s u b s i d i e s  

i n  t h e  form of money, l and  and a monopoly c l a u s e  i n  t h e  CPR Char te r  which, 

pro tec ted  east-west  t r a f f i c  from compet i t ion .  The American method of  sub- 

s i d i z i n g  p r i v a t e  i n t e r e s t s  can b e  s a i d  t o  have provided a model f o r  some 

aspec ts  of t h e  Canadian government 's po l i cy .  A s  I n n i s  says ,  t h e  CPR drew 

heavi ly  on t h e  American exper ience  i n  i t s  e a r l y  s t a g e  of development. How- 

ever,  t h e  demand f o r  expanded t r a n s p o r t a t i o n  s e r v i c e s  t o  suppor t  s t a p l e s  

production and expor t ,  and problems of f i nance  which involved heavy expend- 

i t u r e s  even tua l ly  l e d  t o  a g r e a t e r  u s e  of government s u b s i d i e s  t o  p r i v a t e  

i nves to r s  and d i r e c t  s u b s i d i e s  through government ownership.14 Where t r ans -  

po r t a t i on  and communications s e r v i c e s  were a s s o c i a t e d  with n a t i o n a l  economic 

o r  p o l i t i c a l  o b j e c t i v e s  t h e  Canadian government demonstrated a g r e a t e r  

tendency t o  provide  those  s e r v i c e s  i t s e l f ,  i f  t h e  i n t e r e s t  of t h e  p r i v a t e  

s ec to r  could n o t  be  a t t r a c t e d .  

Incen t ives  f o r  Telecommunications Expansion: 

1900 - 1950's 

.The e a r l y  s t a g e s  o f  telecommunications development i n  t h e  Canadian 

Northwest and Alaska were l i n k e d  t o  t h e  need f o r  expanded commercial communi- 



stage, beginning in the 19001s, was linked primarily to American defense 

objectives. Development of telecommunications for commercial use in Alaska 

and ~orthwest Canada was incidental to the priorities placed on telecommunica- 

tions systems required to implement strategic defense policies. Implementa- 

tion of American national defense policy objectives was a legitimate area for 

government investment. Cost factors for communications development in Alaska 

became irrelevant when compared to expenditures in overall military budgets 

swelled in the war years. 

The Canadian government's support for telecommunications development in 

the Northwest during the period between 1900 and the 1950's appears to have 

been dictated in large part by American defense policy that required communi- 

cations overland links between Alaska and the Lower 48 States. The Canadian 

northwest region became an area of strategic importance for the security of 1 ,  

the American national communications defense system. This was similar to the 

way that the east-west telegraphic link in colonial territory played an 

important role in securing British international communications routes with 

the construction of the all-British submarine cable across the Pacific in 

1902. 15 

1. Telecommunications Development in Northwest Canada 

Throughout the history of telecommunications development in the Canadian 

Northwest responsibility and jurisdiction has rested with the federal 

government. There have been no formalized institutions located in, or allowed 

to emerge from, the north with a specific concern for telecommunications. 

Subsidy policies were implemented by the federal government in response to its 

changing interpretation of the need for and role of telecommunications in the 

north. 
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P r i o r  t o  t h e  j u s t i f i c a t i o n  f o r  government f i n a n c i a l  involvement i n  t he  

telecornrnunications development p roces s  provided by World War I, t h e  Canadian 

government responded t o  demands of a  commercial n a t u r e .  A need f o r  a  communi- 

ca t ion  l i n k  between t h e  Canadian Northwest and t h e  r e s t  of Canada a r o s e  wi th  

the  i n f l u x  of popula t ion  t o  t h e  Yukon T e r r i t o r y  i n  t h e  1880's.  The popula t ion  

28,000 by 1889 fo l lowing  t h e  d i scove ry  of p l a c e r  gold mines. A 

T e r r i t o r i a l  g o ~ e r n m e n t ~ d i r e c t e d  by t h e  f e d e r a l  government,was e s t a b l i s h e d  i n  

t h e  same yea r  t o  c a r r y  out  a d m i n i s t r a t i v e  d u t i e s .  

A t e l eg raph  system was cons t ruc t ed  and d i r e c t l y  f inanced by t h e  f e d e r a l  

Department of P u b l i c  Works. l6 The l i n k  between t h e  economic s i g n i f i c a n c e  

of t h e  reg ion  and t h e  f e d e r a l  government's w i l l i n g n e s s  t o  s u b s i d i z e  t e l e -  

communications f a c i l i t i e s  i s  i n d i c a t e d  by t h e  f a c t  t h a t  wi th  t h e  d e c l i n e  of 

gold rush  a c t i v i t y  t h e  system f e l l  i n t o  d i s u s e .  I n  1917, t h e  popula t ion  of 

t h e  Yukon dwindled t o  9,000 and t h e  government appeared t o  change i ts  a t t i t u d e  

17 
toward a l l  p u b l i c  expendi tures  i n  t h e  a r e a .  R e s t r i c t i o n s  were placed on 

a l l  a s p e c t s  of f e d e r a l  spending i n  t h e  Northwest and t h e  f e d e r a l  government's 

po l icy  seemed t o  become e s s e n t i a l l y  l a i s s e z - f a i r e .  

It is  a l s o  l i k e l y  t h a t  t h e  d e c l i n i n g  s i g n i f i c a n c e  of t h e  Canadian North- 

west f o r  American telecommunications needs p r e c i p i t a t e d  t h e  temporary d e c l i n e  

i n  Canadian f i n a n c i a l  suppor t  f o r  telecommunications development. I n  1903, 

t he  American Army S igna l  Corps l a i d  a  submarine c a b l e  between Skagway, Alaska 

and S e a t t l e ,  a l l e v i a t i n g  American dependence on "foreign" communication l i n k s .  

With t h e  l o s s  of t r a f f i c  and revenues,  t h e  Canadian s e c t i o n s  of  t h e  t e l eg raph  

l i n e  were temporar i ly  d iscont inued .  

+After  t h i s  b r i e f  phase when t h e  Canadian government provided s u b s i d i e s  

f o r  telecommunications s e r v i c e  i n  response  t o  both  commercial and American 

m i l i t a r y  communications requi rements ,  t h e  h i s t o r y  of f e d e r a l  involvement 
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became more d i r e c t l y  r e spons ive  t o  defense  requirements  genera ted  by t h e  

h e r i c a n  s t r a t e g i c  programme f o r  m i l i t a r y  defense .  
18 

The telecommunications 

f a c i l i t i e s  cons t ruc t ed  i n  t h e  Canadian northwest  a f t e r  World War I were t o  

provide a  system capable  of i n t e r c o n n e c t i n g  m i l i t a r y  bases  i n  t h e  no r th .  In 

1922, t h e  f e d e r a l  government engaged t h e  Royal S igna l  Corps t o  c o n s t r u c t  t h e  

Northwest T e r r i t o r i e s  and Yukon Radio System. No arrangement was made t o  

in te rconnect  t h e  system w i t h  p u b l i c  commercial telecommunications f a c i l i t i e s  

i n  t h e  south.  
19 

Commercial communications s e r v i c e s  were provided a s  an  a d j u n c t  t o  t h e  

m i l i t a r y  system. The Department of Nat iona l  Defense was i n s t r u c t e d  t o  ensure  

t h a t  t h e  des ign  of t h e  r a d i o  system would be capable  of a s s i s t i n g  mining 

d i s t r i c t s  i n  t h e  Yukon, t h e  Governments of t h e  Northwest and Yukon T e r r i t o r i e s  

and t h e  Hudson's Bay Company i n  meet ing t h e i r  communications needs. 
20 

In 

t h i s  s ense  i t  is q u i t e  p o s s i b l e  t h a t  t h e  commercial u s e r s  of  t h e  telecommuni- 

c a t i o n s  f a c i l i t i e s  r ece ived  a subs idy  i n  t h a t  t h e  f e d e r a l  government bore  t h e  

major p o r t i o n  of c o n s t r u c t i o n  and o p e r a t i o n  c o s t s .  

The r o l e  of t h e  m i l i t a r y  was g r a d u a l l y  phased o u t  i n  t h e  1950's.  The 

development of  a commercial p u b l i c  network came t o  be regarded as a necessary  

p r e r e q u i s i t e  f o r  meeting a p o l i c y  o b j e c t i v e  t h a t  had assumed n a t i o n a l  

p r i o r i t y ,  i . e . ,  r e sou rce  development. An Order-in-Council t r a n s f e r r e d  t h e  

r ad io  system t o  t h e  Department of Transpor t  which had become t h e  h e a v i e s t  

user  by 1959. The Canadian Nat iona l  Telegraph Company (CNT) was i n s t r u c t e d "  

t o  r ep l ace  t h e  Northwest and Yukon Radio System wi th  i t s  own f a c i l i t i e s  as 

p a r t  o f  i ts  f r a n c h i s e  t o  o p e r a t e  i n  t h e  Western Northwest T e r r i t o r i e s  i n  

1959.-21 The reasons  f o r  t h e  t r a n s f e r  w e r e  mainly f i n a n c i a l .  From 1923 t o  

1939, t h e  o p e r a t i n g  expenses of t h e  system had been pa id  by t h e  Departments 

of t h e  I n t e r i o r  and Mines and Resources.  During World War 11, expenses were 



covered by revenues 

ever, by the 1950's 
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generated by American and Canadian military use. How- 

defense messages had dropped to 3% while the Department 

of Transport traffic generated the largest percentage of revenues. 
2 2 

Another telecommunications system was constructed in the Canadian North- 

west during World War 11, again to meet American military requirements. The 

'backbone' of the Northwest Telecommunications System was built in 1943 by the 

American Army. An open wire pole line followed the Alaska Highway route 

providing communications services to staging bases and airfields. It was 

interconnected with the Alaska Communications System and the Canadian national 

telecommunications network in Edmonton. The Canadian government purchased 

the Northwest Communicatiens System from the United States military in 1945, 

placing it under Royal Canadian Air Force jurisdiction for operational 

purposes until 1947. It was then placed under the jurisdiction of the Depart- 

ment of Transport. 

CNT received a contract to operate and manage the system in 1947 and 

continued to provide service for government users on a contract basis until 

1958. CNT was instructed to operate the telecommunications system on a joint 

military-commercial basis. Again, although provisions were made to carry 

commercial traffic, little effort was made to establish a regional commercial 

telecommunications system at this time. 

2. Telecommunications Development in Alaska 

Use of telecommunications facilities for commercial traffic originated 

with the American government's decision to authorize a telecommunications 

System to provide service for military establishments in Alaska. In 1900, 

an act was passed that authorized the American army to use the military 

COmunications system for commercial purposes. 23 The Department of Defense 
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was given t h e  r e s p o n s i b i l i t y  f o r  d e c i s i o n s  a s  t o  when and where commercial 

f a c i l i t i e s  should b e  made a v a i l a b l e .  

Commercial bus ines s  may be done over  t h e s e  m i l i t a r y  
l i n e s  under such c o n d i t i o n s  as may be deemed by t h e  
S e c r e t a r y  of War, e q u i t a b l e  and i n  t h e  p u b l i c  i n t e r e s t .  24 

The long d i s t a n c e  telecommunications f a c i l i t i e s  i n  Alaska were developed 

by t h e  Army S igna l  Corps and l a t e r  by t h e  A i r  Force. The system, which 

became known as t h e  Alaska Communications System (ASC), played a n  impor tan t  

r o l e  i n  American communications networks t h a t  supported de fense  o b j e c t i v e s .  

The r a t e  of expansion of t h e  system was respons ive  t o  m i l i t a r y  demands and 

the  government l e f t  i t s  o p e r a t i o n  t o  t h e  Department of Defense. 

Alaska had been p laced  under American f e d e r a l  j u r i s d i c t i o n  i n  1876 a f t e r  

t he  t r a n s f e r  of  ownership of Russian America. It became a T e r r i t o r y  of t h e  

United S t a t e s  and was adminis te red  by t h e  f e d e r a l  government and t h e  Alaska 

Commercial Company. 25 Between 1867 and t h e  end of t h e  Second World War, t h e  

economy was p r i m a r i l y  based on t r app ing ,  s e a l i n g ,  mining and f i s h i n g  

i n d u s t r i e s  and t h e  pace of  economic growth was r e l a t i v e l y  slow ( a s  measured 

by t r a d i t i o n a l  economic i n d i c a t o r s ) .  Larger  communities i n  Alaska t h a t  d i d  

experience growth e s t a b l i s h e d  privately-owned l o c a l  telecommunications systems 

t h a t  were in t e rconnec ted  w i t h  t h e  m i l i t a r y  network. However, t h e  l ong  

d i s t ance  telecommunications s y s t e m ' s  c a p a c i t y  was l i m i t e d  t o  t h a t  r equ i r ed  t o  

car ry  m i l i t a r y  t r a f f i c .  It subsequent ly  became overloaded when i n c r e a s i n g  

Commercial demands were made on t h e  l i m i t e d  excess  capac i ty .  

The c o s t s  of  o p e r a t i n g  t h e  ACS were included i n  t h e  m i l i t a r y  budget  and 

revenues were r e tu rned  t o  t h e  Treasury General fund.26 The development of 

long d i s t a n c e  s e r v i c e  i n  Alaska was c a r r i e d  o u t  i n  i s o l a t i o n  from f e d e r a l  
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pvernment  planning concerning t h e  economic o r  p o l i t i c a l  development of t h e  

a r e a .  This  cont inued u n t i l  t h e  d e c l i n e  of t h e  m i l i t a r y ' s  i n t e r e s t  i n  

d i r e c t l y  c o n t r o l l i n g  communications f a c i l i t i e s .  The independence of t h e  

sys tem's  development from any form of government o v e r s i g h t  o r  i n t e r v e n t i o n  

(o the r  t han  m i l i t a r y )  i s  ind ica t ed  by t h e  f a c t  t h a t  t h e  system was n o t  

s u b j e c t  t o  r e g u l a t i o n .  The Federa l  Communications Commission desc r ibed  t h e  

ACS a s  fol lows:  " . . .an agency of  t h e  f e d e r a l  government whose f a c i l i t i e s  

a r e  cons t ruc t ed  and maintained wi th  p u b l i c  funds and which s e r v e s  commercial 

i n t e r e s t s  a s  a n  i n c i d e n t  t o  performing i ts  government func t ion .  ,127 

The ACS remained bo th  unregula ted  and under m i l i t a r y  c o n t r o l  u n t i l  1970. 

Recognition t h a t  t h e  e x i s t i n g  arrangements f o r  provid ing  commercial t e l e -  

communications s e r v i c e s  were inadequate  had been a t t r i b u t e d  t o  a  change i n  

American m i l i t a r y  pol icy .  I n  t h e  l a t e  1 9 5 0 t s ,  t h e  m i l i t a r y  began t o  adopt  a 

genera l  p o l i c y  of l e a s i n g  f a c i l i t i e s  from domest ic  p r i v a t e  common c a r r i e r s .  
28 

Planning began f o r  t h e  t r a n s f e r  of t h e  ACS t o  p r i v a t e  i n t e r e s t s  a t  t h i s  time. 

The decade between, ending i n  1969, when t h e  s a l e  was completed was marked 

by t h e  r e l u c t a n c e  of t h e  m i l i t a r y  t o  upgrade t h e  system i n  response  t o  

i nc reas ing  demand f o r  commercial t r a f f i c  c a p a c i t y .  Prolonged proceedings t h a t  

were intended t o  ensure  t h a t  t h e  ACS would con t inue  t o  o p e r a t e  and expand 

t o  meet Alaskan requirements  f o r  s e r v i c e s  were i n i t i a t e d  by t h e  f e d e r a l  

government. I n  t h e  in t e r im ,  i t  is p o s s i b l e  t o  sugges t  t h a t  s u b s i d i e s  were 

inhe ren t  i n  t h e  arrangements t h a t  permi t ted  commercial u s e  of t h e  ACS. The- 

c a p i t a l  c o s t s  of system development were covered and obscured w i t h i n  Depart- 

ment of Defense budgets .  

.The S t a t e  of Alaska 's  requirement  f o r  commercial i n t r a -  and i n t e r - s t a t e  

long d i s t a n c e  telecommunications s e r v i c e s  was n o t  formal ly  recognized as 

exceeding t h e  c a p a c i t y  provided by t h e  m i l i t a r y  system u n t i l  t h e  l a t e  1950's. 
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Recognition of an i n c r e a s i n g  demand f o r  a  v i a b l e  commercial telecommunica- 

t i o n s  system can a l s o  be  a t t r i b u t e d  t o  t h e  a b i l i t y  of t h e  Alaska S t a t e  

government t o  draw a t t e n t i o n  t o  t h e  inadequacies  of t h e  e x i s t i n g  system. 

s tatehood had been granted  i n  1959, and d e c i s i o n s  a f f e c t i n g  t h e  development 

a commercial telecommunications system i n  Alaska became s u b j e c t  t o  govern- 

ment i n t e r v e n t i o n  a t  bo th  t h e  f e d e r a l  and S t a t e  l e v e l .  

The s e p a r a t i o n  of j u r i s d i c t i o n  ove r  telecommunications i n  Alaska between 

l e v e l s  of government appears  t o  have had important  consequences. P lanning  

and development o b j e c t i v e s  f o r  telecommunications have r e f l e c t e d  r e g i o n a l  

requirements and needs from a p e r s p e c t i v e  t h a t  has  o f t e n  appeared t o  be i n  

oppos i t ion  t o  t h e  f e d e r a l  government 's assessment  of telecommunications needs 

and p r i o r i t i e s .  Opposi t ion has  succeeded i n  drawing a t t e n t i o n  t o  i s s u e s  such 

a s  d i s p a r i t i e s  and c o s t  r e s p o n s i b i l i t i e s  i n  a formal  pub l i c  s e t t i n g .  

Negot ia t ions  f o r  t h e  t r a n s f e r  o f  t h e  ACS from m i l i t a r y  c o n t r o l  were 

i n i t i a t e d ,  i n  p a r t ,  because o f  t h e  inc reased  express ion  of i n t e r e s t  i n  t h e  

f u t u r e  development of telecommunications by t h e  S t a t e  government. The S t a t e ' s  

r o l e  a s  an  advocate  of i ts  own i n t e r e s t s  was p o s s i b l e  because of  i t s  ' 

l e g i t i m a t e  a u t h o r i t y  and, a l t hough  i s o l a t e d ,  organized p o l i t i c a l  vo ice .  While 

i t  d i d  not  r e p r e s e n t  a l l  Alaskans e q u a l l y ,  i t  d id  provide  an  a l t e r n a t i v e  

pe r spec t ive  t o  t h a t  he ld  by t h e  f e d e r a l  government. 

C. Analys is  

The r e l a t i o n s h i p  between even t s  desc r ibed  i n  t h e  preceding  s e c t i o n s  

Provide i n i t i a l  suppor t  f o r  viewing subs idy  p o l i c i e s  a f f e c t i n g  t h e  p roces s  of 

telecommunications development i n  t h e  n o r t h  i n  t h e  con tex t  of  changes i n  

Pol icy o b j e c t i v e s  concerning t h e  economic and p o l i t i c a l  importance of t h e  two 

a r e a s  under cons ide ra t ion .  These o b j e c t i v e s  inf luenced  t h e  form of government 
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in te rven t ion  and tended t o  cons t ra in  the  i n s t i t u t i o n a l  arrangements f o r  

providing telecommunications s e r v i c e s  t h a t  evolved. 

During t h e  period between the  1850's and 1900, subs id ies  were associa ted  

with t h e  need t o  extend the  government's a b i l i t y  t o  communicate f o r  p o l i t i c a l  

and economic reasons.  Telecommunications se rv ices  were regarded a s  a t o o l  

fo r  promoting n a t i o n a l  economic and p o l i t i c a l  ob jec t ives .  The l o s s  of 

projected revenues from i n t e r c o n t i n e n t a l  t r a f f i c  l e f t  p r i v a t e  i n v e s t o r s  

d i s i n t e r e s t e d  i n  t h e  f e a s i b i l i t y  of e s t a b l i s h i n g  a north-south telecornmuni- 

ca t ions  l i n k  desps te  the  p o s s i b i l i t i e s  of monopoly con t ro l .  

However subs id ies  f o r  telecommunications development continued a s  long 

as they could be  j u s t i f i e d  a s  p a r t  of a n a t i o n a l  defense e f f o r t  u n t i l  t he  

1950's. From approximately 1900, t h e  r e s p o n s i b i l i t y  f o r  t h e  c o s t s  of t e l e -  

communications development r e s t e d  wi th  t h e  government. The s t r u c t u r e  of the  

telecommunications indus t ry  and the  e x t e n t  of subs id ies  from government 

sources was cont ingent  on the  importance of m i l i t a r y  ob jec t ives .  These 

objec t ives  continued t o  determine t h e  ex ten t  of government i n t e r v e n t i o n  i n  

the  development of telecommunications f a c i l i t i e s  i n  Alaska and Northwest 

Canada u n t i l  t h e  l a t e  1950's when t h e  p o l i t i c a l  and economic s i g n i f i c a n c e  

of the  two a r e a s  began t o  change. 

A t  t h i s  po in t  t h e  r o l e s  of t h e  American and Canadian governments i n  sub- 

s id iz ing  telecommunications development seem t o  have diverged.  I n  t h e  United 

S ta tes ,  the  m i l i t a r y  pol icy  ob jec t ives  remained a s u f f i c i e n t l y  high p r i o r i t y  

u n t i l  t he  1970's t o  j u s t i f y  continued f i n a n c i a l  support  f o r  t h e  telecommuni- 

cat ions system i n  Alaska. Despite t h e  e f f o r t s  of the  S t a t e  government, a f u l l  

comerc ia1  telecommunications network was not  opera t iona l  u n t i l  1970. It 

required t h a t  t r a f f i c  c a r r i e d  by the  Statewide system 

revenues t o  a t t r a c t  a p r i v a t e  investor-owned c a r r i e r .  

genera te  s u f f i c i e n t  

P r i v a t e  inves to r  



development of telecommunications on a commercial basis in Alaska was also 

made possible by expansion of existing revenue sharing through internal 

subsidies with the telecommunications carriers operating in the Lower 48 

States. 

The Department of Defense retained control over telecommunications 

facilities in Alaska until 1969. Thus, it maintained access to low cost 

services in the area which continued to have a declining strategic military 

significance. The facilities of the Alaska Communications System were 

outmoded, but they met the military's ongoing requirements for communications 

services. A change in ownership and subsequent investment in new facilities 

for an expanded statewide commercial telecommunications system could be 

expected to increase the costs to the Department of Defense for continued 

use of telecommunications facilities in Alaska. In spite of a general 

policy of military withdrawal from the direct ownership of domestic tele- 

communications facilities, Alaska may well have represented a case where 

the Department of Defense resisted this change. 

Until the 1950fs, the development of long distance telecommunications 

services in Northwest Canada was closely associated with the geographic 

importance of southern parts of the Territories as a means of interconnection 

. between Alaska and the Lower 48 States, rather than its importance in the 

context of economic or political policies regarding the north developed by 

the Canadian federal government in response to internal national objectives, 

The major transportation and communications routes established in the 

southern Yukon and Northwest Territories before 1950 were financed to a 

large extent by the American government through Department of Defense 

budgets. 29 Subsidies in Canada, from the Canadian federal government, were 



and t h e  south  t o  suppor t  t r a d e  and government a d m i n i s t r a t i o n ,  and t o  a i d  t h e  

j o i n t  American and Canadian m i l i t a r y  de fense  e f f o r t .  Costs  were camouflaged 

m i l i t a r y  expendi tures  and r equ i r ed  very  l i t t l e  j u s t i f i c a t i o n .  

The se t t l emen t  p a t t e r n  and l o c a t i o n  of resource  i n d u s t r i e s  c l o s e  t o  t h e  

ma jo r  t r a n s p o r t a t i o n  and communications r o u t e s  bene f i t ed  t e r r i t o r i a l  r e s i d e n t s  

by reducing t h e  c o s t s  of upgrading telecommunications s e r v i c e s  f o r  p u b l i c  

use.30 Af t e r  i n i t i a l  m i l i t a r y  i n s t a l l a t i o n s  had been made c o s t s  were 

minimized and i n  t h i s  s e n s e  a subs idy  f o r  development of a commercial tele- 

communications system was involved .  

I n  t h e  1 9 5 0 ' ~ ~  t h e  Canadian f e d e r a l  government began t o  d e f i n e  i ts  

i n t e r e s t  i n  Northwest Canada i n  terms of economic development o b j e c t i v e s  

r e l a t e d  t o  n a t u r a l  r e sou rce  development. These o b j e c t i v e s  provided a 

s u f f i c i e n t  j u s t i f i c a t i o n  f o r  cont inued  s u b s i d i e s  f o r  development of  a 

commercial telecommunications system i n  t h e  Northwest. CNT provided a 

veh ie l e  through which t h e  government 's p o l i c i e s  could be.implemented i n  l i e u  

of an i n t e r e s t  i n  t h e  a r e a  expressed  by p r i v a t e  commercial telecommunications 

common c a r r i e r s  ope ra t ing  e l sewhere  i n  Canikda, i . e . ,  B e l l  Canada and t h e  Trans 

Canada Telephone System. 

CNT was a b l e  t o  extend drop  l i n e s  f o r  commercial telecommunications 

se rv i ces  and exchange te lephone  s e r v i c e  from i ts  major t runk  networks b u t  

was unable t o  j u s t i f y  c o n s t r u c t i o n  of  c o s t l y  microwave o r  w i r e  systems t o  

s e r v i c e  i s o l a t e d  hommunities. This  p o l i c y  has  been expressed by CNT a s  

follows : 

But s u r e l y  i t  would b e  an  u n r e a l i s t i c  mixing of 
p r i o r i t i e s  t o  supply  immediately o r  i n  t h e  n e a r  
f u t u r e  r e l a t i v e l y  expens ive  telecommunications 
systems t o  communities s o  s m a l l  most of them 
appa ren t ly  do n o t  war ran t  e l e c t r i c  power, a s u i t a b l e  
a i r s t r i p ,  o r  a semblance of  l o c a l  roads.  However, 



a s  new i n d u s t r i e s  and communities develop, 
t h e s e  smal l  s e t t l e m e n t s  w i l l  even tua l ly  come 
w i t h i n  t h e  sphe re  of economic te lephone s e r v i c e .  31 

~ h u s ,  t h e  h i s t o r y  of  telecommunications development i n  a r e a s  of  t h e  Canadian 

Northwest t h a t  were n o t  s t r a t e g i c a l l y  l o c a t e d  a long  t r a n s p o r t a t i o n  r o u t e s  

was very  d i f f e r e n t  t o  t hose  which were. Subs id ies  f o r  p rov id ing  telecornmuni- 

ca t ions  s e r v i c e s  i n  t h e  Canadian Northwest were no t  designed t o  meet t h e  

range of cond i t i ons ,  geographic and demographic, t h a t  e x i s t e d .  

The foregoing  d i s c u s s i o n  i l l u s t r a t e s  t h e  u s e  of s u b s i d i e s  i n  t h e  

Canadian and American con tex t  t o  promote t h e  development of  telecommuni- 

ca t ions  s e r v i c e s  i n  Northwest Canada and Alaska. The form of t h e s e  s u b s i d i e s  

and t h e  telecommunications f a c i l i t i e s  t h a t  were cons t ruc t ed  du r ing  t h e  

periods t h a t  have been examined, r e f l e c t e d  changing n a t i o n a l  p o l i t i c a l  and 

economic o b j e c t i v e s .  The next  chap te r  examines i n  more d e t a i l  t h e  n a t u r e  

of t h e s e  o b j e c t i v e s  and t h e i r  impact on t h e  telecommunications i n d u s t r y  

s t r u c t u r e  t h a t  evolved i n  t h e  pe r iod  between 1950 and 1970. 
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Chapter IV 

THE RESTRUCTURING OF INSTITUTIONAL RELATIONSHIPS 

TO MEET CHANGING NATIONAL TELECOMMUNICATIONS POLICY OBJECTIVES: 

1950's - 1970's 

The decision to turn the operation and ownership of telecommunications 

facilities and services in Northwest Canada over to a commercial carrier was 

made by the Canadian government in 1958. The decision to use a separate 

non-military entity to provide public commercial telecommunications services 

in Alaska was not made until 1969. This chapter reviews the policy consider- 

ations that affected the decisions that resulted in the evolution of the 

existing telecommunications institutional arrangements. 

In Canada, a federal crown corporation, Canadian National Telecommuni- 

cations (CNT) was granted a monopoly over all telecommunications services in 

the western Territories. In Alaska, the separation between long distance and 

local telecommunications was retained under a predominately private ownership 

structure. The policy context that affected telecommunications development 

in Northwest Canada and Alaska is reviewed to indicate the relationship bet- 

ween subsidies for telecommunications policy implementation and the incentives 

underlying the industry and government decision-making process. 

The decision-making processes that resulted in the existing institutional 

arrangement of the telecommunications industry in Northwest Canada and Alaska 

are examined as a reflection of the priority placed on telecommunications 

services as integral to the economic development process. Decisions that 

led to the restructuring of the telecommunications industry are examined in 

the context of some of the policies and priorities that emerged at a different 

constraining level. The priorities established for national economic develop- 



institutional structural arrangements that were designed to promote these 

and the nature and extent of subsidies used to implement tele- 

communications policy. A description of some of the more important changes 

in the political and economic significance of Northwest Canada and Alaska 

is used as ajbasis for an analysis of changes in subsidy policy in the two 

A comparison of the policy context and the resulting priorities placed 

on telecommunications development is used to suggest an explanation as to why 

the structural re-arrangement of the telecommunications industry occurred 

earlier in Northwest Canada than in Alaska. This method of examining levels 

in the decision-making process will be used in later chapters to suggest 

tentative explanations for the differences in the use of subsidies to promote 

telecommunications development in the two northern regions. 

A. Canadian Northern Development Policy in Relation to 

~orthwest Telecommunications Development 

1. Northern Economic Development Priorities 

In 1958 the responsibility for providing telecommunications in the North- 

west was delegated to Canadian National Telecommunications (CNT). This 

ecision reflected the federal government's conviction that a public corpora- 

tion would be responsive to national economic development priorities that - - 

required development of a commercial telecommunications network in the north 

s part of a policy of providing the appropriate infrastructure to encourage 

ccel~rated resource development in the north. 

Steeves has described the Canadian government's commitment to provide 

infrastructure as follows : 



With an unwavering f a i t h  i n  t h e  v a l u e  of p r i v a t e  
investment t h e  government's r o l e  i n  t h e  economic 
development of t h e  North was f i r s t  of a l l  d e f i n i n g  
t h e  parameters  of t h e  i s s u e s  i n  terms of t h e  n a t i o n a l  
i n t e r e s t ,  and then s e t t i n g  about  t o  provide  t h e  
a p p r o p r i a t e  i n c e n t i v e s  and s t r u c t u r e s  on which p r i v a t e  
i n d u s t r y  ... could develop economies. 1 [my emphasis] 

u n t i l  t h e  19501s, t h e  i n t e r e s t  of t h e  p r i v a t e  s e c t o r  i n  e x p l o i t i n g  no r the rn  

resources  was tempered by t h e  c o s t s  of t r a n s p o r t a t i o n ,  power, communications 

e t c . ,  t h a t  t h e  i n d u s t r y  would b e  r equ i r ed  t o  b e a r  i n  o r d e r  t o  develop and 

e x p l o i t  t h e s e  resources .  The f e d e r a l  government's p o l i c y  i n  t h e  l a t e  1950's 

and 1960's  was intended t o  c r e a t e  a d d i t i o n a l  i n c e n t i v e s  f o r  r e sou rce  

developers  by bear ing  t h e  c o s t  r e s p o n s i b i l i t y  f o r  t h e s e  s e r v i c e s .  Transport- 

a t i o n  and hydro developments du r ing  t h i s  pe r iod  have provided t h e  most 

conspicuous examples of t h e  u s e  of  f e d e r a l  s u b s i d i e s  t o  promote n a t i o n a l  

economic p o l i c y  implementation. S teeves  has  e l abo ra t ed  f u r t h e r  on t h e  

government's r o l e  i n  t h e  no r the rn  economic and p o l i t i c a l  development process .  

P a t t e r n s  of e x t e r n a l  c a p i t a l  ( u s u a l l y  American) 
promoting s t a p l e  r e sou rce  p r o j e c t s  t o  b e n e f i t  f o r e i g n  
i n t e r e s t s  and supply f o r e i g n  markets  has  come t o  
c h a r a c t e r i z e  v i r t u a l l y  a l l  o f  t h e  major economic 
p r o j e c t s  i n  t he  Yukon. S ince  1959 t h e  f e d e r a l  govern- 
ment has been an ind i spensab le  a c t o r  i n  t h i s  p roces s  
by accept ing  t h e  r e s p o n s i b i l i t y  f o r  t h e  c r e a t i o n  of  
a n  e l a b o r a t e  and extremely c o s t l y  i n f r a s t r u c t u r e  of  
acces s  roads,  highways and hydro i n  o r d e r  t o  f a c i l i t a t e  
t h e  e x p l o i t a t i o n  and e x p o r t a t i o n  of  t h e  t e r r i t o r y ' s  
resources .  2 

I n  h i s  review of t h e  r o l e  of t h e  p r i v a t e  and p u b l i c  s e c t o r s  i n  t h e  

development p roces s  i n  t he  no r th ,  Rea has  argued t h a t  du r ing  t h e  post-  

Second World War period and throughout t h e  s i x t i e s ,  t h e  f e d e r a l  government 



in terms of s t i m u l a t i n g  r e sou rce  development a c t i v i t y  than  t o  t h e  immediate 

c o s t s  t o  t h e  government of p rov id ing  t h e s e  s e r v i c e s .  The "Northern Vision" 

of t h e  Deifenbaker e r a  embraced an o b j e c t i v e  of r ap id  i n c r e a s e s  i n  economic 

development i n  t h e  no r th .  But t h i s  development a c t i v i t y  was t o  r e l y  on t h e  

* r i v a t e  s e c t o r  supported by e x t e n s i v e  government s u b s i d i e s  i n  t h e  s e r v i c e  

s e c t o r .  Pub l i c  i n s t i t u t i o n s  and investment  were convenient  v e h i c l e s  through 

which t o  implement t h i s  po l i cy .  ' Pub l i c  e n t e r p r i s e '  could b e  used t o  

a c c e l e r a t e  development because i t  could  be encouraged t o  undertake p r o j e c t s  

t h a t  would l e s s  l i k e l y  t o  be under taken  by p r i v a t e  e n t e r p r i s e .  Se rv i ce  

development, through t h e  u s e  o f  a v a r i e t y  of  f e d e r a l  s u b s i d i e s ,  would be 

t h e o r e t i c a l l y  l e s s  c o s t l y  than  through t h e  p r i v a t e  s e c t o r  o p e r a t i n g  under 

the  c o n s t r a i n t s  of 'economic f e a s i b i l i t y '  de f ined  i n  terms of t h e  c o s t s  of 

development f inanced  through t h e  p r i v a t e  c a p i t a l  market. Rea d e s c r i b e s  

t he  government's p o l i c y  a s  one of :  

I n c r e a s i n g  t h e  r a t e  of  no r the rn  development by us ing  
p u b l i c a l l y  sponsored inves tments  i n  i n f r a s t r u c t u r e  
c a p i t a l  t o  l e a d  p r i v a t e  r e sou rce  e x p l o i t i n g  ope ra t ions .  4 

Hydro e l e c t r i c  power s e r v i c e s ,  t r a n s p o r t a t i o n ,  and communications 

s e r v i c e s  were developed r a p i d l y  a s  a consequence of pub l i c  investment.  

Federal  s u b s i d i e s  f o r  t r a n s p o r t a t i o n ,  r a i l  and road cons t ruc t ion ,  were 

channeled through t h e  Department of  Ind ian  A f f a i r s .  Subs id ies  f o r  power 

development were in t roduced  through a g radua l  r e l a x a t i o n  of investment  

c r i t e r i a  gu id ing  t h e  a c t i v i t i e s  of t h e  crown-owned Northern Canada Power 

Commission. I n  t h e  communications s e c t o r ,  t h e  government's acceptance of 

a Por t ion  o f  t h e  f i n a n c i a l  r e s p o n s i b i l i t y  f o r  promoting s e r v i c e  develop- 



rnent was also evident in its choice of a crown corporation. 

The selection of a crown corporation to provide telecommunications 

services in the late 1950's fits within the prevailing orientation toward 

development policy in the north. A private investor-owned telecommunications 

carrier would have had the development of profitable services as its primary 

objective. The pace and direction of investment in facilities to provide a 

commercial telecommunications system in the north would have reflected this 

constraint. The financial subsidies available through a public ownership 

structure could be expected to result in the development of services that 

met industry requirements with less attention to immediate economic costs. 

The institutional structure provided the government with a corporation that 

could be used potentially to directly implement policy. It also ensured that 

the rate of telecommunications expansion in the north would proceed at a pace 

and in a direction which met prevailing federal policy objectives. 

Until the 1950ts, telecommunications development in the Canadian North- 

west had been linked to American and Canadian military policy. This led to 

the construction of the DEW line, the Northwest Communications System, the 

Yukon and Northwest Territories Radio System and other telecommunications 

5 facilities. The next decade saw a shift in Canadian federal policy prior- ! 

ities to resource development. Subsidies for commercial telecommunications 

development in the Canadian Northwest could be justified because of the role 

f these services in providing infrastructure. Having established these 

services and others in the transportation and power sectors, the government's 

expectation was that private investors would become increasingly 

interested in resource exploitation and extraction in the Canadian Northwest. 

Thus, the costs of subsidies for telecommunications development could be 

balanced against the benefits in the 'national interest' or .at least the 
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federal government's interpretation of an appropriate northern development 

policy. 

2. Restructuring Telecommunications in Northwest Canada 

CNT began operating a commercial telecommunications system in Northwest 

canada within this policy context. Its entry into northern telecommunica- 

tions began in 1948 with acceptance of government contracts for the management 

and operation of the Northwest Communications System. The Canadian government 

had purchased the facilities of the Northwest Communication System from the 

U.S. Army Signal Corps in 1945. This system had been constructed between 

Alaska and Edmonton in 1943 by the U.S. Army to carry military traffic during 

World War 11. At the end of the war agreements terminating some aspects of 

the American military presence in northern areas considered sovereign to 

Canada resulted in the transfer of assets of the Northwest Communications 

System to the Canadian government. The Canadian Air Force operated the 

system as an exclusively military service until 1947. The increased import- 

ance of a commercial telecommunications service in the north, led to a 

transfer of operation and control to the Department of Transport which 

contracted the system's operation to CNT. 

Between 1947 and 1958, when the federal government's interest in tele- 

communications facilities in the northwest was transferred completely to CNT, 

the company received parliamentary appropriations to maintain and operate - 

the system. Published statistics for CNT's operation during this period do 

not provide a breakdown of the ~rofitability of CNT'S operations but there 

is no'evidence of a decline in the company's overall earnings subsequent to 

its take-over of northern services. 
6 

CNT's interest in participating in the expansion and development of the 



a v a i l a b i l i t y  of f e d e r a l  money f o r  system expansion. Federa l  suppor t  w a s  

provided through c o n t r a c t s  f o r  c o n s t r u c t i o n  of major improvements t o  t h e  

e x i s t i n g  f a c i l i t i e s .  CNT was i n  a p o s i t i o n  t o  r eap  t h e  b e n e f i t s  of revenues 

from t r a f f i c  c a r r i e d  over  i ts major t r u n k  l i n e s ,  wh i l e  t he  f e d e r a l  government 

c a r r i e d  a  major p ropor t ion  o f  t h e  c o s t s  of c o n s t r u c t i o n .  The i n c e n t i v e s  

guiding CNT's po l i cy  and i n t e r e s t  i n  n o r t h e r n  telecommunications development 

a r e  d iscussed  more thoroughly i n  Chapter  V. 

The ten-year c o n t r a c t  r e q u i r e d  t h e  f e d e r a l  government t o  cons ide r  t h e  

app ropr i a t e  s t r u c t u r e  f o r  t h e  f u t u r e  development of a  no r the rn  telecommuni- 

ca t ions  system i n  1958. As p a r t  of i t s  mandate t o  s tudy  a l l  a s p e c t s  of 

communications i n  t he  no r th ,  a  subcommittee of t h e  Northern Development 

Committee considered submissions from concerned groups and made recommend- 

a t i o n s  t o  Cabinet a s  t o  t h e  s t r u c t u r e  which would b e s t  f a c i l i t a t e  t e l e -  

communications d e ~ e l o p m e n t . ~  With t h e  excep t ion  of t h e  organized bus ines s  

community i n  t h e  Yukon T e r r i t o r i e s  t h e r e  w a s  no e f f e c t i v e  i n t e r v e n t i o n  i n  t h e  

dec is ion  process  r e p r e s e n t i n g  t h e  concerns of no r the rn  r e s i d e n t s .  The 

T e r r i t o r i a l  governments' p o s i t i o n s  were r e f l e c t e d  i n  t h e  Commissioner's 

s ta tements  and t h e  T e r r i t o r i a l  Counci ls  were dominated by t h e  p o s i t i o n s  taken  

by t h e  f e d e r a l  Department of Norehern A f f a i r s .  

The Whitehorse Board of Trade favoured a  crown co rpora t ion  t h a t  would 

11 
t t 8  The i n t e g r a t e  and develop a l l  phases of communication i n  t h e  North. 

Board's concern over t h e  d isadvantages  i n h e r e n t  i n  providing a  monopoly 

f r anch i se  t o  a  c a r r i e r  w i th  t h e  m a j o r i t y  of i t s  bus ines s  i n t e r e s t s  i n  t h e  

south were expressed a s  fo l lows:  

I f  t h e  p r e s e n t  highway system became t h e  proper ty  of 
some l a r g e  co rpo ra t ion ,  w i th  widespread i n t e r e s t s  and 



r e s p o n s i b i l i t i e s  a l l  a c r o s s  Canada. . . i t  would be 
t h e  obvious d e c i s i o n  of t h a t  company t o  make c a p i t a l  
expendi tures  f o r  expansion and improvement i n  more 
h igh ly  populated a r e a s  than  t h e  North where t h e r e  
was g r e a t e r  oppor tun i ty  f o r  revenue i n c r e a s e  and 
savings  i n  o p e r a t i o n  c o s t s .  9 

cNT was n o t  expected t o  b e  independent ,  se l f -de te rmining  o r  r e s p o n s i b l e  t o  

northern concerns. Management d e c i s i o n s  were expected t o  r e f l e c t  t h e  concerns 

of t h e  parent  co rpo ra t ion ,  t h e  Canadian Nat iona l  Railway System. Northern 

r e s i d e n t s  i n  t h e  Whitehorse area were a l s o  concerned wi th  t h e  i n a c c e s s i b i l i t y  

of co rpo ra t e  d e c i s i o n s  taken  i n  Toronto. It w a s  expected t h a t  CNT's nor th-  

west ope ra t ion  would merge w i t h  t h e  p r i o r i t i e s  set by CNR System d i r e c t i v e s .  

It seems r easonab le  t o  sugges t  t h a t  t h e  f e d e r a l  government was concerned 

pr imar i ly  wi th  e s t a b l i s h i n g  a n  i n s t i t u t i o n  t h a t  would be s u f f i c i e n t l y  s u b j e c t  

t o  government i n f l u e n c e  t o  ensu re  t h a t  adequate  telecommunications l i n k s  were 

maintained between t h e  Northwest and t h e  economic c e n t r e s  i n  t h e  s o u t h  and 

the  United S t a t e s .  A l a r g e  crown co rpora t ion  would have bo th  t h e  r e sou rces  

t o  do t h i s ,  and t h e  i n c e n t i v e  t o  i n v e s t  heav i ly  i n  reyenue producing t e l e -  

communications rou te s .  

The dependence of t h e  Northwest and Yukon T e r r i t o r i e s  on adequate  

communications f a c i l i t i e s  w a s  recognized by t h e  Commissioner of t h e  Yukon 

Te r r i t o ry .  But, a s  t h e  f e d e r a l  government's r e p r e s e n t a t i v e ,  it is  n o t  

s u r p r i s i n g  t h a t  t h e r e  w a s  no ques t ion  r a i s e d  a s  t o  t h e  a c c e p t a b i l i t y  of a 

f e d e r a l  dec i s ion  r ega rd ing  t h e  f u t u r e  ownership of telecommunications 

f a c i l i t i e s .  The f e d e r a l  government assumed t h a t  i t s  cho ice  of  i n s t i t u t i o n a l  

s t r u c t u r e  t o  f u l f i l l  n a t i o n a l  o b j e c t i v e s  would r e f l e c t  and subsume t h e  

i n t e r e s t s  of T e r r i t o r i a l  r e s i d e n t s .  



Much of the Yukon is severely handicapped by the 
lack of adequate communications facilities which 
is not only a bar to progressive development, but 
imposes unwarranted hardship on many of our citizens. 
Such deprivation would not appear justified in light 
of conditions existing elsewhere in Canada and sub- 
sidized by public funds. I am pleased to report that 
in this field, also, the federal government is now 
taking a keen and sympathetic interest from which 
only beneficial results can eventuate. 10 

The need for federal subsidies was publically recognized. However, there 

was no specific investigation of the means to ensure that investment decisions 

would result in the development of a regional communications system that would 

provide high quality services in remote isolated locations, we well as those 

that could be expected to generate sufficient revenues to make expansion and 

investment decisions attractive. 

The only evidence that alternative institutional arrangements to those 

represented by CNT were considered at this time is the suggestion originating 

from the Whitehorse Chamber of Commerce, i.e., that of an entirely separate 

crown corporation operating telecommunications facilities only in the North. 

No proposals to take over Northwest service were submitted by private carriers 

for the government's consideration. The immediate contracting out of the 

operation of telecommunications facilities by the Department of Transport in 

'1947 suggests that there was no inclination to operate the system directly 

through a government department which had little expertise in operating 

commercial telecommunications services. It seems to have been assumed that 

the combined benefits of reduced investment costs through a crown corporation 

and direct subsidies for specific projects would be sufficient to encourage 

the development of a telecommunications system in the north in accordance with 

the government's policy objectives. 

- The federal government's decisions at this time did not place a high 
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@ o r i t y  on r e f l e c t i n g  t h e  needs and requirements  o f n o r t h e r n  r e s i d e n t s .  This 

was the  case  i n  o t h e r  a r e a s  a s  w e l l ,  where t h e  government i n t e rvened  t o  

p m o t e  s e r v i c e  development i n  t h e  Northwest. I n  t h e  same pe r iod ,  i n  t h e  

t r anspor t a t ion  s e c t o r ,  government p o l i c y  was ev iden t  i n  t h e  fo l lowing  s t a t e -  

ment by a  Min i s t e r  announcing a  new subs idy  programme. "We a r e  no t  doing 

t h i s  f o r  t h e  people of t h e  North, we're doing it f o r  a l l  of Canada. "11 The 

under ly ing  t h e  decision-making process  were c l e a r l y  those  intended 

t o  promote ' n a t i o n a l  i n t e r e s t s '  r a t h e r  than  those  which would r e f l e c t  t h e  

important b u t  l e s s  'economical' i n t e r e s t s  of no r the rn  people.  

The ' n a t i o n a l  i n t e r e s t '  o r  t h e  f e d e r a l  government's i n t e r e s t  i n  t h e  

North was c l e a r l y  i d e n t i f i a b l e  dur ing  t h i s  per iod .  The government's p o l i c i e s  

were designed t o  promote i n d u s t r i a l  e x p l o i t a t i o n  of  n a t u r a l  r e sou rces  by the  

p r i v a t e  s e c t o r .  Where t h i s  r equ i r ed  f e d e r a l  s u b s i d i e s ,  i t  was hoped t h a t  

the  c o s t s  would be recovered by r o y a l t i e s  from re source  development. The 

development s t r a t e g y  was guided by southern  i n t e r e s t s ,  bo th  Canadian and 

American based m u l t i n a t i o n a l s .  The fo l lowing  q u o t a t i o n  from a  speech by t h e  

Minis te r  of Ind ian  A f f a i r s  and Northern Development exp res ses  t h e  government's 

p reva i l i ng  i n t e r p r e t a t i o n  of t h e  n a t i o n a l  i n t e r e s t  during t h e s e  years .  

What is l a c k i n g  perhaps i s  an awareness by t h e  
p o t e n t i a l  i n v e s t o r  of bo th  p r i z e s  t o  be  won i n  
t h e  North and t h e  w i l l i n g n e s s  of t h e  Canadian 
Government t o  assume a  reasonable  p a r t  of t h e  
r i s k .  1 2  

The n a t i o n a l  i n t e r e s t  was de f ined  by t h e  f e d e r a l  government's i n t e r e s t  i n  

Promoting r e sou rce  development by p r i v a t e  s e c t o r  a c t i v i t y ,  no t  by a  c l e a r l y  

formulated s e t  of n a t i o n a l  po l i cy  g u i d e l i n e s  t o  be  followed by those  

P a r t i c i p a t i n g  i n  t h e  economic and p o l i t i c a l  development process  i n  t h e  North. 



The domination of t he  f e d e r a l  government 's i n t e r e s t s  over  t h e  i n t e r e s t s  

of t h e  people of t h e  remote northwest  r eg ion  can be  regarded a s  an ex tens ion  

of t h e  development process  desc r ibed  by I n n i s  which occurred i n  t h e  p u r s u i t  of 

e x p l o i t a t i o n  of o t h e r  s t a p l e  resources .  

Canada has  been dominated by t h e  d iscrepancy  between 
t h e  c e n t r e  and t h e  margin of wes tern  c i v i l i z a t i o n .  
Energy has been d i r e c t e d  toward t h e  e x p l o i t a t i o n  of  
s t a p l e  products  and t h e  tendency has  been cumulative 
... Agr icu l tu re ,  i n d u s t r y ,  t r a n s p o r t a t i o n ,  t r a d e ,  
f i nance ,  and governmental a c t i v i t i e s  tend t o  become 
subord ina t e  t o  t h e  product ion  of  t h e  s t a p l e  f o r  a 
h i g h l y  s p e c i a l i z e d  manufactur ing community. 13 

The Canadian government's p r i o r i t i e s  t h a t  permeated a l l  l e v e l s  of dec is ion-  

making were o r i e n t e d  toward promoting mine ra l  development i n  t h e  North. 

Decisions a s  t o  s u b s i d i e s  f o r  telecommunications development would be bound 

t o  r e f l e c t  t h e s e  concerns. 

Despi te  t h e  concerns expressed by t h e  organized non-native popula t ion ,  

an Order-in-Council i n  1958 granted  CNT a f r a n c h i s e  t o  provide  commercial 

pub l i c  telecommunications s e r v i c e  i n  t h e  Northwest. 
14 

The Company w a s  charged w i t h  t h e  t a s k  of c o n s t r u c t i n g  
and ope ra t ing  a system of telecommunications throughout 
Northwest Canada s u i t a b l e  t o  t h e  needs and f u t u r e  develop- 
ment of t h e  area.  15 

I n t e r p r e t a t i o n  of those  needs was l e f t  open t o  f u t u r e  debate .  The i n t e r -  

p r e t a t i o n  and response t o  t hose  needs would b e  c a r r i e d  out  through t h e  i n t e r -  

play of government agencies  s eek ing  t o  implement changing po l i cy  p r i o r i t i e s  

i n  t h e  n o r t h  and CNT'S assessment of t h e  r e l e v a n t  c r i t e r i a  t h a t  should guide  

i ts investment  p o l i c i e s .  I n  1958, however, t h e r e  was no c l e a r  government 
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long-term planning strategy for northern development in terms of economic 

priorities or in terms of a national telecommunications policy. The pattern 

of telecommunications development that took place was a consequence of the 

extent of the government's financial support of CNT'S expansion programme. 

The government responded to immediate demands for telecommunications services 

and facilities from business, industry and government agencies, American and 

canadian, located in the north. As yet there was no evidence of any attempt 

t o  support or promote a telecommunications system capable of serving intra- 

regional needs for communications services which might have been expressed 

by the resident population. However, from the perspective of the southern 

centralized federal government, the question as to the extent and nature of 

these needs was not addressed at this time. 

3. Canadian National Telecommunications: 

Service Development 

CNT inherited an extensive telecommunications system which included the 

Northern Co&unications System and the facilities of the Northwest Territories 

and Yukon Radio System. The assets of these systems, as recorded on the 

federal government's books, were transferred by Orders-in-Council in 1958 

and 1959. The value of these assets by plant category was consolidated with 

CNT's other plant investments. The 1958 transfer of the Northwest Communi- 

cations System increased CNT equity by $17.8 million. In that same year, 

despite an aggressive construction programme, CNT's revenues increased by 

15%. 16 

The company began a series of construction programrnes,.~~-~radin~ long 

distance capacity and installing local exchange equipment. Between 1958 and 

1978, major projects were undertaken to provide increasing telecommunications 
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capac i ty  a long  t h e  rou te  of t h e  Alaska Highway, and between the  Mackenzie 

Del ta ,  Yellowknife,  and Edmonton. The major o b j e c t i v e  was t o  provide  

adequate  long d i s t a n c e  in t e rconnec t ion  f a c i l i t i e s  between growing economic 

c e n t r e s  i n  t h e  no r th  and between t h e  n o r t h e r n  and sou the rn  cen t r e s .  Long 

d i s t a n c e  f a c i l i t i e s  were a l s o  b u i l t  between t h e  major t runk  systems and 

mining  l o c a t i o n s .  

The development of l o c a l  exchange f a c i l i t i e s  i n  l a r g e  communities and 

sma l l e r  ones l o c a t e d  along t h e  major t r a n s p o r t a t i o n  r o u t e s  was n o t  neglec ted .  

CNT'S monopoly s t a t u s  as s o l e  c a r r i e r  i n  t h e  r eg ion  was sanc t ioned  i n  1958 

when Cabinet  approved t h e  a c q u i s i t i o n  of t h e  Yukon Telephone Company, which 

has provided l o c a l  telecommunications s e r v i c e  i n  Whitehorse.  Dawson C i ty ' s  

municipally-owned and opera ted  l o c a l  exchange company, t h e  Yukon Telephone 

Syndicate ,  was acqui red  a long  wi th  t h e  Yellowknife Telephone Company, t h e  

Hay River  Telephone Company and t h e  For t  Smith Telephone Company between 1959 

and 1961. According t o  CNT; a l l  f i v e  s u f f e r e d  from a l a c k  of c a p i t a l ,  

obso le t e  manual exchanges and, wi th  t h e  except ion  of  Whitehorse,  no i n t e r -  

connection w i t h  t h e  long d i s t a n c e  network. 17 

By t h e  mid-s ix t ies ,  CNT'S no r the rn  network expansion programme was 

descr ibed  a s  having t h e  c a p a c i t y  t o  provide  e q u i v a l e n t  s e r v i c e s  t o  no r the rn  

r e s i d e n t s  a s  t h o s e  a v a i l a b l e  i n  sou the rn  Canada. 

The Yukon and Northwest T e r r i t o r i e s  now have o r  w i l l  
soon have t h e  same communications s e r v i c e s  a s  t h e  rest 
of t h e  country wi th  t h e  excep t ion  of network t e l e v i s i o n .  
Modern te lephone and message t e l e g r a p h  s e r v i c e ,  l e a s e d  
w i r e  t e l eg raph ,  t e l e x ,  f a c s i m i l e ,  and r ad io .  18 

The s e t t l e m e n t  p a t t e r n  was such t h a t  t h e  telecommunications network could 

economically provide  s e r v i c e  t o  many communities t h a t  were n o t  d i r e c t l y  
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involved i n  t h e  development p roces s ,  b u t  were loca t ed  near  major rou te s .  

( ~ e f e r  t o  Map 1 ) .  Those communities, p a r t i c u l a r l y  i n  t h e  Northwest 

T e r r i t o r i e s ,  t h a t  were i s o l a t e d  remained so.  I n  most ca ses  they  were i n t e r -  

connected t o  t h e  long d i s t a n c e  network by HF and l a t e r  VHF r a d i o  l i n k s .  19 

~ l t h o u g h  t h e s e  s e r v i c e s  provided communications l i n k s  t h a t  could  be  used 

f o r  government s e r v i c e s  such a s  h e a l t h  and a d m i n i s t r a t i o n ,  they  d id  n o t  

qrovide acces s  t o  community r e s i d e n t s  f o r  i n t r a - o r  inter-community c a l l i n g .  

The p o t e n t i a l  revenues t h a t  could  be  genera ted  by l o c a l  exchanges i n  t h e  more 

remote communities i n  CNT's t e r r i t o r y  were n o t  s u f f i c i e n t  t o  cover  c o s t s .  

Consequently, development of  exchange s e r v i c e  was delayed.  

The fo l lowing  t a b l e s  i n d i c a t e  t h e  e x t e n t  of t h e  d i s p a r i t y  i n  b a s i c  t e l e -  

communications s e r v i c e s  t h a t  con t inues  t o  e x i s t  i n  t h e  Yukon and wes tern  

Northwest T e r r i t o r i e s .  Table 1 shows t h a t  t h e  t o t a l  number of te lephones pe r  

100 popula t ion  i n  t h e  t e r r i t o r y  served  by CNT i s  s u b s t a n t i a l l y  l e s s  t han  t h e  

Canadian average.  Table 2 demonstrates  t h a t  i n  t h e  case  of t h e  Yukon 

Te r r i t o ry ,  s e r v i c e  l e v e l s  compare r easonab le  w e l l  wi th  n a t i o n a l  s tandards .  

However, when Whitehorse i s  excluded t h e  e x t e n t  of t h e  d i s p a r i t y  becomes more 

apparent.  Table 2 a l s o  i n d i c a t e s  t h a t  s e r v i c e  l e v e l s  i n  t h e  wes tern  Northwest 

T e r r i t o r i e s  do no t  compare w e l l  w i th  Canadian averages.  Table 3 provides a 

comparison of r e s idence  ma ins t a t ions  p e r  100 households.  Nei ther  t e r r i t o r y  

has access  t o  b a s i c  telecommunications s e r v i c e s  a t  t h e  same l e v e l  as t h e  

r e s t  of Canada. 

There a r e  e leven  communities i n  t h e  wes tern  Northwest T e r r i t o r i e s  

ranging i n  popula t ion  s i z e  from 50 t o  150 t h a t  have acces s  t o  CNT'S VHF/HF 

mobile r a d i o  s e r v i c e  o r  s i n g l e  s i d e  band r a d i o  only.  These a r e  communities 

where t h e  economic base is  ~ r e d o m i n a t e l y  hunt ing ,  f i s h i n g ,  t r app ing ,  and 

Cooperative community ventures .  They a r e  no t  l oca t ed  i n  a r e a s  where minera l ,  



o i l  and gas resources  have been d iscovered  o r  a r e  l i k e l y  t o  be exp lo i t ed .  

In  a d d i t i o n ,  t h e r e  a r e  approximately 30 sma l l e r  l o c a t i o n s  f o r  which no 

popu la t ion  s t a t i s t i c s  were a v a i l a b l e ,  t h a t  a r e  served  by CNT's VHF/HF mobile 

r a d i o  s e r v i c e s .  
20 

I n  t h e  Yukon T e r r i t o r y ,  a l though telecommunications s e r v i c e s  a r e  

g e n e r a l l y  c l a s s i f i e d  a s  adequate ,  t h e  f i g u r e s  provided h e r e  i n d i c a t e  t h a t  

they do n o t  always compare w e l l  wi th  n a t i o n a l  s tandards .  I n  a d d i t i o n ,  t h e r e  
/ " 

a r e  approximately 25  communities ranging  i n  popula t ion  s i z e  from 11 t o  79 

where b a s i c  telecommunications s e r v i c e s  a r e  provided by VHF/HF mobile r a d i o  

s e r v i c e s  and/or  exchanges i n  nearby communities, i .e . ,  r e s i d e n t s  a r e  charged 

a d d i t i o n a l  mileage charges.  
2 1 
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Table 1 

TELEPHONE DENSITY: CNT Operat ing T e r r i t o r y  Compared t o  Canada Average 

Year 

Number of Telephones Number of Telephones 
pe r  100 Popula t ion  pe r  100 Popula t ion  

CNT * Canada 

Source: Canadian Telecommunications C a r r i e r s  Assoc ia t ion ,  Telephone 
Development i n  Canada, 1978; CNT .Operating S t a t i s t i c s ,  1978. 

* Inc ludes  N.E. B r i t i s h  Columbia, Yukon T e r r i t o r y  and wes tern  Northwest 
T e r r i t o r i e s .  
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t h a t ,  a s  a  crown co rpora t ion ,  CNT's p o l i c i e s  would correspond t o  t h e  l p u b l i c  

i n t e r e s t t .  No s p e c i a l  arrangements were made f o r  r e g u l a t i o n  of  i t s  

a c t i v i t i e s  i n  t h e  Northwest a t  e i t h e r  t h e  f e d e r a l  o r  t e r r i t o r i a 1 , l e v e l .  

D i r ec t  r e g u l a t o r y  supe rv i s ion  was l a r g e l y  absen t  u n t i l  1971. Although t h e  

canadian Na t iona l  Railway System (CNR) was r egu la t ed  by t h e  Board of Trans- 

por t  Commissioners, i ts  r a t e s  and CNT's northwest  d i v i s i o n  p r o f i t a b i l i t y  were 

not  s u b j e c t  t o  s e p a r a t e  review. Unlike o t h e r  f e d e r a l l y  c h a r t e r e d  t e l e -  

communications c a r r i e r s ,  i t  seems t o  have been cons idered  t h a t  s u f f i c i e n t  

p ro t ec t ion  of  t h e  ' p u b l i c  i n t e r e s t '  was accomplished through t h e  account- ' 

a b i l i t y  t o  Pa r l i amen t  of t h e  CNR System a s  a crown co rpora t ion .  When CNT's 

development p lanning  f a i l e d  t o  be c o n s i s t e n t  wi th  government po l i cy ,  sub- 

s i d i e s  were implemented t o  provide  t h e  necessary  c a p i t a l  f o r  system upgrading 

and expansion. The Canadian government's f a i l u r e  t o  c o n s i d e r  a l t e r n a t i v e  

methods of e n s u r i n g  t h a t  telecommunication development i n  t h e  Northwest would 

be respons ive  t o  v a r i e d  needs and requirements  w i t h i n  t h e  n o r t h  a t  t h i s  time 

' 

is  c o n s i s t e n t  w i t h  p r i o r i t i e s  e s t a b l i s h e d  w i t h i n  t h e  b roade r  p o l i c y  context .  

4. S h i f t s  i n  Canadian Northern Economic Development P r i o r i t i e s  

From t h e  l a t e  f i f t i e s  u n t i l  1968, a l though economic development i n  t h e  

nor th  was encouraged and f a c i l i t a t e d  by government investment  i n  i n f r a -  

s t r u c t u r e  s e r v i c e s ,  t h e r e  w a s  l i t t l e  o v e r a l l  p l a n n i n g a n d c o o r d i n a t i o n  of 

p o l i c i e s  o r  programmes. Investment p r i o r i t i e s  were determined on t h e  b a s i s  

of i s o l a t e d  s i t u a t i o n s  where c o s t s  rendered r e sou rce  e x t r a c t i o n  economical 

and p r o f i t a b l e .  An Advisory Committee on Northern Development (ACND) had 

been e s t a b l i s h e d  i n  1948 wi th  a  mandate t o  coo rd ina t e  f e d e r a l  government 

a c t i v i t i e s .  Its f a i l u r e  was r e f l e c t e d  i n  a  speech by t h e  Commissioner of 



the  Yukon T e r r i t o r y  i n  1967: 

Decis ions were fragmented among a h o s t  of j u r i s d i c t i o n s  
and were made on an ad hoc b a s i s ,  responding t o  a  broad 
range of i s s u e s  a f f e c t i n g  t h e  i n d i v i d u a l  departments.  
No o v e r a l l  o b j e c t i v e s  and p r i o r i t i e s  were e s t a b l i s h e d ;  
t h e r e  was no e x p l i c i t  framework of development i n  t h e  
North. 2 2  

Dosman has argued t h a t  t h e  p o l i c y  fo rmula t ion  process  d i d  n o t  r e f l e c t  

an a t t empt  t o  i n t e g r a t e  a l l  a s p e c t s  of  Northern development i s s u e s  u n t i l  
- ,  

a f t e r  t h e  d iscovery  of  o i l  and gas r e s e r v e s  i n  Alaska (1968) .23 H e  a rgues  

t h a t  a t  t h i s  p o i n t  t h e  Canadian government was unprepared t o  meet t h e  on- 

s l augh t  of i n d u s t r i a l  a c t i v i t y  t h a t  t h e s e  d i s c o v e r i e s  p r e c i p i t a t e d .  Pol icy 

and no r the rn  planning had f a i l e d  t o  c l e a r l y  d e f i n e  t h e  ' n a t i o n a l  i n t e r e s t '  

o r  t h e  r o l e  of t h e  Canadian government i n  p r o t e c t i n g  t h a t  i n t e r e s t .  

Subsequently p o l i c y  s ta tements  began t o  r e f l e c t  t h e  government's 

a t t e n t i o n  t o  a  broader  range of s o c i a l ,  economic and p o l i t i c a l  i s s u e s  r e l a t e d  

t o  no r the rn  development than -had 

Department of Ind ian  A f f a i r s  and 

i n s t r u c t e d  by Cabinet t o  examine 

I1 improved arrangements f o r  j o i n t  

inc luding  j o i n t  cons ide ra t ion  of 

been t h e  c a s e  b e f o r e  1968. I n  1971, t h e  

Northern Development and t h e  ACND were 

and r e p o r t  on a  means of i n t roduc ing  

p lanning  and coord ina t ion  of  a l l  p o l i c i e s  

t h e i r  f i n a n c i a l  imp l i ca t ions .  The 

success  of a l l  government programmes and p o l i c i e s  i n  t h e  North was t o  be 

measured i n  terms of t h e i r  a t t a inmen t  of  n o r t h e r n  p o l i c y  ob jec t ives .  

The government's po l i cy  s t a t emen t  r e l a t i n g  t o  t h e  f u t u r e  d i r e c t i o n  of 

no r the rn  development was merely a  s t a t emen t  o f  o b j e c t i v e s  wi thout  d e f i n i t i o n  

of how they  should be implemented. "Canada's North: 1970-1980'' announced 



The government a f f i rmed  t h a t  t h e  needs of people i n  
t h e  North a r e  more impor tan t  than  resource  develop- 
ment. . . that on s o c i a l  grounds t h e  government w i l l  
contPnue t o  provide  community i n f r a s t r u c t u r e  and 
s e r v i c e s .  25 

The s ta tement  c a l l e d  f o r  cbo rd ina t ion  of a l l  l e v e l s  of government departments  

and agencies  concerned wi th  Northern development. 

There was new evidence of  a planned no r the rn  development programme 

a t  l e a s t  i n  terms of s t a t emen t s  of po l i cy .  But d e s p i t e  t h e  p r i o r i t y  p laced  

on t h e  i n t e r e s t s  o f  t h e  people i n  t h e  n o r t h ,  t h e r e  contfnued t o  b e  an i m p l i c i t  

assumption t h a t  encouragement of o i l  and gas development would s o l v e  t h e  

recognized s o c i a l ,  economic and p o l i t i c a l  problems p e r t a i n i n g  t o  a l l  f a c e t s  

of no r the rn  development. A key assumption i m p l i c i t  i n  t h e  p o s i t i o n  paper  

was t h a t  socio-economic b e n e f i t s  of r e sou rce  development would be  automatic-  

a l l y  rece ived  by sou the rne r s  and norZherners  a l i k e .  
.. 

The government's r c l e  as  a f a c i l i t a t o r  i n  implementing p o l i c y  o b j e c t i v e s  

continued t o  b e  recognized. Th i s  r z l e  had been descr lbed  by t h e  Min i s t e r  f o r  

t he  Department of Ind ian  A f f a i r s  and ~ o r t h e t n  Development as i n c l u d i n g  a 
< .. 

r e s p o n s i b i l i t y  f o r  provid ing  s u b s i d i e s  t o  implement p o l i c y  o b j e c t i v e s .  

While i t  is impor tan t  f o r  i n d u s t r y  t o  respond t o  t h e  
s o c i a l  and economic o b j e c t i v e s  of s o c i e t y ,  i t  is 
equa l ly  important  f o r  government t o  e s t a b l i s h  those  
o b j e c t i v e s  and t o  s e t  ou t  t h e  ground r u l e s  t h a t  w i l l  
govern t h e i r  achievement...These ground r u l e s  should 
make c l e a r  t h e  n a t u r e  and degree  of support  and 
a s s i s t a n c e  t h a t  can  b e  made a v a i l a b l e .  A very  obvious 
r o l e  f o r  government is i n  t h e  p rov i s ion  of i n f r a s t r u c t u r e .  26 

The "ground ru les" ,  were n o t  e s t a b l i s h e d .  Nor is  i t  l i k e l y  t h a t  c l e a r l y  

defined c r i t e r i a  could be  used t o  determine t h e  e x t e n t  of government f i n a n c i a l  

intervent ion i n  t h e  development process .  



Communications services were listed among programmes necessary to 

implement social objectives: 

Strengthen communications links (telephone, data, radio, 
live television for education and entertainment) among 
communities in the North and between the people of the 
North and fellow Canadians in the South. 27 

In terms of policy statements the role of telecommunications in the north 

was perceived to have changed. A priority was to be given to the develop- 

ment of a telecommunications system responsive to the needs of northern 

residents in remote and less isolated areas, not solely the requirements of 

business, industry, and government located in the north. However, the 

evidence presented in Chapter VII will suggest that the process of allocat- 

ing financial resources or subsidies required to implement these emerging 

telecommunications policy objectives did not shift to reflect the same set of 

priorities to the degree necessary for full implementation of policy ob3ectives. 

B. Federal and State Development Policy in Relation to 

Alaskan Telecommunications Development 

1. Alaska Economic Development Priorities 

The priority placed on telecommunication policy formulation and 

implementation in Alaska has also been closely tied to Alaskan economic 

expansion and political development. As in Northwest Canada, the policy 

context can be shown to have affected decision-making concerning tele- 

communications policy formulation and implementation. In d,elegating 

responsibility for the development of a statewide long distance telecommu- 

nication system in Alaska to a privately-owned carrier, the need to ensure 
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development in 'uneconomic' areas was continually stressed. 

From the point of view of representatives of the State of Alaska, the 

need for telecommunications services for all Alaskan residents was given a 

high priority. It should be emphasized that consideration as to the future 

of the Alaskan telecommunications industry occurred in the 1960's. The 

State government had emerged as a relatively powerful advocate of its own 

interests in policy areas related to economic development and it was to be 

expected that this role would carry over into telecommunications development 

and planning. 

The early stages of development in Alaska hinged on its resource 

potential and strategic military significance. Policy formulation was 

dominated by the federal government. Before Statehood in 1959, Alaska's 

economic and political structure has been described as "colonial". 28 The 

resource and administrative policies for the territory were developed and 

implemented by the federal government. Tnere was a close resemblance between 

the political and economic distribution of authority which continues to exist 

in the Yukon and Northwest Territories today. 

Before World War 11, the Alaskan economy was based on exploitation of 

furs, salmon and gold by external southern interests. Few attempts were made 

to develop local economies beyond the level required to support primary 

resource extraction. The resource development policy has been characterized 

as having been : 

Made in piecemeal fashion through a series of 
accomodations by remote federal officials and 
absentee private interests. ..There was little 
decentralizat?lnn of authority from Washington 
to federal officials in the territory. 29 



80 

A T e r r i t o r i a l  L e g i s l a t u r e  was c r e a t e d  i n  1912 t o  c a r r y  ou t  adminis t ra -  

t i v e  d u t i e s  i n  Alaska, bu t  t h e  government had no a u t h o r i t y  over  f i s h i n g ,  

w i l d l i f e ,  t a x a t i o n ,  o r  l and  l e g i s l a t i o n .  Although departments  were c r e a t e d  

to oversee v a r i o u s  s e c t o r s  and ' independent1 execut ive  o f f i c i a l s  were 
' 

e lec ted ,  a u t h o r i t y  w a s  undermined and fragmented by i s o l a t i o n  from p a r t i c i -  

p t i o n  i n  t h e  d e c i s i o n  p roces s  c a r r i e d  ou t  by t h e  f e d e r a l l y  appoin ted  

governor. 

The advent of World War I1 r e s u l t e d  i n  increased  m i l i t a r y  spending 

which Morehouse a rgues  i n i t i a t e d  a  t ransformat ion  i n  t h e  S t a t e ' s  economy. 
3 0 

The increased  popu la t ion ,  t o g e t h e r  w i t h  a renewed i n t e r e s t  i n  r e s o u r c e  

e x p l o i t a t i o n  provided t h e  impetus f o r  a  s ta tehood movement which culminated 

i n  t h e  Alaska Statehood Act of 1959. 

Delegat ion of power t o  t h e  new S t a t e  admin i s t r a t i on  d id  n o t  r e s u l t  i n  

immediate a t t e n t i o n  t o  t h e  broad range  of i s s u e s  r e l a t e d  t o  economic develop- 

ment. The S t a t e ' s  r e sou rce  p o l i c y  was enshrined i n  t h e  c o n s t i t u t i o n :  

It i s  t h e  p o l i c y  of t h e  S t a t e  t o  encourage t h e  s e t t l e -  
ment o f  its l ands  and t h e  development of i t s  r e sources  
by making them a v a i l a b l e  f o r  maximum use  c o n s i s t e n t  
w i th  t h e  p u b l i c  i n t e r e s t .  31 

However, t h e  p roces s  of  r e s o l v i n g  which ' p u b l i c  i n t e r e s t ' ,  i . e . ,  n a t i v e ,  

envi ronmenta l i s t ,  government/multinational, would t a k e  p r i o r i t y  i n  d e f i n i n g  

the  d i r e c t i o n  of economic development, combined wi th  a  s e r i e s  of adminis t ra -  

t i v e  f i n a n c i a l  c r i s e s  stemming from t h e  c o s t s  of a d m i n i s t r a t i v e  r e s p o n s i b i l i -  

t i e s  t h a t  were t r a n s f e r r e d  from f e d e r a l  j u r i s d i c t i o n ,  prolonged implementa- 

t i o n  of economic development p o l i c i e s .  

Throughout t h e  19601s, a  l a r g e  p o r t i o n  of t h e  r e s p o n s i b i l i t y  f o r  

economic p lanning  f o r  Alaska cont inued t o  b e  loca t ed  o u t s i d e  t h e  S t a t e .  A 



Committee f o r  development and planning was c rea t ed  i n  1964 " for  t h e  purpose 

of developing long range  p l a n s  and programs i n  cooperat ion with t h e  S t a t e  

government f o r  t h e  gene ra l  economic development of Alaska. "32 ~ l t h o u g h  one 

of i ts  recommendations w a s  t h a t  t h e  S t a t e  should r ece ive  90% of t h e  revenues 

from f e d e r a l  o i l  and minera l  l e a s e  s a l e s ,  r e n t a l s  and r o y a l t i e s ,  few of 

t h e s e  b e n e f i t s  were forthcoming i n  t h e  s i x t i e s .  The f e d e r a l  government 

placed a  f r e e z e  on t h e  use  of  t h e  ma jo r i t y  of land pending t h e  r e s o l u t i o n  

of Alaska Nat ive  Land Claims and implementation of Environmental P r o t e c t i o n  

l e g i s l a t i o n .  This  e f f e c t i v e l y  prevented t h e  S t a t e  from pursuing i t s  own 

development p o l i c i e s  and prolonged i t s  a b i l i t y  t o  reap t h e  f i n a n c i a l  b e n e f i t s .  

The f e d e r a l  government's r o l e  a s  a r b i t r a t o r  and r e g u l a t o r  appears  t o  have 

r e s u l t e d  i n  i t s  de  f a c t o  takeover  of major dec i s ions  a f f e c t i n g  t h e  develop- 

ment process  i n  Alaska. However, t h i s  d id  not  preclude the  S t a t e  govern- 

ment from pursu ing  an  a c t i v e  r o l e  i n  t h e  po l i cy  process.  

The b u r s t  of a c t i v i t y  p r e c i p i t a t e d  by t h e  discovery of ex t ens ive  o i l  

r e s e r v e s  on t h e  North Slope of Alaska i n  1968 focused f e d e r a l  a t t e n t i o n  on 

a l l  a s p e c t s  of development planning. The approach t o  development po l i cy  i n  

Alaska i n  t h i s  per iod  h a s  been r a t h e r  f l o r i d l y  cha rac t e r i zed  by Roger: 

Alaska sometimes appears  today a s  a  bat t le-ground 
between t h e  giants of t echno log ica l  exhib i t ion ism and 
conserva t ion .  The o l d  a p o s t l e s  of unl imited progress  
and t h o s e  of  t h e  new gospel  of s u r v i v a l  through l i m i t e d  
growth i n  t h e i r  contemporary s t r u g g l e  f o r  t h e  mind and 
s p i r i t  o f  t h e  Nation. This  undoubtedly is a pass ing  
phenomenon, bu t  t h e  pas s ing  has l e f t  i t s  mark i n  t h e  
form of a  c r i t i c a l  re -eva lua t ion  of t h e  goa ls  of Alaskan 
development and t h e i r  broadening t o  inc lude  more than  
s imple  economic o b j e c t i v e s .  33 

The s h i f t  i n  p e r s p e c t i v e  i n d i c a t e d  i n  t h e  above quota t ion  sugges ts  t h a t  a t  

t he  l e v e l  of  p o l i c y  formula t ion  r e l a t e d  t o  economic development i n  Alaska, 



there was increasing attention to issues from a much broader perspective 

than that required to assess only the short term economic viability of t 

resource development projects. According to statements of policy, socio- 

political objectives would begin to serve as justifiable criteria for 

decision-making and the allocation of financial resources for policy implem- 

entation. 

2. Restructuring Telecommunications in Alaska 

Attempts were made to ensure that the restructured telecommunications 

industry would have an incentive to implement telecommunications policy 

objectives that had been expressed by the federal and State governments. 

In contrast to the changes that took place in Canada, the ~merican govern- 

ments relied on a private investor-owned telecommunications carrier, the 

regulatory process, and legislative controls as a means of telecommunications 

policy implementation. Financial intervention in the form of State or 

federal subsidies was not viewed as a primary means of policy implementation. 

However, it was recognized that subsidies would be tlecessary in order to 

implement policy objectives. 

The separation of long distance telecommunications facilities for 

commercial operation from the long established Alaska Communications System 

(ACS) occurred in 1970. Unlike the transfer in 1958 that occurred in Canada, 

the change was implemented with parallel changes in government institutional 

arrangements. These were intended to ensure that the selected private 

carrier would be responsive to Alaska's requirements for telecommunications 

development. 

In the negotiations at several government level$ one of the key concerns 



To ensure  t h a t  Alascom (o r  t he  s e l e c t e d  c a r r i e r )  w i l l  
a c t  i n  its own i n t e r e s t s  as an e n t i t y  s e p a r a t e  and 
a p a r t  from i t s  co rpora t e  pa ren t ,  e f f e c t i v e  r e g u l a t i o n  
on an ongoing b a s i s  by t h e  Alaska Publ ic  Ut i l i t ies  
Commission and t h e  Federa l  Communications Commission 
should then  be p o s s i b l e .  34 

The even t s  l ead ing  t o  t h e  s a l e  of t h e  ACS t o  t h e  RCA Globcom Corporat ion 

(1970) were accompanied by s t a t emen t s  a s  t o  po l i cy  and o b j e c t i v e s  t h a t  w e r e  

l a t e r  incorpora ted  a s  c o n d i t i o n s  of t h e  s a l e .  The problematic  n a t u r e  of 

telecommunications development i n  Alaska, where many l o c a t i o n s  could  n o t  be  

expected t o  be s u f f i c i e n t l y  economically v i a b l e  t o  a t t r a c t  a p r i v a t e  , 

investor-owned company, w a s  d i scussed  by Committees of t h e  United S t a t e s  

Senate and House of Represen ta t ives  and t h e  r egu la to ry  commissions wi th  

j u r i s d i c t i o n  over  communication i n  Alaska. Questions w e r e  r a i s e d  a s  t o  t h e  

locus of r e s p o n s i b i l i t y  f o r ,  and t h e  e x t e n t  of subsidy r equ i r ed  t o  ensure  t h e  

development of  a n  adequate  s t a t ewide  telecommunications system. However, 

an a f f e c t i v e  means of r e s o l v i n g  these  ques t ions  was no t  t hen  and has  y e t  t o  

be found. 

When t h e  demand f o r  a  commercial telecommunications system began t o  

o u t s t r i p  t h e  c a p a c i t y  of t h e  m i l i t a r y  network, t h e  Department of  Defense 

i n i t i a t e d  l e g i s l a t i o n  t o  govern t h e  s a l e  of t h e  ACS. Extensive h e a r i n g s  

' 
preceded t h e  enactment of t h e  "Alaska Communications Disposal  Act". (1967). 3 5 

Among.the p o i n t s  r a i s e d  f o r  d i s c u s s i o n  dur ing  the  proceedings w e r e  t h e  terms 

and cond i t i ons  of t h e  s a l e .  The c o n t r a c t  was t o  i nco rpora t e  p o l i c i e s  t h a t  

would promote t h e  f u r t h e r  development of a  s t a t ewide  system. 

S i g n i f i c a n t  a t t e n t i o n  was given t o  a  condi t ion  r e q u i r i n g  a  c a r r i e r  t o  

provide telecommunications s e r v i c e s  i n  remote and t h i n l y  s c a t t e r e d  a reas .  



We are imposing a requirement for commercial operation 
over some facilities where the volume of commercial 
business will be very small indeed. 36 

The question as to how services to unlucrative communities, i.e., those 

communities incapable of generating sufficient revenues to cover their 

allocated costs, would be subsidized, was raised again in the House 

consideration of the Bill. Had a clear answer been found at this time, the 

difficulties encountered in the ensuing years when Alascom became intransigent 

on many issues related to remote telecommunications service expansion might 

have been avoided. 

To what extent should the rate structure throughout 
the State cause heavily populated areas to absorb 
costs of services to the remote rural areas?...To 
what extent and in what way does the State government 
intend to participate in determination of local charges 
to be included in the total costs, and thus the rates, 
of any private long lines operation? 37 

The resolution of the problem was left open to misinterpretation. Alascom 

has since argued that: 

The testimony (Senate and House) clearly establishes 
that the federal policy goal was to bring Alaska into 
meaningful participation in the nationwide telephone 
system ... coloured by frank recognition that some 
government support would almost certainly be needed 
even under private ownership. 38 [my emphasis1 

However, at the time that the institutional arrangements for provision 

of commercial telecommunications facilities in Alaska were under considera- 

tion, the American government's preparedness to implement a subsidy for 

Service development in remote locations in Alaska was limited to ensuring 



"at least to the same extent the Department of the Air Force 

provides such service today. lt3' There appears to have been no discussion 

at the time as to the role of existing federal agencies such as the Rural 

Electrification Administration which had provided financial assistance for 

rural telecommunications development in the Lower 48 States. Instead, 

discussion centred on whether the military would be charged user charges 

of sufficient magnitude to continue maintenance of existing facilities in 

remote and rural locations. 

Evidence is provided in Chapter VIII which indicates that the Rural 

Electrification Administration had become involved in Alaska only to a : ' I ,  

limited extent by the late 1960's. Several local independent telephone 

companies had received assistance in the form of low interest loans that 

provided capital for specific investment in expansion projects. However, 

there was little indication of any long-term interest by the federal 

agency in providing the subsidized capital required to promote the develop- 

ment of an expanding statewide telecommunications system in Alaska. Where 

the need for subsidies for telecommunications development in Alaska was 

considered, it was restricted to maintenance of existing service levels. 

A commitment to implement telecommunications policy objectives on the part 

of the federal government existed primarily in the form of a recognition 

of financial need. It did not extend to a practical consideration of the 

means of ensuring that funds would be available to subsidize the costs of 

telecommunications development in Alaska. 

*The American government's commitment to statewide telecommunications 

development in Alaska appears to have been expanded with the sale of the 

ACS to the RCA Alaska Corporation (~lascom) in 1969. 



t h e  ACS. The government's d e c i s i o n  w a s  based on c r i t e r i a  t h a t  a s se s sed  t h e  

v i a b i l i t y  of t h e  competi tors '  commitments t o  upgrade s e r v i c e s  and under take  

expansion t h a t  would i n t e g r a t e  a l l  Alaska communities i n t o  t h e  s t a t e w i d e  

telecommunications network. The c o n t r a c t  f o r  t h e  s a l e  inc luded  a  commit- 

ment from Alascom t o  provide  new and improved s e r v i c e  t o  162 remote communi': 

t i e s  w i t h i n  t h r e e  years .  Fede ra l  Communications Commission (FCC) approva l  

40 of t h e  t r a n s f e r  was granted  i n  1970 , a s  was t h e  Alaska Pub l i c  U t i l i t i e s  

Commission (APUC)'s approval .  4  1 

Regulatory a u t h o r i t y  was n o t  expected t o  be l i m i t e d  t o  t h e  t r a d i t i o n a l  

conf ines  of r a t e  r egu la t ion .  The APUC Order s t a t e d  t h a t :  

The Commission...will c o n d i t i o n  t h e  g r a n t  of a u t h o r i t y  
upon compliance by RCA Alascom wi th  such r e q u e s t s  f o r  
in format ion  and such o r d e r s  and t h e  Commission may make 
from time t o  t ime designed t o  make s u r e  t h a t  a n  oppor tun i ty  
f o r  review of p l a n s  f o r  improvement and expansion is 
af forded  be fo re  c a p i t a l  funds a r e  committed. 

The purpose i n  e f f e c t  of c o n d i t i o n s  imposed by t h i s  o r d e r  
a r e  t o  i n s u r e  an  oppor tun i ty  f o r  r e g u l a t o r y  review of 
management dec i s ions .  42 

The assumption i m p l i c i t  i n  t h i s  o r d e r  was t h a t  t h e  r e g u l a t o r y  p roces s  would 

' 
be  s u f f i c i e n t l y  e f f e c t i v e  i n  i n f l u e n c i n g  t h e  performance of n o t  on ly  Alascom, 

b u t  a l s o  t h e  l o c a l  c a r r i e r s  i n  Alaska and t h e  c a r r i e r s  ope ra t ing  i n  t h e  

Lower 48 S t a t e s ,  t o  ensure  t h a t  p o l i c y  o b j e c t i v e s  would be  implemented. 

Regardless of t h e  f a c t  t h a t  t h e  performance of t h e  telecommunications i n d u s t r y  

i n  t he  Lower 48 S t a t e s  had f a i l e d  t o  gene ra t e  s u f f i c i e n t  revenues t o  p rov ide  

incen t ives  f o r  telecommunications development i n  r u r a l  a r e a s  of t h e  Lower 48 

S t a t e s ,  t h e  ma t t e r  of d i r e c t  s u b s i d i e s  from government sources  was n o t  

addressed a s  i n t e g r a l  t o  t h e  problem of implementing po l i cy  o b j e c t i v e s  i n  



Alaska. 

3 .  RCA Alaska Communications Inc .  and Local  Exchange Companies: 

Se rv i ce  Development 

Af t e r  i ts  takeover  of long d i s t a n c e  telecommunications i n  Alaska, 

Alascom undertook a  major expansion programme, i n c r e a s i n g  long d i s t a n c e  

capac i ty  i n  t h e  S t a t e .  S a t e l l i t e  f a c i l i t i e s  were in t roduced  i n  conjunct ion  

with e x i s t i n g  t e r r e s t r i a l  f a c i l i t i e s  t o  upgrade i n t e r -  and i n t r a - s t a t e  

long d i s t a n c e  s e r v i c e s .  

Alascom's growth r a t e  and expansion p o l i c i e s  between 1970 and t h e  

present  f u l f i l l e d  t h e  l e t t e r ,  i f  n o t  t h e  i n t e n t  of t h e  o b l i g a t i o n s  i n  t he  

s a l e  c o n t r a c t .  However, i f  t h e  i n t e n t  of  t h e  c o n t r a c t  was t o  ensu re  t h a t  

t h e  b e n e f i t s  o f  i nc reased  t e c h n i c a l  c a p a c i t y  would b e  d i s t r i b u t e d  throughout 

the S t a t e ,  Alascom demonstrated a  r e l u c t a n c e  t o  ensure  t h a t  t h e  S t a t e ' s  

development p l a n s  were implemented. For example, i n  t h e  c o n t r a c t  Alascom 

had agreed " to  provide  new and improved s e r v i c e  t o  142 remote communities 

i n  Alaska w i t h i n  t h r e e  yea r s  of t h e  t r a n s f e r  d a t e .  "43 It f a i l e d  t o  provide 

these  s e r v i c e s  u n t i l  t h e  i n i t i a l  c o s t s  were m e t  by f i n a n c i n g  from t h e  

S t a t e  government. 

The unique s e p a r a t i o n  between c a r r i e r s  provid ing  l o c a l  and long  

d i s t a n c e  s e r v i c e s  i n  Alaska can b e  a t t r i b u t e d  t o  t h e  prolonged d u r a t i o n  of 

con t ro l  by t h e  m i l i t a r y  over t h e  communications long d i s t a n c e  f a c i l i t i e s  i n  ~ 

t h e  S t a t e .  Economic change and growth throughout Alaska i n  t h e  1950's  and 

s i x t i e s  r e s u l t e d  i n  i nc reas ing  demand by bus ines s  and i n d u s t r y  f o r  t e l e -  

communications c a p a b i l i t y .  The cont inued presence  of t h e  m i l i t a r y  and i ts  

ownership of t h e  ACS e f f e c t i v e l y  precluded t h e  e n t r y  of p r i v a t e  c a r r i e r s  t o  

serve  t h e  market on a  monopoly b a s i s .  Thus, t h e  t r a d i t i o n a l  monopoly 
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s t r u c t u r e ,  i . e . ,  l o c a l  and t o l l  s e r v i c e  w i t h i n  a  f r a n c h i s e  a r e a ,  d i d  n o t  

m a t e r i a l i z e .  

Independent  p r i v a t e / c o o p e r a t i v e  c a r r i e r s  p rov ided  l o c a l  exchange s e r v i c e  

i n  l a r g e r  communities on a s p o r a d i c  b a s i s .  The p a t t e r n  of development t h a t  

took  p l a c e  s i m u l t a n e o u s l y  i n  Northwest  Canada where f i n a n c i a l l y  u n s t a b l e  

l o c a l  c a r r i e r s  were  amalgamated w i t h  t h e  l o n g  d i s t a n c e  c a r r i e r  could  n o t  have 

been c o n s i d e r e d  u n t i l  t h e  n e g o t i a t i o n s  f o r  sale of  t h e  m i l i t a r y  sys tem were 

completed.  

Whereas i n  Canada, l o c a l  s e r v i c e  was i n  i t s  i n i t i a l  s t a g e s  of develop- 

ment a t  t h e  t ime  of  r e - o r g a n i z a t i o n  i n  t h e  l a t e  1 9 5 0 f s ,  t h e  demand f o r  l o c a l  

exchange s e r v i c e  i n  Alaska  by t h e  l a t e  1960 ' s  had engendered a number of w e l l  

e s t a b l i s h e d  independen t  c a r r i e r s  w i t h  s u b s t a n t i a l  inves tment  i n  l o c a l  

exchange f a c i l i t i e s .  The o p p o r t u n i t y  f o r  e s t a b l i s h i n g  a  monopoly o v e r  a l l  

t e l e c o m u n i c a t i o n s  s e r v i c e s  i n  t h e  S t a t e  was e f f e c t i v e l y  p rec luded .  Tele- 

communications development a t  t h e  l o c a l  s c r v i c e  l e v e l  i s  d i s c u s s e d  i n  terms 

o f  t h e  i n s t i t u t i o n a l  a r rangements  and t h e  i m p l i c a t i o n s  f o r  growth and 

expans ion  i n  c h a p t e r  V. 

Tab les  4 and 5 i n d i c a t e  t h a t  d e s p i t e  t h e  growth of t h e  te lecommunicat ions  

i n d u s t r y  i n  Alaska a s e v e r e  d i s p a r i t y  i n  b a s i c  te lecommunicat ions  s e r v i c e s  

a v a i l a b l e  p a r t i c u l a r l y  i n  r u r a l  a r e a s  c o n t i n u e s  t o  e x i s t .  The magnitude of 

t h e  d i s p a r i t y  i n  s e r v i c e  l e v e l s  thi-oughout Alaska and between Alaska and t h e  

Lower 48 S t a t e s  is  i n d i c a t e d  i n  T a b l e  4. Alaska h a s  t h e  lowes t  t e lephone  - 

p e n e t r a t i o n  r a t i o  o f  t h e  50 S t a t e s .  I n  1977, t h e  number of r e s i d e n c e  main- 

s i a t i o n s  p e r  100 househo lds  i n  t h e  U n i t e d  S t a t e s  was 96,  i n  Alaska,  76. The 

d i s p a z i t y  is more pronounced i n  r u r a l  a r e a s .  The r e l a t i o n s h i p  is  t h e n  92  

r u r a l  r e s i d e n c e  m a i n s i a t i o n s  p e r  100 househo lds  t o  43 i n  r u r a l  Alaska.  The 

l e v e l  of s e r v i c e  i n  Alaska r u r a l  communities i s  i n d i c a t e d  i n  Table  5 .  It 
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shows that 40.4% of these communities have no access to basic telecommuni- 

cations service, and only 21.5% of rural communities or 46% of the rural 

population has access to telephone exchange service. Map 2 demonstrates 

the geographic isolation of many of these communities. Those with inadequate 

telecommunications services also tend to be isolated in terms of trans- 

portation by road, sea and air. 



T a b l e  4 

ALASKA AND U.S. AVERAGE PENETRATION OF RESIDENCE MAINSTATIONS 

R u r a l  
Res idence  M a i n s t a t i o n s  Residence M a i n s t a t i o n s  

Uni ted S t a t e s  p e r  100  Households p e r  100  R u r a l  Households 

1977 

Alaska 

Source:  REA S t a t i s t i c s  i n  Opt ion Papers  of House Subcommittee on 
Communications, May 1977, p.354; Independent Telephone 
S t a t i s t i c s ,  USITA, v o l .  1, 1978. 

Note: R u r a l  Households a r e  c i t i e s ,  v i l l a g e s  o r  boroughs w i t h  
p o p u l a t i o n  l e s s  t h a n  1 ,500  a s  d e f i n e d  by t h e  " ~ u r a l  E l e c  t r i f i -  
c a t i o n  Act of 1936 ' ! ,T i t l e  I, s e c t i o n  13. 



Table 5 

DISTRIBUTION OF TYPE OF TELECOMMUNICATIONS SERVICE: Rural Alaska Communities 

Note: 

Source : 

Represents 331 communities or 16% pf total Alaska population. 
84% of Alasks population is located in 21 communities, 
population over 1,500, all have access to exchange service. 

Comments of the State of Alaska before Federal State Joint 
Board, Docket 21263, February 5, 1979. 



~ o t e :  102 small  e a r t h  s t a t i o n s  i n  6 r eg ions ,  85 Bush phones (54 appl ica-  
t i o n s  f o r  exchange s e r v i c e ) ,  15 wi th  exchanges; 



C. Analysis 

Changes in the economic and political importance of Northwest 

canada and Alaska and changes in institutional arrangements to 

promote teleco~munications demonstrate the link between tele- 

communication~ and its role as an integral part of the broader development 

~rocess. However, descriptions of the develop~ent processes indicate 

differences in both policy objectives and the means of policy imple~entation 

adopted by the respective governments. These differences are apparent in two 

ways. First, the governments' role in promoting telecommunications develop- 

ment and their definition of the role of telecommunications in the wider 

development process differ. Second, the institutional arrangements 

established as a mezns of implementing ~olicy objectives reflect the 

traditionally different emphasis placed on particular modes of government 

intervention in economic 'activities in the United States and Canada. 

The Canadian government's interest in developing and financially 

supporting a commercial telecommunications network in the Northwest was 

directly linked to its re-awakening interest in the North in the late 1950's. 

Changing economic factors in world markets made it possible for the govern- 

ment to consider ways of attracting industry to tap the mineral wealth of the 

Territories. The prospect of royalties that would accrue to the federal 

government provided sufficient incentive for investment in infrastructural 

services. The federal government had retained the right to attempt to 

collect royalties from industrial developers engaged in the exploitation of 

natural resources located in the Territories. The policies and objectives 

that resulted in transportation and power developments during this period 

were intended to enhance the attractiveness of the north for investment by 

foreign (U.S. based) exploration and production companies. The significance 

of telecommunications in promoting national northern developinent objectives 



was n o t  overlooked. 

With l i t t l e  e f f e c t i v e  oppos i t i on  from T e r r i t o r i a l  r e s i d e n t s  o r  t h e  

T e r r i t o r i a l  Governments which were dominated by t h e  f e d e r a l  government, t h e  

f e d e r a l  government i n s t i t u t e d  telecommunications s t r u c t u r a l  arrangements 

conducive t o  i t s  p o l i c y  ob jec t ives .  A crown co rpora t ion ,  w i t h  dec is ion-  

making a u t h o r i t y  l oca t ed  i n  t h e  sou th  would t h e o r e t i c a l l y  be r e c e p t i v e  t o  

p r e s s u r e s  t o  undertake telecommunications development p r o j e c t s  t h a t  would 

o r d i n a r i l y  f a i l  t o  meet t r a d i t i o n a l  c r i t e r i a  f o r  economic v i a b i l i t y .  Economic 

c r i t e r i a  could be  moderated t o  t a k e  i n t o  account  t h e  government's development 

p r i o r i t i e s .  A crown corpora t ion  would a l s o  have acces s  t o  lower i n t e r e s t  

c a p i t a l  t o  cover  expansion c o s t s  t han  would be  a v a i l a b l e  t o  a privately-owned 

c a r r i e r .  I f  c o r p o r a t e  po l i cy  determined t h a t  t h e  r i s k s  involved i n  under- 

t a k i n g  development p r o j e c t s  were unreasonable,  a crown co rpora t ion  could be  

expected t o  be  more amenable t o  under tak ing  ven tu re s  j o i n t l y  f inanced by t h e  

government. 

Thus, i n  Canada, t h e  reduced importance of telecommunications t o  meet 

n a t i o n a l  defense  o b j e c t i v e s  a f t e r  World War I1 was rep laced  by economic 

development p r i o r i t i e s .  I n  t h e  1960's,  telecommunications l i n k s  between 

i n d u s t r i a l  sites i n  t h e  no r th  and between r e g i o n a l  c e n t r e s  and t h e  south  

were regarded as necessary  t o  encourage and promote r e sou rce  development by 

privately-owned American-based m u l t i n a t i o n a l s .  The h i s t o r i c a l  t r a d i t i o n  of 

government s u b s i d i e s  f o r  s e r v i c e s  l i n k e d  t o  economic development t o  be  

c a r r i e d  ou t  l a r g e l y  f o r  t he  b e n e f i t  of non-Canadians w a s  once aga in  i n  

evidence i n  t h e  North. I n s u f f i c i e n t  revenues and a l a c k  of p r iva t e - inves to r  

i n t e r e s t  d i d  n o t  prevent  t he  Canadian government from ensu r ing  t h a t  north-  

south  communications l i n k s  were maintained.  A mode of communication was once 

aga in  de f ined  a s  a t o o l  o r  c a t a l y s t  f o r  promoting economic development 
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objectives defined by the federal government and non-Canadian interests. 

However, by the late 19601s, the stated public policy objectives of the 

Canadian federal government concerning northern development began to shift. 

The government's stated policy position began to reflect concern not only 

for economic industrial development in the Northwest, but for social, cultural 

and political development. The role defined for telecommunications was 

broadened accordingly, but the institutional structural arrangements remained 

unchanged. Industry priorities and decision-making would not be conducive 

to costly communications policy implementation where long-term revenue 

projections aould not demonstrate that the revenues generated by services 

could cover the costs. 

The telecommunications development process in Alaska suggests that its 

role in the development process was conceived in response to a combination of 

political and economic priorities that emerged at fedexal and State govern- 

ment levels. A commercial telecommunications network was regarded as an 

integral aspect of the political, economic, social and cultural development 

process of the State. Policy statements reflected a concern for a multi- 

faceted development process which would be facilitated by the telecommunica- 

tions network designed to serve government, industry, :and the needs of 

residents throughout the State. The telecommunications development process 

was expected to replicate the process that had taken place in the Lower 48 

States, requiring subsidies in the same form and extent. 

Though the economic problem of providing communications facilities in 

Alaska was viewed as more severe than the one encountered in rural areas of 

the Lower 48 States, services were expected to be provided within a similar 

institutional framework. With a less strong historical tradition condoning 

government ownership of utility services, the American governments were 



unconvinced that there was reasonable justification for government ownership 

of the telecommunications industry in Alaska despite the exceptional 

circumstances. National communications policy objectives were to be 

implemented through regulatory controls over private carriers. Subsidies 

from government sources, when they became available, were not part of a 

comprehensive plan to promote statewide telecommunications development. 

Continuing extensive federal involvement in telecommunications in 

Alaska was justified only when associated with national defense objectives. 

Extensive involvement of the government in a commercial telecommunications 

system designed to support economic and political growth and development 

was unacceptable to the American governments and to the telecommunications 

industry. Thus, the development of a commercial long-distance telecommuni- 

cations network in Alaska could begin only after the economic and political 

growth of the State could generate revenues sufficient to attract private 

investors. Local telecommunications services were feasible where a large 

centralized population produced revenues and in several smaller communities 

where cooperative ownership and a non-profit organization contributed to the 

economic viability of smaller systems. 

Superficially it seems that the transfer of the long distance tele- 

communications facilities was accompanied by sufficient conditions that the 

future development of adequate telecommunications service through Alaska 

was virtually guaranteed. But despite the existence of legally binding 

contractual agreements and relatively broad regulatory powers, numerous 

communities in Alaska remained without adequate service. Ari' understanding 

of some of the reasons for the slow development of telecommunications in 

these areas lies in an analysis of government (federal/state)/industry and 

inter-industry relationships as they affect the government's ability to 



intervene and to subsidize the telecommunications development process. 
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CHAPTER V 

TELECOMMUNICATIONS CARRIER STRUCTURE: 

LMPLICATIONS FOR DEVELOPMENT OF TELECOMMUNICATIONS IN 

NORTHWEST CANADA AND ALASKA 

The structural and organizational characteristics of the telecommunica- 

tions carriers that operate in Northwest Canada and Alaska are described in 

this chapter. The emphasis is on those aspects which have a bearing on the 

criteria that serve as the basis for investment decisions. In the previous 

chapter some of the policy objectives, both explicit and implicit, that were 

to have been promoted by the structural reorganization of the telecommunica- 

tions industry in Northwest Canada in the late 1950's and in Alaska in the 

late 1960's were discussed. In both cases, concerns were expressed to the 

effect that the carriers must implement 'national' telecommunications object- 

ives in northern areas. However, these objectives were not necessarily 

coincident with stated national telecommunications policy. 

A closer examination of corporate structure and the system of incentives 

which emerged during this period reveals that neither Canadian National Tele- 

communications (CNT) nor RCA Alaska communications Inc. (~lascom) were 

structured in a way that was conducive to implementing national telecommunica- 

tions policy throughout their service areas. Although the carriers differ in. 

terms of corporate structure, both have incentives to realize profit levels 

that at least cover their costs of capital. Industry decisions as to the 

appropriate allocation of financial resources reflect this objective and tend 

to restrict development activity in high cost areas. The carriers are there- - 

fore less likely to engage in telecommunications development where some form 

of extensive subsidies are required. This point is made clear through an 



that in carrying out planning and expansion of telecommunications services, 

this objective is given a high priority. 

A .  The Telecommunications Industry in Northwest Canada 

1. The Canadian National Railways System 

The original Canadian National Telegraph Company (CNT) was formed in 1920 

with the amalgamation of the Great Northwestern Telegraph Company (a subsi- 

diary of Western Union) and the telegraph systems operated by the Canadian 

National and Grand Trunk Pacific ~ai1wa~s.l In 1923, CNT became an operating 

2 
unit of the Canadian National Railways System (CNR). CNT was charged with 

maintenance and operation of the CNR's railway communications requirements 

and commercial systems which at that time included only public message or 

telegraph services. 

The cNk System is owned by the Canadian Government. The government holds 

the equity portion of CNR assets and all capital stock is .issued to the 

Minister of Finance. The CNR System is structured like a privately-owned 

corporation with a debt-equity ratio and since 1977 has competed with other 

industries for debt financing. As a crown corporation it is intended to 

operate at 'arms-length' from government direction and reports to Parliament 

through the Minister of Transport. 3 

Under the Financial Administration Act, the CNR is classified as a 

proprietary crown corporation. Other corporations in this category include 

Air Canada, Central Mortgage and Housing Corporation, Polymar and the 

Northern Transportation Company. They are "ordinarily required to conduct 

4 
Operations without appropriations." The interpretation and application of 

this clause has changed with the fiscal policies of successive federal 
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pvernments .  Because t h e  CNR A c t  r e q u i r e s  t h a t  t h e  R a i l  d i v i s i o n  of t h e  CNR 

System ope ra t e  s e r v i c e s  along r o u t e s  and a t  t a r i f f s  which a r e  non-compensa- 

t o ry ,  t h e  co rpo ra t ion  has  long been t h e  r e c i p i e n t  of d i r e c t  s u b s i d i e s .  The 

f e d e r a l  government has  r epea t ed ly  i n s t i t u t e d  r e c a p i t a l i z a t i o n  schemes t o  

reduce debt  and i n t e r e s t  payments, r equ i r ed  d i r e c t  payments t o  compensate f o r  

ope ra t ing  l o s s e s  from t h e  Treasury Board, and purchased s t o c k s  and s h a r e s  i n  

t h e  Company. However, t h e  CNR System is comprised of seventy-three companies, 

t h e  ma jo r i t y  of which a r e  r e l a t e d  t o  b u s i n e s s  a s s o c i a t e d  wi th  t r a n s p o r t a t i o n  

se rv i ces .  Mot a l l  of t h e s e  d i v i s i o n s  have been t r e a t e d  i n  t h e  above manner. 

The CNR Act sets out  t h e  terms and c o n d i t i o n s  f o r  t h e  c o r p o r a t i o n ' s  

opera t ion .  The government's po l i cy ,  t h a t  t h e  CNR ope ra t e  a s  a  "commercial 

en t i ty" ,  w a s  incorpora ted  i n t o  t h i s  Act. The guid ing  p r i n c i p l e  was adopted 

on t h e  b a s i s  of a  Royal Commission Inqu i ry  recommendation i n  1919 t h a t  s t a t e d :  

The whole of t h e  Dominion r a i lways  b e  opera ted  by 
t h e  Trus t ees  a s  one u n i t e d  system, on a  commercial 
b a s i s ,  under t h e i r  own p o l i t i c a l l y  undis turbed  
management on account o f ,  and f o r  t h e  b e n e f i t  o f ,  
t h e  people of Canada. 5 

This p o s i t i o n  has  undergorere-examination by numerous Royal Commissions and 

. has  re-emerged i n  more r e c e n t  government p o l i c y  s ta tements  i n  remarkably t h e  

same form. 

S ince  t h e  formation of t h e  Canadian Nat iona l  Railway 
i n  1919, t h e r e  has  been a  con t inu ing  d i a logue  i n  Canada 
concerning t h e  a p p r o p r i a t e  r o l e  of t h e  Company. Although 
i t  has  gene ra l ly  been conceded t h a t  t h e  Railway should 
o p e r a t e  on a  commercial b a s i s ,  i n  f a c t  t h e  impression has 
p e r s i s t e d  t h a t  t h e  Canadian Nat iona l  should be used a s  an  
ins t rument  of pub l i c  p o l i c y  even a t  t h e  expense of i ts  
commercial performance. It is t h e  view of t h e  government 
t h a t  CN should make every a t t e m p t  t o  conduct i t s  a f f a i r s  



with  a  commercial a t t i t u d e  and i n  a  commercial 
manner. 

Indeed, t h e  government recognizes  t h a t  t h e  
o p e r a t i o n  of  Canadian Nat iona l ,  on a  normal 
commercial b a s i s ,  f a c i l i t a t e s  a  f a i r  and a c c u r a t e  
assessment  of Company performance and provides  
management w i th  unambiguous c r i t e r i a  f o r  dec is ion-  
making. 6 

According t o  pub l i c  p o l i c y  s t a t emen t s ,  t h e  CNR is expected t o  conduct i t s  

bus ines s  o p e r a t i o n s  accord ing  t o  s i m i l a r  g u i d e l i n e s  t h a t  would be  followed 

by a p r i v a t e  investor-owned company. 

The f e d e r a l  government's r a t i o n a l e  and j u s t i f i c a t i o n  f o r  its t rea tment  

of t h e  CNR i s  r e l a t e d  t o  t h e  complexi t ies  of t h e  h i s t o r y  of changes i n  f i s c a l  

po l i cy  and t h e  importance of t r a n s p o r t a t i o n  t h a t  has  been l i nked  t o  n a t i o n a l  

economic p o l i c y  o b j e c t i v e s .  I n  t h i s  s tudy  t h e  concern is wi th  t h e  implica- 

t i o n s  of t h e  government's t rea tment  of t h e  CNR a s  i t  a f f e c t s  t h e  performance 

of one of i ts  s u b s i d i a r i e s ,  CNT. A t  one l e v e l ,  t h e  r a t i o n a l e  under ly ing  t h e  

government's p o s i t i o n  is  t h a t  t h e  n a t u r e  of t h e  C N R t s  bus ines s  r e q u i r e s  i t  t o  

o p e r a t e  on a compet i t ive  b a s i s  wi th  t h e  p r i v a t e  s e c t o r .  It should,  there-  

f o r e ,  a t tempt  t o  emulate  p r i v a t e  s e c t o r  bus ines s  p r a c t i c e s  i n  o r d e r  bo th  t o  

p r o t e c t  t h e  compe t i t i ve  p o s i t i o n  of p r i v a t e  s e c t o r  companies and t o  reduce 

t h e  dependence o f  t h e  co rpo ra t ion  on p u b l i c  f i n a n c i a l  a s s i s t a n c e .  The 

ma jo r i t y  of t h e  CNR'S b u s i n e s s  is  c a r r i e d  ou t  i n  compet i t ion  wi th  e i t h e r  t h e  

Canadian P a c i f i c  Railway (CPR) i n  t h e  t r a n s p o r t a t i o n  s e c t o r  o r  t h e  Trans 

Canada Telephone System (TCTS) i n  t h e  telecommunications s e c t o r .  Therefore,  

i t  does no t  f a l l  i n t o  t h e  ca tegory  of publically-owned and o p e r a t e d ' e n t e r -  

p r i s e s  t h a t  a r e  in tended  t o  be  d i r e c t  agen t s  o r  ins t ruments  of government 

pol icy .  This  is  t r u e  i n  t h e  sense  t h a t  i t  i s  n o t  l e g a l l y  in tended  t o  

o p e r a t e  a t  a  l o s s  o r  a t  c o s t  i n  o r d e r  t o  s u b s i d i z e  implementation of t r ans -  

, . 



p o r t a t i o n  o r  telecommunications p o l i c y  o b j e c t i v e s .  

I n  r ecen t  yea r s  t h e  f e d e r a l  government has  demonstrated an  i n c r e a s i n g  

r e l u c t a n c e  t o  cont inue  suppor t ing  t h e  non-prof i tab le  o p e r a t i o n s  of t h e  CNR 

System by 'acquiescing '  t o  t h e  i n c r e a s i n g l y  s t r o n g  commitment of t h e  

Corporat ion 's  (government appoin ted)  Board of D i r e c t o r s  t o  bus ines s  p r a c t i c e s  

t h a t  p a r a l l e l  those  followed by t h e  p r i v a t e  s e c t o r .  The c u r r e n t  (1979) 

Chief Executive O f f i c e r  and P r e s i d e n t  of  t h e  CNR System i s  Robert  Brandeen. 

He h a s  been quoted a s  p l a c i n g  emphasis on e f f i c i e n c y  a s  t h e  only  means of 

ensu r ing  t h e  v i a b i l i t y  of Canadian t r a n s p o r t a t i o n  systems. The CNR System 

should b e  run a s  i f  i t  were a p r i v a t e  company without  a l lowances f o r  

d e c i s i o n s  based on ' s o c i a l  o b l i g a t i o n s ' .  H e  has  s t a t e d  t h a t :  

Canada i s  so  dependent on t r a n s p o r t  t h a t  i t  cannot 
have an  i n e f f i c i e n t  system. I f  you remove t h e  p r o f i t  
mot iva t ion ,  you w i l l  have a n  i n e f f i c i e n t  system. And 
i n  a country t h e  s i z e  of Canada, t h e  l o s s e s  would be  
devas t a t ing .  7 

I n  t h e  opin ion  of t h e  CNR P r e s i d e n t ,  any s e r v i c e s  t h a t  exper ience  l o s s e s ,  

i . e . ,  'The Newfoundland ra i lway,  Montreal Commuter s e r v i c e s ,  should be  pa id  

f o r  d i r e c t l y  by someone o t h e r  than  t h e  CNR, presumably through d i r e c t  

government s u b s i d i e s  and u s e r  charges.  "These a r e  seen  a s  s o c i a l  o b l i g a t i o n s  

by some, a s  a l b a t r o s s e s  by CN. 118 

The CNR's  ope ra t ions  a r e  d iv ided  i n t o  "semi-autonomous, p r o f i t  d i v i s i o n s .  119 

Aside from CNT, t h e s e  inc lude  CN R a i l ,  t h e  Grand Trunk Corporat ion , CN 

Trucking and CN Express,  CN Passenger ,  CN Hote ls  and Tower, and CN Marine. 

CN R a i l  ope ra t e s  t h e  l a r g e s t  ra i lway i n  Canada. Table 6 i n d i c a t e s  t h a t  on 

t h e  b a s i s  of ope ra t ing  income, CN R a i l  i s  by f a r  t h e  l a r g e s t  o p e r a t i n g  

d i v i s i o n .  The Grand Trunk Corporat ion is  a wholly-owned s u b s i d i a r y  o p e r a t i n g  



t h r e e  r a i lways  i n  t h e  United S t a t e s .  This  company, t o g e t h e r  wi th  CNT 

comprise t h e  o t h e r  two l a r g e s t  p r o f i t  d i v i s i o n s  of t h e  CNR System. CN 

Trucking o p e r a t i o n s  a r e  conducted throughout Canada. The m a j o r i t y  of t h e s e  

a r e  common c a r r i e r  t r a n s p o r t a t i o n  companies. CN Express  o p e r a t e s  throughout 

Canada t r a n s p o r t i n g  smal l  packages and experienced l o s s e s  i n  t h e  l a s t  two 

years .  CN Passenger  s e r v i c e  provides  commuter s e r v i c e  i n  Montreal and 

Toronto. I n  1977, VIA R a i l  Canada was formed a s  a  s u b s i d i a r y  of t h e  CNR 

System and i n  1978 t h e  government purchased a l l  V I A  s h a r e s  c r e a t i n g  a 

s e p a r a t e  c o r p o r a t i o n  t o  provide trans-Canada r a i l  passenger  s e r v i c e s .  I n  

1976-77, t h i s  d i v i s i o n  experienced l o s s e s  b u t  t h e  CNR w i l l  no longe r  b e  

expected t o  be r e s p o n s i b l e  f o r  t h i s  u n p r o f i t a b l e  s e r v i c e .  CN Marine 

ope ra t e s  f e r r y  and c o a s t a l  v e s s e l  s e r v i c e s  i n  t h e  A t l a n t i c  provinces.  These 

s e r v i c e s  have been des igna ted  as ' e s s e n t i a l '  by t h e  f e d e r a l  government and 

ope ra t ing  expenses a r e  met by a combination of  government s u b s i d i e s  and u s e r  

f a r e s .  This  is t h e  only s e r v i c e  i n  t h e  CNR System, a s i d e  from c e r t a i n  r a i l  

l i n e s ,  t h a t  h a s  been s p e c i f i c a l l y  des igna ted  as e s s e n t i a l ,  r e g a r d l e s s  of i ts  

p r o f i t a b i l i t y ,  and t h e r e f o r e  e l i g i b l e  f o r  cont inuing  d i r e c t  government 

subs id i e s .  



T a b l e  6 

CANADIAN NATIONAL RAILWAY SYSTEM DIVISIONS: 

Revenues, Expenses,  O p e r a t i n g  Income: 1974, 1977 

( m i l l i o n )  

19 74 1977 

O p e r a t i n g  O p e r a t i n g  
D i v i s i o n  Revenues Expenses Income 

1 / Revenues Expenses Income 
i / 

CN R a i l  1623.6 1606.8 16.8 1872.8 1673.4 199.4 

Grand Trunk - - - 232.2 210.4 28.6 

CNT 102.0 84.1 18.2 139.7 115.6 25.2 

CN Truck ing  68.0 64.2 4.4 72.6 71.9 2 .3  

CN Express  - - - 141.8 175.4 (33.6) 

CN P a s s e n g e r  - - - 84.6 295.7 (49.9)21 

CN H o t e l s  73.7 69.3 4.4 87.2 89.5 (2.3) 

CN Marine  - - - 20.3 114.9 0.0 

- - - - 31 
O t h e r  8 .1  14.2 

TOTAL O p e r a t i n g  Income 51.9 184.1 

Source:  CNR System Annual R e p o r t s ,  1974, 1977; F i n a n c i a l  P o s t  C o r p o r a t i o n  
S e r v i c e  Revised,  1978 

Note:l/: O p e r a t i n g  income i n c l u d e s  o t h e r  income 
Note 2/: I n c l u d e s  government payment o f  $161.2 m i l l i o n  
Note 31: I n c l u d e s  government s u b s i d y  o f  $94.6 m i l l i o n  



* t h e  government. Coordinat ion of  t h e  CNR o p e r a t i n g  d i v i s i o n s  is  c a r r i e d  out  

by a  Board of Management and a Corpora te  C a p i t a l  Planning Committee. Manage- 

ment d e c i s i o n s  a r e  no t  in tended  t o  be  s u b j e c t  t o  par l iamentary  debate .  

S u f f i c i e n t  a c c o u n t a b i l i t y  of t h e  co rpo ra t ion  t o  i t s  pub l i c  owners is  thought  

t o  be maintained by t h e  y e a r l y  government a u d i t .  ' P o l i t i c a l  i n t e r f e r e n c e '  i n  

t h e  day-to-day performance of t h e  c o r p o r a t i o n  has been condemned throughout 

t h e  CNR's  h i s t o r y  - which is  n o t  t o  sugges t  t h a t  i t  was not  o r  is  no t  wide- 

spread .  Recent ly (1976), t h e  Prime M i n i s t e r  confirmed t h i s  po l icy :  

They lcrown co rpora t ions ]  should  n o t  b e  managed on 
a  day-to-day b a s i s  by t h e  Government even upon 
r e p r e s e n t a t i o n s  of t h e  House of Commons. 10 

Since t h e  c u r r e n t  t r e n d s  toward e f f i c i e n c y  i n  t he  CNR System a r e  l i k e l y  

t o  cont inue,  t h e r e  would seem t o  be  some argument f o r  des igna t ing  s e r v i c e s  

t h a t  a r e  c l a s s i f i e d  a s  e s s e n t i a l  as s e p a r a t e  co rpo ra t ions  under t h e  F i n a n c i a l  

Adminis t ra t ion  Act and i n i t i a t i n g  long-term agreements t o  s u b s i d i z e  t h e  c o s t s  

of provid ing  s e r v i c e s  i n  accordance w i t h  s t a t e d  p o l i c y  o b j e c t i v e s .  Under t h e  

p r e s e n t  c ircumstances s e r v i c e s  provided by t h e  CNR t h a t  a r e  no t  s e l f - s u s t a i n -  

i n g  a r e  l i k e l y  t o  become i n c r e a s i n g l y  c o s t l y  t o  t h e  u s e r  o r  be c u r t a i l e d .  O r ,  

a s  i s  t h e  c a s e  wi th  n o r t h e r n  telecommunications development, n o t  b e  upgraded 

o r  expanded u n t i l  t h e r e  a r e  c l e a r  i n d i c a t i o n s  t h a t  revenues genera ted  by t h e  

s e r v i c e s  w i l l  cover t h e i r  c o s t s .  

2'. Canadian Nat iona l  Telecommunications Ltd.  

A s  one of t h e  CNR's o p e r a t i n g  d i v i s i o n s ,  Canadian Nat iona l  Telecommunica- 

t i o n s '  (CNT) management r e p o r t s  d i r e c t l y  t o  t h e  CNR P re s iden t .  Operat ion and 



management d e c i s i o n s  a r e  s u b j e c t  t o  t h e  approval  of t h e  Corporate  C a p i t a l  

Planning Committee and u l t i m a t e l y  t o  t h e  CNR Board of D i r e c t o r s .  Although 

cNT does n o t  s eek  i ts  c a p i t a l  f i nanc ing  d i r e c t l y  on t h e  open market,  t h e  

General Manager of CNT has  s t a t e d  t h a t  i t s  f i n a n c i a l  performance i s  consi-  

dered an important  f a c t o r  i n  t h e  CNT1s a b i l i t y  t o  a t t r a c t  new investment .  
11 

The parent  c o r p o r a t i o n  i s  t h e r e f o r e  i n  a p o s i t i o n  t o  approve o r  ' d i c t a t e '  

cNT1s p r o f i t a b i l i t y .  CNT i s  expected t o  ope ra t e  wi thout  exper ienc ing  l o s s e s  

i n  any of its s e r v i c e  c a t e g o r i e s .  

CNT's a c t i v i t i e s  cover a range of telecommunications s e r v i c e s .  It 

competes w i t h  t h e  Trans Canada Telephone System i n  p rov id ing  a v a r i e t y  of 

da t e  s e r v i c e s  o f f e r e d  j o i n t l y  w i th  Canadian P a c i f i c  Telecommunications 

(CPT). It o f f e r s  p u b l i c  message t e l e g r a p h  s e r v i c e  on a monopoly b a s i s  and 

a l l  telecommunications f a c i l i t i e s  r equ i r ed  by CN R a i l  a r e  supp l i ed  by t h e  

company. Telephone s e r v i c e  i s  provided i n  Newfoundland and Northwest Canada. 

Table 6 i n d i c a t e d  t h a t  CNT h a s  been one of t h e  more p r o f i t a b l e  of t h e  CNT 

d i v i s i o n s  du r ing  t h e  per iod  1974 t o  1977. Table 7 i n d i c a t e s  t h a t  CNT's 

p r o f i t a b i l i t y  h a s  been i n c r e a s i n g  s i n c e  1973. The CNR System Pres iden t  

expec ts  t h a t  t h e  l a r g e s t  growth c e n t r e  of t h e  e n t i r e  system w i l l  b e  CNT i n  

i ts  j o i n t  o p e r a t i o n s  w i t h  Canadian P a c i f i c  Telecommunications i n  t h e  d a t a  

t ransmiss ion  market.  
12 



Table 7 

CANADIAN NATIONAL TELECOMMUNICATIONS OPERATING INCOME 

1973 - 1977 

(million) 

Revenues 92.4 102.0 118.3 125.1 139.7 

Expenses 75.7 84.1 96.3 105.6 115.6 

Operating Income 16.7 17.9 22.0 19.5 24.1 

Source: CNR System Annual Reports, 1973-1977. 



Newfoundland and t h e  Canadian nor thwes t  c o n t r i b u t e  t h e  t h i r d  l a r g e s t  percent -  

age  of revenues t o  t h e  d i v i s i o n s  ope ra t ions .  This  has  been g radua l ly  

increasPng between 1973 and 1977 t o  a p o i n t  where te lephone revenues comprise 

20.5% of t o t a l  CNT revenues.  A s  CNT c a l c u l a t e s  i t s  c o s t s  on a  system-wide 

b a s i s  i t  i s  n o t  p o s s i b l e  t o  a s c e r t a i n  whether te lephone revenues c o n t r i b u t e  

a  d i s p r o p o r t i o n a t e  s h a r e  of revenues  t o  t h e  o v e r a l l  p r o f i t a b i l i t y  of CNT. 

For example, d e p r e c i a t i o n  expenses a r e  n o t  d i r e c t l y  a l l o c a t e d  t o  s p e c i f i c  

s e r v i c e s .  They are absorbed i n  CNT Admin i s t r a t i ve  accounts .  These 

aggregated c o s t s  then  a r e  a l l o c a t e d  back t o  t h e  va r ious  reg ions ,  e .g . ,  

Northwest reg ion .  These r e g i o n a l  c o s t s  then  a r e  used a s  a  b a s i s  f o r  

c a l c u l a t i n g  t h e  a p p r o p r i a t e  r a t e  l e v e l  t o  y i e l d  a  reasonable  r a t e  of r e t u r n  

f o r  t h e  d i v i s i o n  of CNT s e r v i c i n g  t h a t  reg ion .  
13 



T a b l e  8 

CANADIAN NATIONAL TELECOMMUNICATIONS STATEMENT OF REVEhXJES 

BY OPERATING DIVISION: 1973-1977 

( m i l l i o n )  

1973 % 1 9 7 4 .  % 1975 % 1976 % 1977 % 
Revenues T o t a l -  T o t a l  T o t a l  T o t a l  2 1 ~ o t a l  

T e l e x  26.3 

P r i v a t e  Wire 42.1 

Broadband 1.8 

I n f o s w i t c h  - 
T e l e n e t  .5 

P u b l i c  Message 9.0 
Te legraph  

P u b l i c  Telephone 16.2 

T o t a l  Revenue 95.9 

Source:  CNT Sta tement  CNT-A, CRTC, CNCP R a t e  H e a r i n g  Evidence,  1977 

Note 1/ Telephone revenues  i n c l u d e  p r i v a t e  w i r e ,  t e l e x  and  o t h e r  
s e r v i c e s  p rov ided  by CNT i n  Northwest Canada and Newfoundland. 

Note 2 1  Es t imated .  



114 

Although t h e  CNR System is  "declared t o  be f o r  t h e  g e n e r a l  advantage 

of Canada" and i s  s u b j e c t  t o  r e g u l a t i o n ,  no t  a l l  s e r v i c e s  provided by 

s u b s i d i a r y  co rpo ra t ions  have been s i m i l a r l y  a f f e c t e d .  I n  t h e  c a s e  of CNT, 

only t h o s e  telecommunications s e r v i c e s  operated on a monopoly b a s i s ,  i . e . ,  

t e l eg raph  and te lephone  have always been regula ted .  I n  1970, f e d e r a l  

r egu la to ry  j u r i s d i c t i o n  was extended t o  i nc lude  " p r i v a t e  wire" s e r v i c e s  and 

f o r  t h e  f i r s t  t ime t h e  Canadian Transpor t  Commission had a u t h o r i t y  t o  examine 

the t o t a l  o p e r a t i o n s  of t h e  telecommunications d i v i s i o n .  l 4  However, be ing  

given a u t h o r i t y  over  a l l  CNT o p e r a t i o n s  d id  not  r e s u l t  i n  immediately 

increased  a t t e n t i o n  t o  t h e  n a t u r e  of CNT's p o l i c i e s  and p r a c t i c e s .  Severa l  

problems r e l a t e d  t o  t h e  i n p e n e t r a b i l i t y  of CNT ' s  f i n a n c i a l  p o s i t i o n  have 

begun t o  be  reso lved  by t h e  f e d e r a l  r egu la to ry  commission only  i n  r e c e n t  

years .  Regula t ion  of CNT's monopoly s e r v i c e s  was d i f f i c u l t  because t h e  

f i n a n c i a l  in format ion  r e l e v a n t  t o  determining a ' reasonable  ra te -of - re turn '  

was i n s e p a r a b l e  from t h e  ope ra t ing  c h a r a c t e r i s t i c s  of t h e  compet i t ive  

s e rv i ces .  

A con t inu ing  sou rce  of cont roversy  has  concerned t h e  a p p r o p r i a t e  

r egu la to ry  s t a n d a r d s  t h a t  should be app l i ed  t o  CNT. A s  t h e  company has  no 

s e p a r a t e  c a p i t a l  s t r u c t u r e  from i t s  pa ren t  co rpo ra t ion  and pays no co rpo ra t e  

taxes,  t h e  argument has  cen t r ed  on t h e  app ropr i a t e  a l l owab le  r a t e  of r e t u r n  

t h a t  t h e  d i v i s i o n  should have. 

The m a j o r i t y  of CNT's telecommunications s e r v i c e s  a r e  o f f e r e d  on a j o i n t  

b a s i s  w i th  Canadian P a c i f i c  Telecommunications (CPT), a s u b s i d i a r y  of t h e  
1 

Privately-owned Canadian P a c i f i c  Railway . CNT h a s  argued 

t h a t  i ts  l e v e l  of p r o f i t a b i l i t y  should be compared t o  CPT and o t h e r  p r iva t e ly -  

owned c a r r i e r s .  For example, a l though crown co rpora t ions  are expected t o  e a r n  

s u f f i c i e n t  revenues t o  cover i n t e r e s t  requirements  t o  cover  t h e  c o s t s  of debt  



CNT has  c o n s i s t e n t l y  argued t h a t  Z t s  r a t e  of r e t u r n  o r  p r o f i t a b i l i t y  should 

be  judged by s t anda rds  accep tab le  f o r  te lephone  companies owned by p r i v a t e  

shareholders .  
15 

I n  1977, CNT devised a  means of c r e a t i n g  a  s imulated c a p i t a l  s t r u c t u r e  

f o r  r e g u l a t o r y  purposes bu t  t h e  CRTC found t h e  proposa ls  unacceptable .  The 

pa ren t  company's p r a c t i c e s  of system-wide account ing  and c a p i t a l  s t r u c t u r e  

have made i t  d i f f i c u l t  f o r  succes s ive  r e g u l a t o r y  commissions t o  do much more 

than  ' rubber  stamp' CNT's a p p l i c a t i o n s  f o r  r a t e  i nc reases .  l6 The r e s u l t  has  

been t h a t  CNT's a c t i v i t i e s  a r e  probably less s u b j e c t  t o  i n v e s t i g a t i o n  than 

t h e  ma jo r i t y  of privately-owned common c a r r i e r s  r egu la t ed  a t  t h e  f e d e r a l  

l e v e l .  The reasons f o r  t h e  apparent  l a c k  of formal r egu la to ry  c o n t r o l  over  

CNT a r e  r e l a t e d  t o  i ts  s t a t u s  a s  a crown co rpora t ion  and t h e  t r a d i t i o n a l  ways 

i n  which t h e  Canadian government h a s  maintained a c c o u n t a b i l i t y  over  t h e s e  

co rpo ra t e  e n t i t i e s .  Control  is t y p i c a l l y  exe rc i sed  through M i n i s t e r i a l  

r e p o r t i n g  procedures  r a t h e r  than  t h e  r e g u l a t o r y  process .  The r a m i f i c a t i o n s  

of t h e s e  r e g u l a t o r y  problems as they  r e l a t e  t o  telecommunications s e r v i c e  

development i n  Northwest Canada a r e  d i scussed  more thoroughly i n  Chapter 

VII. 

3 .  Northwest Telecommunications Inc .  

CNT's te lephone  and bus ines s  communications i n  t h e  Northwest were 

opera ted  a s  a semi-autonomous u n i t  w i t h i n  t h e  l a r g e r  d i v i s i o n  u n t i l  1978. A 

r e c e n t  r e - s t r u c t u r i n g  of t h e  CNT management has  r e s u l t e d  i n  t h e  s e p a r a t i o n  of 

t h e  ~ewfoundland  and Northwest te lephone  and Canada-wide d a t a  communications 

opera t ions .  Each i s  now incorpora ted  as a s e p a r a t e  wholly-owned s u b s i d i a r y  

of t h e  CNR  stem.'^ The no r the rn  te lephone  company was renamed Northwest 



Telecommunications Inc.  i n  1979. 

Management d e c i s i o n s  of t h e  company a r e  now accountable  t o  t h e  P r e s i d e n t  

of  t h e  CNR'S Telecommunications Div i s ion .  U n t i l  r e c e n t l y ,  much of t h e  

informat ion  concerning CNT's nor thwes t  d i v i s i o n  ope ra t ions  w a s  i n s e p a r a b l e  

from t h e  j o i n t  a c t i v i t i e s  c a r r i e d  o u t  w i t h  CPT. It i s  not  c l e a r  e x a c t l y  what 

consequences t h e  co rpo ra t e  r e -o rgan iza t ion  w i l l  have i n  terms of t h e  v i s i b i -  

l i t y  of t h e  company's o p e r a t i n g  performance. The company b e l i e v e s  t h a t  t h e  

re -organiza t ion  w i l l  a l low t h e  p u b l i c  te lephone  s e r v i c e  " to  i d e n t i f y  more 

c l o s e l y  wi th  t h e  te lephone i n d u s t r y  r a t h e r  than  be ing  viewed as a p a r t  of 

t h e  CNCP opera t ion .  1118 

However, CNT Northwest c l e a r l y  does n o t  o p e r a t e  under t h e  same c o n d i t i o n s  

a s  o t h e r  p r i v a t e  c a r r i e r s  and any a t t empt  t o  do so  w i l l  c e r t a i n l y  n o t  h a s t e n  

t h e  improvement of telecommunications s e r v i c e s  i n  h igh  cos t  a r e a s .  A s  a 

s e p a r a t e  s u b s i d i a r y  of t h e  CNR System, CNT w i l l  be  expected t o  s u s t a i n  a l l  

its nor the rn  s e r v i c e s  on t h e  b a s i s  of revenues c o l l e c t e d  w i t h i n  t h i s  s e r v i c e  

a r e a .  The t rend would appear  t o  b e  t o  have a n  i n c r e a s i n g  p ropor t ion  of c o s t s  

borne by u s e r s  i n  t h i s  a r e a ,  r a t h e r  t han  s h a r i n g  c o s t s  throughout an  area 

w i t h  g r e a t e r  v a r i a b i l i t y  i n  h i g h  a s  opposed t o  low revenue producing c e n t r e s  

a s  is  t h e  c a s e  f o r  most o t h e r  c a r r i e r s  i n  sou the rn  Canada. 

Despi te  t h e  cons ide rab le  arguments f o r  ope ra t ing  according t o  c r i t e r i a  

t h a t  r e f l e c t  s p e c i a l  n o r t h e r n  c o n d i t i o n s ,  s t r u c t u r a l  r eo rgan iza t ion  and t h e  

sepaxa t ion  of monopoly from compe t i t i ve  s e r v i c e s ,  CNT cont inues  t o  fo l low the  

same corpora t e  p o l i c i e s  a s  i t s  pa ren t .  I n  gene ra l ,  CNT's p o l i c i e s  r e f l e c t  

t h e  same p r i n c i p l e s  a s  t h e  l a r g e r  co rpo ra t ion ,  i . e . ,  t h a t  it perform a s  a  

'I 
commercial en t i t y" .  This  p o l i c y  h a s  been r a t h e r  v igorous ly  defended l e a v i n g  

t h e  impression t h a t  t h e  co rpo ra t ion  is aware of p re s su res  t o  provide  adequate  

s e r v i c e  under cond i t i ons  where s o c i a l  p o l i c y  o b j e c t i v e s  t a k e  precedence over  



cos t  c o n s i d e r a t i o n s  and 

CNT's o b j e c t i v e  is 

i n d u s t r y  s t anda rds  f o r  economic v i a b i l i t y .  

t o  become economically se l f - suppor t ing :  

A s e l f - s u s t a i n i n g  communications system is t h e  key 
t o  s t a b l e  expansion of communications i n  t h e  North, 
t o  t h e  c r e a t i o n  of an e f f i c i e n t  communications system 
which w i l l  b e  a n o r t h e r n  a s s e t ,  n o t  a  f i n a n c i a l  burden. 19 

However, i ts  se l f -genera ted  c a p i t a l  i s  inadequate  t o  enable  i t  t o  be  s e l f -  

s u s t a i n i n g  and i t  competes w i th  t h e  rest of t h e  CNR System d i v i s i o n s  f o r  

c a p i t a l  funding. S ince  1976,  when t h e  government ordered t h e  CNR t o  seek  

i ts  f i n a n c i a l  requirements  on t h e  compet i t ive  markets, of Europe, d i v i s i o n s  

of t h e  co rpo ra t ion  have been expected t o  e a r n  a  h ighe r  r a t e  of r e t u r n  

equ iva l en t  t o  p r i v a t e  s e c t o r  bus iness .20  This  p o s i t i o n  has  been s u b j e c t  t o  

c r i t i c i s m  as each d i v i s i o n  has  acces s  t o  more a c c e s s i b l e  sou rces  of c a p i t a l  

from t h e  p a r e n t  company, t han  would be t h e  c a s e  on t h e  open market.  

I n  any case ,  t h i s  i s s u e  demonstrates  t h a t  CNR d i v i s i o n s  and presumably 

s u b s i d i a r i e s  r e c e i v e  d i r e c t i o n  a s  t o  t h e i r  performance s t anda rds  from t h e  

parent  co rpo ra t ion .  For t h e  telecommunications d i v i s i o n ,  t h e  r e l e v a n t  

s tandard  f o r  e f f i c i e n c y  is judged i n  comparison t o  telecommunications 

c a r r i e r s  which a r e  p r i v a t e  investor-owned. CNT d e s c r i b e s  t h e  northwest  

ope ra t ion  as a "p ro f i t -o r i en t ed  serv ice" .  21 No c o n s i d e r a t i o n  i s  given t o  t h e  

s p e c i a l  n a t u r e  of no r the rn  cond i t i ons ,  o r  t o  t h e  f a c t  t h a t  o t h e r  c a r r i e r s  - 

provide a  v a r i e t y  of s e r v i c e s  i n  a wide range of market s i z e s .  

The r e g u l a t o r y  problems which a r o s e  i n  r e s p e c t  t o  CNT's compet i t ive  

s e r v i c e s  appear  aga in  i n  r e l a t i o n  t o  t h e  Northwest d i v i s i o n .  CNT is requ i r ed  

t o  provide f i n a n c i a l  d a t a  t o  

is no cos t / revenue  breakdown 

most r e c e n t  p o s i t i o n  on t h i s  

t h e  f e d e r a l  r e g u l a t o r y  agency (CRTC), b u t  t h e r e  

between d i f f e r e n t  s e r v i c e  c a t e g o r i e s .  CNT's 

matter w a s  expressed a t  a g e n e r a l  rate hea r ing  
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i n  1977. It j u s t i f i e d  t h e  n e g l i g i b l e  f i n a n c i a l  in format ion  which i t  makes 

a v a i l a b l e  as fo l lows:  

We d o n ' t  c o s t  s e r v i c e s ,  per  s e ,  we can ' t  because 
t h e  s e r v i c e s  u s e  a common highway. LCNT] 

Do I understand t h a t  a p a r t  from t h e  informat ion  
you have provided on Pub l i c  Message s e r v i c e s ,  you 
have no s t u d i e s ,  a n a l y s i s  o r  d a t a ,  formal o r  o ther -  
w i s e ,  which would be  of a s s i s t a n c e  t o  t h i s  commission, 
as t o  t h e  breakdown of t h e  a c t u a l  c o s t  of s e r v i c e ?  LCRTCI 

That i s  so. [CNT3 22 

Although t h e  l i m i t a t i o n s  of t h e  f i n a n c i a l  in format ion  a r e  recognized by CNT, 

i ts  p o s i t i o n  i s  t h a t  i t  w i l l  cont inue  t o  r e l e a s e  only  t h a t  r equ i r ed  under a 

previous  Canadian Transport  Commission o r d e r  u n t i l  f u r t h e r  r e g u l a t i o n s  a r e  

developed by t h e  CRTC. 
23 

Table 9 provides  d a t a  f o r  CNTts Northwest Region. It i n d i c a t e s  t h a t  

t o t a l  t e lephone  revenues comprised 62.9% of t h e  t o t a l  Northwest d i v i s i o n  

commercial revenues i n  1978, i nc reas ing  from 49% i n  1974. The next  l a r g e s t  

revenue ca t egory  i s  f o r  p r i v a t e  w i r e  s e r v i c e s ,  30.7% i n  1978, and 43.9% i n  

1974. Costs  are n o t  a l l o c a t e d  according t o  s e r v i c e  ca tegory  and it i s  

imposs ib le  t o  de te rmine  how revenues from telephone s e r v i c e s  throughout t h e  

t e r r i t o r y  c o n t r i b u t e  o r  r e l a t e  t o  t h e  c o s t s  of provid ing  t h e s e  s e r v i c e s .  

Table 10 shows t h a t  t o l l  revenues c o n s t i t u t e d  78.3% of t o t a l  t e lephone  

revenues i n  1973, r i s i n g  t o  80.0% i n  1978. CNT provides  no d a t a  t o  i n d i c a t e  

t h e  r e l a t i o n s h i p  between l o c a l  and t o l l  revenues by community i n  t h e  a r e a  it 

s e r v i c e s .  There i s  no i n d i c a t i o n  of t h e  dependence of v a r i o u s  communities 

on l o c a l  v e r s u s  t o l l  revenues t o  cover t h e  c o s t s  of  provid ing  s e r v i c e s  o r  t h e  

c r i t e r i a  CNT would u s e  t o  judge s e r v i c e s  t o  community a s  uneconomical and i n  

need of subs idy  beyond those which a r e  hidden i n  e x i s t i n g  r a t e  s t r u c t u r e s .  
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T a b l e  10 

CANADIAN NATIONAL TELECOMMUNICATIONS - NORTHWEST DIVISION 

Loca l  and T o l l  Telephone Revenues: 1973, 1978  

(mi 11 i o n )  

Revenues 1973 % T o t a l  1978 % T o t a l  

T o l l  

Local  Exchange 1.941 21.7 3.541 19.6 

TOTAL 9.137 19.726 

Source:  Telephone Revenue - H i s t o r i c a l ,  CNT Income S t a t e m e n t s  1973, 1979 



B. The Telecommunications Industry in Alaska 

The previous section examined structural arrangemen ts of the telecommu- 

nications industry in Northwest Canada. It indicated some aspects of the 

relationship between CNT and the CNR System that affect the incentives under- 

lying the corporate decision-making process. This system of relationships 

results in the establishment of criteria that are used to assess the viability 

of telecommunications system expansion. In the Canadian context the implica- 

tions for telecommunications development in the Canadian Northwest, given 

the cNT/CNR System structure, were identified. 

In Alaska the telecommunications industry is structurally more complex. 

The responsibility for providing telecommunications services is divided 

between RCA Alaska Communications Inc. (Alascom) which provides long distance 

inter- and intra-state services and a number of local carriers which provide 

local exchange telephone service. This section examines several aspects of 

the Alaska industry structure that illustrate the incentives that constrain 

the decision-making process. 

1. RCA Alaska Communications Inc. 

In 1970, RCA Alaska Communications Inc. (Alascom) was granted permission 

by the Federal Communications Commission (FCC) and the Alaska Public 

Utilities Commission (APUC) to provide inter- and intra-state long distance 

telecommunications services in Alaska. It was not granted a monopoly over 

either the long-term provision of service or over the provision of local 

exchange facilities and services. 

The separation between carrier responsibilities can be described as 

follows. Alascom provides toll switching, toll carriage, and connection 

with AT&T for service to the Lower 48 States and international points. Local 



Stations, and billing and collection functions. 

Alascom was created as a subsidiary of the RCA Globcom Corporation in 

1969.  Globcom provides telecommunications record and data services in the 

competitive international communications market and is a subsidiary of the 

RCA holding company system. The RCA Corporation's interests are widely 

diversified throughout services and hardware production related to the 

lucrative communications market. Alascon's counterpart, RCA Americom, 

provides domestic private line, voice, and television transmission services 

via satellite in the Lower 48 States. Other RCA subsidiaries include NBC - 

broadcasting, Random House - publishing, and Hertz Rentals - transportation. 
Research and development activities in the electronic equipment sector for 

commercial, industrial and government purposes have led to contracts with 

NASA, meteorological satellites; and the military, electronic guidance 

systems for ballistic missiles, among many others. 

As a subsidiary of the RCA Corporation, Alascom has been under pressure 

to ensure that it maintains an adequate, if not increasing profit margin as 

interpreted by the parent company and does not create a drain on the 

Corporation's capital resources. The RCA Corporation's response to declining 

, profits associated with its holdings has been to place increasing emphasis 

on efficiency and to exact profits in all conceivable ways. The Corporation's 

policies were reflected in a statement by the President and Chief Executive 

Officer in 19 76. 

... strdngent operational economics, significant product 
improvement, and the elimination of operations that 
intrinsically fall short in performance or promise ... 24 



An ex tens ive  a n a l y s i s  of t h e  Alaska telecommunications i n d u s t r y  c a r r i e d  

out  i n  1978 provides  d a t a  t h a t  i n d i c a t e  t h a t  Alascom has "expanded i ts  

*refits dur ing  a  per iod  of  r a p i d  growth even more r a p i d l y  than  i ts  investment  

i n  p l a n t  a s s e t s ,  "25 when t o t a l  company revenues a r e  taken i n t o  cons ide ra t ion .  

~ l a s c o m ' s  w i l l i n g n e s s  t o  p l a c e  p r o f i t  margins be fo re  t h e  needs of  Alaska has 

a l s o  been ev iden t  i n  t h e  c o r p o r a t i o n ' s  i n s i s t e n c e  on us ing  a m i x  o f  t e r r e s -  

t r i a l  and s a t e l l i t e  f a c i l i t i e s  i n  r e p l a c i n g  outmoded f a c i l i t i e s  i n h e r i t e d  from 

t h e  ACS, and i ts  a t t empt s  t o  choose t h e  most c o s t l y  system des ign  a v a i l a b l e .  

Alascom cannot be  c a l l e d  i n t o  ques t ion  on t h e  b a s i s  of p u b l i c  s t a t emen t s  

of p r i o r i t i e s  which c o n t a i n  t h e  u s u a l  s e l f - congra tu l a to ry  u t t e r a n c e s  of 

co rpo ra t e  benef icence .  Alascom is s t r o n g l y  i n  suppor t  of t h e  development of 

a  h igh  q u a l i t y  s t a t e w i d e  telecommunications system. 

We s h a r e  a deep commitment w i t h  a l l  Alaskans t o  
provide  t h e  b e s t  common most e f f i c i e n t  and most 
economical long d i s t a n c e  communications s e r v i c e  
f o r  t h e  f u t u r e  of t h e  s t a t e  of Alaska. 26 

However, i n t e r p r e t e d  i n  t h e  l i g h t  of t h e  p a t t e r n  of decision-making t h a t  has  

occurred over  t h e  l a s t  decade, Alascom po l i cy  has  been markedly i n  c o n f l i c t  

with Alaskan i n t e r e s t s .  

Alascom has  a  r e s p o n s i b i l i t y  f o r  planning t h e  expansion of t h e  S t a t e  

network and is r e q u i r e d  t o  coopera te  wi th  o t h e r  c a r r i e r s  provid ing  s e r v i c e  - 

a t  t h e  l o c a l  exchange l e v e l .  Despi te  its commitment t o  under take  t h e  

r e s p o n s i b i l i t y  t h e  company has  argued t h a t :  

Since exchange o p e r a t i o n s  i n  Alaska a r e  divorced from 
bo th  i n t r a -  and i n t e r - s t a t e  long l i n e s  ope ra t ions  RCA 
cannot p l a n  f o r  development on a  system wide bas is . . .  27 



The t r a d i t i o n a l  argument concerning t h e  problems t h a t  a r i s e  where an  

' i n t e g r a t e d  system' i s  absen t  has  been used by Alascom, unconvincingly,  t o  

exp la in  t h e  d i f f i c u l t i e s  i t  f aces  i n  a t t empt ing  t o  f u l f i l l  t h e  cond i t i ons  of 

t h e  c o n t r a c t  f o r  s a l e  of t h e  ACS and t h e  requirements  conta ined  i n  t h e  

Alaska r e g u l a t o r y  o r d e r  p e r m i t t i n g  t h e  c a r r i e r  t o  provide  s e r v i c e .  

The p o t e n t i a l  problems c r e a t e d  by t h e  r e l a t i o n s h i p  between t h e  RCA 

Corporat ion and i t s  s u b s i d i a r y  companies and t h e  p a r t i c u l a r  consequences of 

t h e  Alascom/Globcom r e l a t i o n s h i p  f o r  Alaskan telecommunications development 

were n o t  unexpected. Prom t h e  beginning of Alascom's e n t r y  i n t o  t h e  t e l e -  

communications market i n  Alaska, S t a t e  a u t h o r i t i e s  have at tempted t o  r e t a i n  

c o n t r o l  over  t h e  f u t u r e  d i r e c t i o n  of telecommunications development w i t h i n  

t h e  S t a t e .  They have r e s o r t e d  t o  l e g i s l a t i o n  and r e g u l a t o r y  o r d e r s  designed 

t o  reduce t h e  c o n t r o l  of t h e  RCA Corporat ion over  Alascom d e c i s i o n s  regard- 

i ng  r e sou rce  a l l o c a t i o n  and telecommunications development w i t h i n  t h e  S t a t e .  

S t a t e  r e g u l a t o r y  a u t h o r i t i e s  have at tempted t o  r e t a i n  c o n t r o l  over  t h e  

f u t u r e  d i r e c t i o n  of telecommunications development. I n  t h e  o r d e r  l i c e n s i n g  

Alascom i n  1970, t h e  APUC s t a t e d  t h a t  it d i d  n o t  wish to:  

Fo rec lose  t h e  p o s s i b i l i t y  of  a p p l i c a t i o n s  by o t h e r s  
f o r  a u t h o r i t y  t o  provide  some form of  long  l i n e s  
s e r v i c e  t h a t  f u t u r e  cons ide ra t ions  may j u s t i f y .  28 

This a c t i o n  w a s  an e x p l i c i t  r e c o g n i t i o n  of t h e  p o t e n t i a l  problems t h a t  w a s  

d i s t i n c t l y  l a c k i n g  i n  t h e  Canadian con tex t .  However, i t  was p r i m a r i l y  a 

p o l i t i c a l  a c t i o n  r a t h e r  than  one t h a t  could b e  exe rc i sed .  The e f f e c t i v e n e s s  

of t h i s  sou rce  of power and c o n t r o l  i s  l i m i t e d  by t h e  Commission's d e c i s i o n  

to p l a c e  t h e  burden of proof on p rospec t ive  a p p l i c a n t s .  Without t h e  

experience of having opera ted  under t h e  s i n g u l a r l y  d i s t i n c t i v e  Alaskan 
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condi t ions  i t  would be extremely d i f f i c u l t  t o  demonstrate t h e  comparative 

s u p e r i o r i t y  of a  competing a p p l i c a t i o n .  

I n  f u r t h e r  r ecogn i t i on  of t h e  p o t e n t i a l  problems c r e a t e d  by Alascom's 

wi th  its pa ren t  company, t h e  APUC s p e c i f i e d  t h e  informat ion  

d i sc losu res  t h a t  t he  c a r r i e r  would be  r e q u i r e d  t o  make t o  r e g u l a t o r y  agencies .  

The fo l lowing  was embedded i n  t h e  r e g u l a t o r y  o rde r  a u t h o r i z i n g  Alascom a s  a n  

Alaskan c a r r i e r .  

The s ta tements  r equ i r ed  by t h i s  o r d e r  s h a l l  i nc lude  
s o  f a r  a s  p r a c t i c a b l e ,  i n fo rma t ion  wi th  r e s p e c t  t o  t h e  
dec i s ions  of RCA Alaska Communications I n c . ' s  manage- 
ment a s  t o  long range p l a n s  f o r  c a p i t a l  expansions 
and improvements t o  t h e  end t h a t  t h e  Commission w i l l  be  
a f fo rded  t h e  maximum o p p o r t u n i t y  t o  eva lua t e  such p l ans  
i n  t h e  publ ic  i n t e r e s t .  2 9 ' .  [my emphasis] 

The p o t e n t i a l  i nc lus iveness  of  t h i s  s t a t emen t  c o n t r a s t s  s h a r p l y  wi th  t h e  

pauci ty  of information r equ i r ed  of CNT. However, d ive rgen t  op in ions  a s  t o  

the  "pract icable1 '  ex t en t  of i n fo rma t ion  r equ i r ed  has  been a cont inuing  problem 

hinder ing  r egu la to ry  c o n t r o l  ove r  c o r p o r a t e  p o l i c y  decision-making. 

Federa l  r egu la to ry  approval  w a s  a l s o  r equ i r ed  t o  l i c e n s e  Alascom a s  a 

c a r r i e r  provid ing  domestic i n t e r - s t a t e  telecommunications s e r v i c e s .  The FCC 

maintained j u r i s d i c t i o n  over  t h e  s t r u c t u r a l  r e l a t i o n s h i p  between s u b s i d i a r i e s  

of t h e  RCA Corporation. Decis ions  have r e f l e c t e d  t h e  FCC'S r ecogn i t i on  of t h e  

p o t e n t i a l l y  nega t ive  consequences of t h e s e  i n t e r r e l a t i o n s h i p s .  

Corporate  s t r u c t u r e  cannot be  l e f t  t o  t h e  s o l e  
d i s c r e t i o n  of co rpo ra t e  management ... It is  our  
b e l i e f  t h a t  t h e  n a t u r e  of t h e  co rpo ra t e  s t r u c t u r e  
t o  be  u t i l i z e d  f o r  t h i s  p a r t i c u l a r  e n t e r p r i s e  
s u b s t a n t i a l l y  a f f e c t s  t h e  p u b l i c  i n t e r e s t .  30-  



?laintenance of s e p a r a t e  accounts  and records  
does not  i n  i t s e l f  ensure  independent and e q u i t a b l e  
sha r ing  of c o s t s  ... Only by r e q u i r i n g  a s e p a r a t e  
co rpo ra t ion  can we adequate ly  monitor t h e  a c t i v i t i e s  
of t h e  RCA Companies t o  prevent  t h e  occurrence of 
t h e s e  r e s u l t s .  31 

These s t a t emen t s  concerned t h e  p o s s i b i l i t y  of c ross -subs id ies  between RCA's 

domestic and i n t e r n a t i o n a l  communications s e r v i c e s .  They r e s u l t e d  i n  t h e  

c r e a t i o n  of two s e p a r a t e  s u b s i d i a r i e s ,  i . e . ,  RCA Americom and Globcorn. 

However, when t h e  S t a t e  of  Alaska, through t h e  Governor's O f f i c e  of 

Telecommunications, r a i s e d  t h e  same arguments concerning t h e  p o s s i b i l i t y  t h a t  

Alaska r a t e  payers  might be  fo rced  t o  s u b s i d i z e  o t h e r  RCA s e r v i c e s  because 

of  t h e  Alascom/Globcom r e l a t i o n s h i p ,  t h e  FCC delayed an  o r d e r  r e q u i r i n g  

Alascom t o  be e s t a b l i s h e d  a s  a s e p a r a t e  RCA s u b s i d i a r y  u n t i l  1976. 
32 

The  overn nor's Of f i ce  of Telecommunications argued t h a t :  

The i n t e r e s t s  of  t h e  l a r g e r  co rpo ra t ion  w i l l  dominate 
t h e  d e c i s i o n s  made by t h e  sma l l e r  co rpo ra t ion  ... Alascom 
has  a de  f a c t o  monopoly over  long- l ine  s e r v i c e  w i t h i n  
and t o  Alaska. The mixture  of  monopoly and compet i t ive  
s e r v i c e  i n  what i s  e s s e n t i a l l y  t h e  same co rpora t ion  
c r e a t e s  i n c e n t i v e s  f o r  t h e  c a r r i e r  t o  reduce p r i c e s  i n  
t h e  compet i t ive  s e r v i c e s  by c ross-subs id iz ing  i t  i f  
necessary  by t h e  monopoly s e r v i c e .  33 

However, a mere s t r u c t u r a l  change d i d  l i t t l e  t o  improve t h e  ba l ance  between 

Alascom's p r i o r i t i e s  and the S t a t e ' s  o b j e c t i v e s  f o r  telecommunications 1.1 I 

development. There is s t i l l  cons ide rab le  l a t i t u d e  f o r  in te rdependence  

between t h e  RCA Corporat ion and i ts  subs id i a ry .  Thus, " the r e l a t i o n s h i p  

betweek Alascom and RCA Corp on m a t t e r s  f i n a n c i a l ,  managerial  and o p e r a t i o n a l  

po l i cy  a r e  no t  c l e a r l y  known, 1'34 d e s p i t e  t h e  combined e f f o r t s  of t e n  y e a r s  

of  f e d e r a l  and S t a t e  r e g u l a t o r y  a c t i v i t y .  
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The succes s  of both f e d e r a l  and S t a t e  e f f o r t s  t o  ma in t a in  con t ro l  over 

~ l a s c o m ' s  a c t i v i t i e s  has  a l s o  been l i m i t e d  by one of t h e  t r a d i t i o n a l  problems 

and c r i t i c i s m s  l eve l ed  a g a i n s t  r egu la to ry  p r a c t i c e .  I n  t h e  case  of Alaska 

' r e g u l a t o r y  l a g '  ha s  had p a r t i c u l a r l y  s e v e r e  consequences. 

Alascom was r equ i r ed  t o  upgrade t h e  t e c h n i c a l  c a p a c i t y  of t h e  t e l e -  

communications system it  i n h e r i t e d  a s  one of t h e  cond i t i ons  of its l i c e n s e  

t o  provide  s e r v i c e s .  Decis ions a s  t o  system des ign  could impose c o n s t r a i n t s  

on t h e  f u t u r e  c o s t s  of development of telecommunications i n  Alaska were made 

wi thout  f u l l  assessment by t h e  r e g u l a t o r y  agency. I n t e r i m  o r d e r s  allowed 

c o s t l y  and expensive investment  by t h e  c a r r i e r  i n  t h e  i n i t i a l  yea r s  of 

ope ra t ion .  These i n t e r i m  o r d e r s  were given be fo re  d e c i s i o n s  a s  t o  po l i cy  

and d e t a i l e d  examination of p l ans  and development p r i o r i t i e s  could be 

completed. Although s u b s t a n t i a l  changes i n  many of Alascom's i n i t i a l  

p roposa ls  were r equ i r ed ,  t h e r e  has been a  cont inuing  problem of being forced 

t o  make p o l i c y  p o s i t i o n s  conform t o  what has  a l r e a d y  been i r r evocab ly ,  

implemented by Alascom under t h e  i n t e r i m  o rde r .  

D i r e c t  i n t e r v e n t i o n  i n  Alascom co rpora t e  decision-making by t h e  RCA 

Corporat ion is  l i m i t e d  by l e g a l  r e s t r u c t i o n s  a s  we l l .  The c o n t r a c t  f o r  s a l e  

of t h e  ACS conta ined  a n t i - t r u s t  provisions.35 These p recau t ions  se rve  a s  a  

, p o s s i b l e  means of moderating c a r r i e r  d e c i s i o n s  based s o l e l y  on t r a d i t i o n a l  

economic c r i t e r i a  governing investment  p r i o r i t i e s .  However, Alascom's 

d e c i s i o n s  con t inue  t o  c o n s t r a i n  t h e  p o s s i b i l i t i e s  and a l t e r n a t i v e s  f o r  t he  

f u t u r e  development of telecommunications i n  Alaska. Alascom remains p r imar i ly  

concerned w i t h  p r o f i t a b i l i t y ,  as de f ined  by i t s  pa ren t  co rpo ra t ion  i n  the  

s h o r t  t e r m ,  r a t h e r  than  w i t h  t h e  long-term development of  t h e  Alaska t e l e -  

communications indus t ry .  Given t h e s e  p r i o r i t i e s  t h e  Corpora t ion ' s  i ncen t ive  

t o  i n i t i a t e  s u b s i d i e s  t o  promote development can be  expected t o  be extremely 



l i m i t e d .  

2.  Local  Exchange Companies i n  Alaska 3 6 

Local exchange te lephone  s e r v i c e  is provided i n  Alaska by 21  i n d i v i d u a l  

companies r ang ing  i n  s i z e  from those  provid ing  s e r v i c e  i n  s i n g l e  l a r g e  

popula t ion  c e n t r e s ,  t hose  provid ing  s e r v i c e  i n  s e v e r a l  s c a t t e r e d  communities, 

and f i n a l l y ,  t h o s e  which provide  exchange s e r v i c e  i n  a  s i n g l e  s m a l l  community. 

The l e v e l  and q u a l i t y  of s e r v i c e  is condi t ioned  n o t  on ly  by t h e  demographic 

c h a r a c t e r i s t i c s  of t h e  a r e a s  t h e  companies s e rve ,  bu t  a l s o  by co rpo ra t e  

s t r u c t u r e .  Ownership c h a r a c t e r i s t i c s  a f f e c t  t h e  a b i l i t y  of t h e s e  c a r r i e r s  t o  

main ta in  minimum revenue l e v e l s  t h a t  a r e  necessary  f o r  cont inued ope ra t ion .  

The v a r i a b i l i t y  of c o r p o r a t e  s t r u c t u r e  among Alaska ' s  independent 

te lephone companies makes it d i f f i c u l t  t o  make g e n e r a l i z a t i o n s  about t h e i r  

a b i l i t y  t o  p a r t i c i p a t e  i n  t h e  s t a t ewide  telecommunications development 

process .  A gene ra l  overview provides  an  i n d i c a t i o n  as t o  t h e  e x t e n t  t h a t  

t h i s  s t r u c t u r a l  arrangement is conducive t o  implementing communications 

po l i cy  ob j e c  t i v e s  . 
The l a r g e r ,  economically s t a b l e  independent c a r r i e r s  were e s t a b l i s h e d  by 

municipal governments i n  Alaska 's  few l a r g e  popula t ion  c e n t r e s  p r i o r  t o  

. Alascom's e n t r y  i n t o  t h e  market.  Together t h e s e  te lephone  systems i n  -. 

Anchorage, Fa i rbanks ,  Ketchikan, and Cordova today provide  more than 70% 

of t h e  te lephones  i n  t h e  s t a t e .  3 7 

The municipal  co rpo ra t e  form is d i s t i n g u i s h a b l e  from o t h e r s  w i th  r e s p e c t  

t o  acces s  t o  c a p i t a l ,  management s t r u c t u r e ,  and r e g u l a t i o n .  Municipal systems 

a r e  r egu la t ed  by Municipal Pub l i c  U t i l i t y  Boards. Where t h e s e  have ceased 

t o  func t ion  they  a r e  r egu la t ed  d i r e c t l y  by C i t y  Counci l lors .  The APUC has  

no j u r i s d i c t i o n  over  t h e  p o l i c i e s  and p r a c t i c e s  of  t h e  te lephone companies 



which supply s e r v i c e  t o  t he  l a r g e s t  percentage  of  t h e  Alaskan popula t ion  

(excluding Anchorage). This  has  r e s u l t e d  i n  a  s i t u a t i o n  where it is 

d i f f i c u l t  t o  i n t roduce  an  e f f e c t i v e  arrangement f o r  c ross -subs id ies  of r u r a l  

a r e a s  by l u c r a t i v e  urban exchange a r e a s .  Municipal  te lephone  companies have 

shown no i n t e r e s t  i n  expanding s e r v i c e  o t h e r  t han  beyond immediate boundaries ,  

t o  communities l o c a t e d  i n  surrounding r eg ions .  I n  t h i s  sense ,  t h e  fragmented 

Alaska telecommunications i n s t i t u t i o n a l  s t r u c t u r e  has  con t r ibu ted  t o  t h e  

d i f f i c u l t i e s  f a c i n g  a t tempts  t o  implement coord ina ted  planning of t e l e -  

cpmmunications expansion. The i n t e r e s t s  of t h e  l a r g e s t  group i n  t he  i n d u s t r y  

a t  t h e  l o c a l  l e v e l  a r e  d i s t i n c t l y  i n  c o n f l i c t  wi th  t h i s  po l icy .  

There a r e  t h r e e  o the r  forms of c o r p o r a t e  ownership t h a t  predominate i n  

Alaska. The most s eve re  f i n a n c i a l  problems are faced by companies opera ted  

by i n d i v i d u a l  p r i v a t e  family i n t e r e s t s .  These a r e  l e a s t  l i k e l y  t o  engage i n  

expansion beyond t h e  communities they  p r e s e n t l y  s e r v e  and may become l e s s  

economically v i a b l e  i n  t he  f u t u r e .  I n  most ca ses ,  they a r e  opera ted  a s  a 

component of a  fami ly  bus iness  which a c t s  a s  t h e  only  source  of  c a p i t a l  a s i d e  

from revenues. The ope ra t ing  philosophy of t h e  m a j o r i t y  of owners i s  

cha rac t e r i zed  by a  s t r o n g  d e s i r e  t o  ma in t a in  ' independencef and s e l f -  

s u f f i c i e n c y  from government agencies .  Unfor tuna te ly ,  they  f a i l  t o  recognize  

t h e  s e v e r e  f i n a n c i a l  p e n a l t i e s  t h a t  Alascom has  been i n  a  p o s i t i o n  t o  impose 

on them. Despi te  t h i s ,  they r e j e c t  involvement i n  government-sponsored 

f i n a n c i a l  programmes t h a t  could i n c r e a s e  t h e i r  s t r e n g t h .  

For t h e  most p a r t ,  t he se  smal l  companies were e s t a b l i s h e d  i n  t h e  1950 ' s  

i n  response t o  t h e  need f o r  te lephone s e r v i c e  perce ived  by a  l o c a l  r e s i d e n t  

o r  bus iness .  The smal l  s c a l e  of t h e  o p e r a t i o n s  provided l i t t l e  i n c e n t i v e  f o r  

takeover  by o t h e r  expanding c a r r i e r s .  These companies a r e  probably among 

those  which, under a  r eg iona l  o r  monopoly s t r u c t u r a l  arrangement,  would be  



subs id i zed  by l a r g e r  exchanges. Again, t h e  h i s t o r i c a l  development of t h e  

telecommunications indus t ry  a t  the  l o c a l  l e v e l  i n  Alaska has  made i t  

extremely d i f f i c u l t  t o  implement s t a t e w i d e  p lanning  s t r a t e g i e s .  

The s i n g l e  except ion  t o  t h e  con t inu ing  f i n a n c i a l  d i f f i c u l t i e s  

experienced by privately-owned l o c a l  companies has  been the  ~ n t e r i o r  Telephone 

Company. Es t ab l i shed  i n  1968 t o  provide  s e r v i c e  i n  two smal l  communities, 

it soon began t o  experience f i n a n c i a l  problems and i t s  s e r v i c e  q u a l i t y  began 

t o  d e c l i n e .  An APUC i n v e s t i g a t i o n  i n  1972 ordered  i t  t o  update  i t s  f a c i l i t i e s  

and improve its f i n a n c i a l  p o s i t i o n  o r  r i s k  l o s s  of i ts  l i c e n s e .  The company 

began an  a g g r e s s i v e  programme of  expansion seek ing  ou t  f e d e r a l  f inanc ing .  

App l i ca t ions  w e r e  submit ted f o r  c e r t i f i c a t i o n  i n  s e v e r a l  d i spe r sed  r eg ions  

i n  t h e  S t a t e  t ak ing  advantage of s a t e l l i t e  f a c i l i t i e s  i n  each community. The 

premise under ly ing  t h i s  company's a c t i v i t i e s  has  been t h a t  increased  revenues 

and d i s t r i b u t i o n  of c o s t s  among a  l a r g e r  number of s u b s c r i b e r s  may provide  

i t  wi th  s u f f i c i e n t  advantages of s i z e  t o  achieve  economic s t a b i l i t y .  However, 

expansion h a s  been made p o s s i b l e  only fo l lowing  an  a c t i v e  p u r s u i t  of c a p i t a l  

and submission t o  t h e  cond i t i ons  imposed by t h e  f e d e r a l . f i n a n c i n g  agency. 

More r e c e n t l y ,  t h e  company encountered f i n a n c i a l  problems which combined wi th  

a  withdrawal  of f e d e r a l  f i n a n c i a l  suppor t  has  r e s t r i c t e d  i t s  development 

, a c t i v i t i e s .  The b e n e f i t s  and d isadvantages  of a dependency on f e d e r a l l y  

subs id i zed  investment  c a p i t a l  a r e  examined i n  more d e t a i l  i n  Chapter V I I I .  

Another form of  co rpo ra t e  ownership is  r ep resen ted  by t h e  systems 

opera ted  by s u b s i d i a r i e s  of l a r g e  te lephone  companies l o c a t e d  i n  t h e  Lower 48 

S t a t e s .  General  Telephone and E l e c t r i c  and Con t inen ta l  Telephone own t h r e e  

companies which provide  s e r v i c e  i n  s e v e r a l  communities. These companies were 

e s t a b l i s h e d  through a  s e r i e s  of takeovers  of exchanges opera ted  by i n d i v i d u a l  

s i n g l e  exchange companies i n  a number of communities. I n  terms of  a s t a t e -  
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wide telecommunications system p e r s p e c t i v e ,  t h e r e  a r e  s e v e r a l  disadvantages.  

A s  management dec i s ions  a r e  made o u t s i d e  t h e  S t a t e ,  i t  i s  d i f f i c u l t  f o r  l o c a l  

management t o  remain respons ive  t o  Alaska 's  problems and condi t ions .  These 

companies a r e  not  i n t e r e s t e d  i n  s e r v i c e  expansion t o  remote and r u r a l  

communities i n  t h e  S t a t e .  The p o s s i b i l i t y  of c ros s - subs id i za t ion  r e s u l t i n g  

i n  reduced p r o f i t  margins r e q u i r e d  by t h e  pa ren t  companies provides  l i t t l e  

i ncen t ive .  Here, a s  i n  t h e  o t h e r  two c a s e s ,  t h e r e  is no e x i s t i n g  i n c e n t i v e  

f o r  c a r r i e r s  ope ra t ing  l o c a l  exchanges t o  expand beyond t h e i r  p re sen t  

ope ra t ion .  

The f i n a l  co rpo ra t e  form is t h e  coope ra t ive  which w i l l  be important  i f  

t h e  S t a t e ' s  o b j e c t i v e s  f o r  expansion a r e  t o  be  implemented. The coopera t ive  

has rece ived  widespread acceptance  i n  Alaska as a means of provid ing  community 

s e r v i c e s .  I n  p a r t i c u l a r ,  t h e  r u r a l  e l e c t r i c i t y  s e r v i c e s  have been provided 

by coope ra t ives  f o r  some t i m e .  The e l e c t r i c i t y  coopera t ive  i s  an  a l t e r n a t i v e  

o r g a n i z a t i o n a l  form which was spawned i n  a n  a t t empt  t o  ensure  t h a t  e s s e n t i a l  

s e r v i c e s  were a v a i l a b l e  i n  sma l l  communities. 

The Alaska Vi l l age  E l e c t r i c  Cooperat ive (AvEC) was formed i n  1968 and 

rece ived  deb t  f i nanc ing  from t h e  Rura l  E l e c t r i f i c a t i o n  Adminis t ra t ion  (REA). 

It is a n  o rgan iza t ion  which h a s  a t tempted  t o  ma in t a in  a  low ope ra t ing  budget  

and has  succeeded i n  b r ing ing  e l e c t r i c  power t o  48 v i l l a g e s  t h a t  were pre- 

v ious ly  unable  t o  a t t r a c t  t h e  i n t e r e s t  of p r i v a t e  u t i l i t i e s .  

The coope ra t ive  movement r ep re sen ted  an i m p l i c i t  acknowledgement t h a t  

some form of subs idy  would b e  r e q u i r e d  t o  ensure  t h a t ,  d e s p i t e  h igh  c o s t s ,  

remote communities would b e  ensured acces s  t o  s e r v i c e s .  Unfortunately,  t h e  

Organi'zation has  experienced many problems which have been a t t r i b u t e d  almost 

e n t i r e l y  t o  a l a c k  of experienced management r a t h e r  than  t o  t h e  n a t u r e  of t h e  

o r g a n i z a t i o n a l  form. 3 8 



Idea l ly ,  the  advantage of the  cooperat ive i s  t h a t  i t  al lows f o r  a higher 

degree of managerial autonomy and should be more responsive t o  the  need t o  

place the  extens ion of telecommunications throughout Alaska a s  a h igher  

p r i o r i t y  than inc reas ing  p r o f i t  margins. However, i n  r e a l i t y ,  u n t i l  the  

emergence of f e d e r a l l y  sponsored f i n a n c i a l  a s s i s t ance ,  most coopera t ives  

behaved s i m i l a r l y  t o  o t h e r  Alaskan independents by demonstrating a re luc tance  

t o  expand se rv ice .  The emergence of s a t e l l i t e  technology a s  a v i a b l e  
P 

a l t e r n a t i v e  t o  t e r r e s t r i a l  land l i n e s  and t h e  a v a i l a b i l i t y  of low i n t e r e s t  

investment c a p i t a l  has been taken advantage of by an inc reas ing  number of 

cooperat ives which have developed plans  t o  provide reg iona l  telephone se rv ice .  

The cooperat ives have a l s o  been responsib le  f o r  br inging . s e v e r a l  i s s u e s  t h a t  

have delayed s ta tewide  telecommunications development t o  t h e  a t t e n t i o n  of the  

regulatory commissions, 

Table 11 presen t s  information concerning the  l o c a l  exchange telephone 

companies t h a t  opera te  i n  Alaska. It i s  c l e a r  t h a t  the  privately-owned 

companies a r e  the  smal l e s t  n o t  only i n  terms of t o t a l  telephones,  bu t  a l s o  by 

t o t a l  revenues and opera t ing  income. I n  con t ras t ,  t he  d a t a  f o r  t h e  municipal 

and s u b s i d i a r i e s  of holding companies tends t o  present  a d i s t - i n c t l y  more 

heal thy f i n a n c i a l  p i c t u r e .  Among t h e  cooperat ives,  Matanuska, Copper Valley, 

. and OTZ have a c t i v e l y  sought f i n a n c i a l  a s s i s t a n c e  and appear t o  have the  most 

op t imis t i c  f u t u r e .  ~ h &  evidence would seem t o  i n d i c a t e  t h a t  f i n a n c i a l  a s s i s t -  

ance and/or m u l t i p l e  exchange s e r v i c e  a r e  two of the  more important  f a c t o r s  

tha t  enhance t h e  economic v i a b i l i t y  of Alaska's telephone induStry. They 

Should be considered i n  r e l a t i o n  t o  t h e  implementation of ~ l a s k a ' s  t e l e -  

communications pol icy  ob jec t ives ,  f o r  companies serving l o c a t i o n s  o u t s i d e  the  

urban a reas  served by the  municipal u t i l i t i e s .  



Table 11 

ALASKA LOCAL EXCHANGE TELECOMMUNICATIONS CARRIERS: 1976 

Revenues Total Operating Operating Number of 
Total % . % Revenues Expenses Income (pretax) Communities 

Corporate Form Telephones Local Toll ' (000) l1 (000) (000) Served 

Municipal Utilities 

Anchorage 115,242 
Fairbanks 32,000 
Ketchikan 7,500 
Cordova 790 

Holding Company Subsidiary 

Glacier State 
Juneau/Douglas 
General 
Sitka/Southeastern 
National 

Private Companies 

Interior 
GAB 
Yukon 
Whittier 
Bush Tel 
Mukluk 
Bettles 

2 / 

Cooperatives 

Matanuska 
Copper Valley 
OTZ 
Nushagak 
Bristol Bay 

TOTAL (estimate) 

Source: 1976 Annual Financial Reports; Information 
W.H. Melody, Telecommunications in Alaska, 

filed with the APUC; Data originally reported in 
1978, Tables 5 & 6. 
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Appl ica t ions  f o r  c e r t i f i c a t e s  t o  extend t h e  s e r v i c e  r eg ions  of l o c a l  

c a r r i e r s  have forced t h e  APUC t o  make case-by-case r u l i n g s  i n  t h e  absence of 

c l e a r l y  e s t a b l i s h e d  po l i cy  concerning t h e  most advantageous s t r u c t u r e  of t h e  

telecommunications indus t ry  i n  Alaska. The j u r i s d i c t i o n  of  t h e  APUC was 

expanded i n  1970 t o  i nc lude  r e g u l a t i o n  of t h e  i n t r a - s t a t e  a c t i v i t i e s  of t h e  

new long  d i s t a n c e  c a r r i e r  a s  w e l l  as con t inu ing  r e g u l a t i o n  of  Alaska 's  

independent l o c a l  telecommunications  carrier^.^' Although t h e  scope of t h e  
1 

APUC'S r egu la to ry  a c t i v i t i e s  expanded over  t h e  yea r s ,  i t  seems t o  have been 

occupied wi th  case-by-case c o n s i d e r a t i o n  of fragmented a s p e c t s  of broad 

p l i c y  problems. P o l i c i e s  must be developed and problems reso lved  i f  t h e  

regula tory  agency is  t o  provide  d i r e c t i o n  f o r  telecommunications development 

i n  t h e  S t a t e .  

I n t e r - r e l a t e d  i s s u e s  t h a t  have a bea r ing  on a l l o c a t i o n  of c o s t  respons i -  

b i l i t y  p a r t i c u l a r l y  wi th  regard  t o  development planning i n  r u r h l  a r e a s  have 

not been addressed.  Decis ions r e l a t e d  t o  cos t / revenue  r e l a t i o n s h i p s  between 

l o c a l  companies and Alascom, c e r t i f i c a t i o n  of c a r r i e r s  maximizing p o t e n t i a l  

f o r  f i n a n c i a l  v i a b i l i t y ,  Alascom's p r a c t i c e s  f o r  f u r n i s h i n g  telecommunications 

capac i ty  t o  l o c a l  c a r r i e r s ,  e t c . ,  have been made on a company-by-company b a s i s  

This h a s  i nc reased  t h e  problems faced by c a r r i e r s  which might cons ide r  provid- 

ing s e r v i c e  i n  r u r a l  a r eas .  Lack-of a c o n s i s t e n t  po l i cy  framework des igned l ; t o  

encourage telecommunications expansion i n  t h e  S t a t e  p l aces  a cont inuing  

l i m i t a t i o n  on i n c e n t i v e s  t o  which e x i s t i n g  o r  new i n s t i t u t i o n s  can respond. 

The APUC c e r t a i n l y  has had an  impact on t h e  d i r e c t i o n  and pace of  

telecommunications development, b u t  i ts  powers t o  e s t a b l i s h  broad en fo rceab le  

Pol icy d i r e c t i v e s  have been l i m i t e d .  I n  p a r t ,  t h i s  has  happened because of  

the Alaska c o u r t ' s  f a i l u r e  t o  uphold t h e  APUC'S dec is ions .40  Since t h e  APUC'S 

f ind ings  were no t  upheld i n  t h e  con tex t  of  a narrow d e f i n i t i o n  of i t s  d u t i e s ,  
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i . e . ,  de te rmina t ion  of " j u s t  and reasonable  r a t e s " ,  i t  is  no t  s u r p r i s i n g  

t h a t  t h e  Commission has  not  ventured  i n t o  t h e  a r e a  of gene ra l  p o l i c y  formula- 

t i o n  and enforcement. Ad hoc c o n s i d e r a t i o n  of  i s s u e s  a t  t h e  behes t  of 

i ndus t ry  have been t h e  norm. The r e g u l a t o r y  agency has  n o t  provided a ' v e n u e  

f o r  cons ider ing  i s s u e s  t h a t  would promote i n t e r n a l  s u b s i d i e s  of t h e  c o s t s  

of telecommunications s e r v i c e  i n  r u r a l  a r e a s ,  o r  o t h e r  forms of i n t e r -  

i ndus t ry  i n c e n t i v e s  f o r  expansion. 

1 

C. Analysis  

CNT's Northwest telecommunications d i v i s i o n  i s  h e a v i l y  i n f luenced  by 

demands made on it a t  h ighe r  l e v e l s  i n  t h e  o r g a n i z a t i o n a l  s t r u c t u r e .  Its 

ope ra t ing  p o l i c i e s  and c r i t e r i a  f o r  a s s e s s i n g  t h e  economic v i a b i l i t y  of 

investment d e c i s i o n s  r e f l e c t  i t s  concern f o r  ope ra t ing  accord ing  t o  

conse rva t ive  economic c r i t e r i a  of t h e  p r i v a t e  market.  The l a r g e r  CNR 

System r e q u i r e s  i t  t o  o p e r a t e  i n  a  commercial manner. Although CNT is p a r t  

of a  government-owned co rpora t ion  which might suggest ,  t h a t  t o  some degree  

i ts  ope ra t ion  and management d e c i s i o n s  would b e  basdd on c r i t e r i a  o t h e r  than 

a  narrow i n t e r p r e t a t i o n  of economic e f f i c i e n c y ,  t h i s  is n o t  t h e  ca se .  CNT 

investment p o l i c i e s  f o r  its compet i t ive  s e r v i c e s  a r e  d i r e c t e d  by c r i t e r i a  

t h a t  enable  it t o  compete on a n  e q u i t a b l e  b a s i s  w i th  p r i v a t e  s e c t o r  organiza- '  

ti on^.^^ A s  CNTrs nor thwes t  d i v i s i o n  c o n t r i b u t e s  t o  t h e  o v e r a l l  e f f i c i e n c y  

of t h e  CNR System it is a l s o  o r i e n t e d  toward ma in t a in ing  e f f i c i e n t  low r i s k  

bus iness  p r a c t i c e s .  Na t iona l  telecommunications p o l i c y  implementation is 

seen  t o  be  s t r i c t l y  t h e  bus ines s  of government and i s  a t t r a c t i v e  t o  CNT 

only when it can  be  found t o  b e  i n  i ts  own economic s e l f - i n t e r e s t .  Although 

CNT Northwest s e r v i c e s  a r e  no t  o f f e r e d  i n  compet i t ion  w i t h  t h e  p r i v a t e  s e c t o r  

and a r e  faced w i t h  unique no r the rn  cond i t i ons ,  t h e  company con t inues  t o  fo l low 



the same policies 

CNT's policy 

as the rest of the CNR System. 

is that unless revenues can be guaranteed to cover costs, 

generating what the corporation considers to be an adequate return on invest- 

ment, service will not be expanded or upgraded. Table 12 indicates that to 

date, CNT's total capital investment in the Northwest is over $100 million. 

This includes private line, date, public message and public telephone service. 

Of this total more than eight million dollars were classified as financial 

assistance in 1977 alqne. It is through contributions or subsidies that 

government and industry have influenced CNT planning, expansion and telecommu- 

nications development policies. Where regulation failed to ensure government 

communications policy implementation, financial assistance from industry and 

government was used to promote development. The disparities in telecommuni- 

cations services in the Northwest indicate that all northerners did not 

benefit from these subsidies. 

Yearly appropriations to CNT for those limited situations where formal 

contracts were entered into between CNT and the federal government are avail- 

able from the Public Accounts of Canada. These represent isolated instances 

and do not provide an adequate picture of the extent of the subsidies that 

CNT has received. The Financial Statements for Crown Corporations that are 

available list loans, advances, and grants to the CNR System as a whole, 

but provide no detailed information for divisions such as CNT. The majority 

of subsidies that CNT has received cannot be traced through financial 

information that is publically available. It is not possible to identify 

the services or locations that received the benefits of these direct subsi- 

dies. Nor is it possible to determine whether appropriations were made for 

construction and/or operating costs. In most cases, information provided by 

CNT and government agencies prevents documentation of the extent that out- 

lying areas received benefits from government subsidies. 



CANADIAN NATIONAL TELECOMMUNICATIONS - NORTHWEST DIVISION 

CAPITAL INVESTMENT I N  PLANT 

GRANTS AND DONATIONS 

1971, 1977 

( m i l l  ion)  

Table 12 

Outside P l a n t  

I n s i d e  P lan t  

Vehicles/Work Equipment 

Radio and Microwave 

Buildings 

Grande P r a i r i e  - 
Alaska Microwave 

Trosposheric  S c a t t e r  

TOTAL INVESTMENT 

TOTAL DEPRECIATION 

Grants 

Source: CNT Statement CNT-B, CRTC CNT Northwest Rate Hearing, 1977; 
Bruce, D.W. "The Development of CNT i n  Northwest Canada," 
Toronto, 1978. 



In Alaska, major constraints to development of an accessible statewide 

telecommunications system have been imposed by Alascom. The company estab- 

lishes policies and practices which increase the difficulties experienced by 

the local carriers. Alascom's policies have affected all issues concerning 

the long-term development of the Staters telecommunications network andL 

specifically, the expansion and improvement of services in rural areas. The 

major carrier's policies are in conflict with the stated objectives of State 

and federal governments. 

The decision-making autonomy of Alascom is as open to question as that 

of CNT's northwest division even though the formal institutional arrange- 

ments are distinctly different. Like CNT, Alascom is required to have its 

annual business plan and all its major capital programmes approved by the 

RCA Corporation. It is also reliant on the holding company's expertise in 

technical and legal matters which further prevents decisions from reflecting 

the particular conditions of Alaska. 

It is clear that Alascom is primarily accountable 
to its parent and owner, RCA Corp. and that the 
profit and other standards imposed by RCA are those 
to which Alascom responds. If the structure of the 
Alascom/RCA Corp. relationship is not changed, the . 
future is likely to bring continuing conflict and 
disagreement between the State's telecommunications 
policy authorities and Alascom. 42 

The extent of this conflict and the similareone that apparently'exists - 

in the Canadian context is examined in further detail as it relates to the 

narrower issue of service extension to remote and rural areas in Chapters 

VII and VIII. Recognition of the strength of this conflict has encouraged 

the development of a web of institutions and procedures within the government 

organizational hierarchy in the United States and Canada. These agencies 

U 2 



have been created ostensibly to provide vehicles for intervention and 

retention of a degree of control over decisions affecting telecommunications 

and development within Alaska and Northwest Canada. 

The dichotomy, suggested above between government interests and those of 

the telecommunications industry in Northwest Canada and Alaska, will be shown 

to be less one of government versus industry and more closely related to the 

nature of the priorities established by both sectors through their acceptance 

of economic criteria reflecting priorities for telecommunications develop- 

ment that are linked to broader social, political and economic policies for 

development in these regions. 

Chapters VII and VIII examine the effectiveness of the Canadian and 

American governments' intervention in the telecommunications development 

process where subsidies have been intended to implement telecommunications 

policy objectives. 
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CHAPTER VI 

IMPLEMENTING GOVERNMENT SUBSIDIES: ALTERNATIVE METHODS 

The preceding chapters (Chapters I11 and IV) have documented changes in 

priorities and objectives concerning the development of telecommunications 

services in Northwest Canada and Alaska. Over the past decade statements 

regarding northern development policy in Canada and the United States have 

indicated an increased concern for the 'quality' of political, social, 

cultural and economic life for northern and, in particular, northern Native 

people. In this context, the commitment on the part of government agencies, 

departments, and regulatory commissions responsible for telecommunications 

planning and policy implementation to promote the development of basic tele- 

communications services throughout these areas has appeared to increase. 

Policy statements have reflected a concern that services should be available 

in response to the needs and demands of northern residents, and at the level 

and quality available in southern regions of both countries. 

The analysis of the institutional structure of the telecomnunications 

industries in Northwest Canada and Alaska (Chapter V) indicated that incent- 

ives bias decisions affecting the allocation of financial resources in 

accordance with objectives and priorities established by the parent corpora- 

tions. A continuing disparity in the availability of basic telecommunications 

services results from industry adherence to criteria that reflect acceptable 

cost/revenue relationships based on criteria drawn from experience under less 

atremi and less variable conditions in Southern Canada and the Lower 48 

States. Combined with incentives to operate ' ef ficientl~' and profitably, 
1 the telecommunications industries are not responsive to the need to encourage 

1 



full implementation 

In many remote 

144 

of national telecommunications policy objectives. 

areas of Northwest Canada and Alaska, special demographic 

&aracteristics have been judged by the telecommunications industries to 

require an unjustified extension of internal subsidies. Consequently, the 

ljkelihood that service development will be judged uneconomical has been 

increased. The level and quality of service provided in many locations has 

tended to be inferior as compared to national standards or services have not 

been extended at all. 

The telecommunications industry in both Canada and the United States is 

replete with subsidies between and within service classes and carriers. The 

extent and beneficiaries of these subsidies is often difficult to discern. 

Limited internal subsidies are believed to contribute to the efficient 

operation of the industry. Subsidies between geographic areas within 

classes of service are commonplace. However, they have rarely been extended 

by privately-owned carriers to remote or rural areas where the revenues 

generated, in aggregate, fail to cover the costs of service. The same 

problem exists with respect to the particular case of the publically-owned 

carrier in Northwest Canada. 

The allocation of financial resources for the development of tele- 

, communications services is not dependent solely on criteria determined by 

the industry. Different levels of government in Canada and the United 

States have intervened in the decision-making process in order to implement 

telecommunications policy objectives. The subsidy methods which have been 

adopted have taken a number of different forms. However, the intent has 

generally been similar in that they have been used to achieve a modification 

in the criteria used as a basis for allocating financial resources 

that promotes the provision of telecommunications services to meet 

in a way 

policy 



ob jec t ives .  

By d e f i n i n g  s u b s i d i e s  i n  terms of changes i n  t h e  a l l o c a t i o n  of f i n a n c i a l  

resources  t h a t  would not  have occurred  i n  t h e  absence of government i n t e r -  

vent ion,  a  range of subsidy methods can  be  considered a s  p o t e n t i a l  means of 

implementing changing po l i cy  o b j e c t i v e s .  Th i s  d e f i n i t i o n  r e p r e s e n t s  a 

depa r tu re  from t h e  usua l  d e f i n i t i o n  of s u b s i d i e s  i n  t h a t  i t  i s  more i n c l u s i v e .  

Recent s t u d i e s  of s u b s i d i e s  i n  t h e  economics l i t e r a t u r e  have tended t o  

r e s t r i c t  t h e  u s e  of t h e  concept i n  o r d e r  t o  ach ieve  g r e a t e r  ' a n a l y t i c a l  

c l a r i t y ' .  A s e r i e s  of s t u d i e s  (1972-1975), c a r r i e d  ou t  by t h e  J o i n t  Economic 

Committee of t h e  U.S. Congressional  Subcornmitee on P r i o r i t i e s  and Economy i n  

1 
Government , were addressed t o  d e f i n i n g  t h e  s u b j e c t  a r e a  and examining t h e  

c o s t s  of subs idy  programmes i n  a number o f  s e c t o r s  of t h e  American economy. 
2 

After  an e x t e n s i v e  review of t h e  l i t e r a t u r e ,  i t  was concluded t h a t  s u b s i d i e s  

should be  de f ined  by t h e  form of income t r a n s f e r  i n i t i a t e d  by t h e  government 

between t h e  p u b l i c  and t h e  p r i v a t e  s e c t o r  o r  w i t h i n  t h e  p r i v a t e  s e c t o r .  The 

o b j e c t i v e  being: 

most u sua l ly  t h e  supply ing  t o  a  g e n e r a l  market a 
product  o r  s e r v i c e  which would b e  supp l i ed  i n  a s  
g r e a t  a  q u a n t i t y  only  a t  a h i g h e r  p r i c e  i n  t h e  
absence of t h e  payment. 3 

Subs id ies  were r e s t r i c t e d  t o  forms of government i n t e r v e n t i o n  t h a t  modify< 
I 

t h e  a l l o c a t i o n  of resources  i n  t h e  p r i v a t e  market.  This  excludes s u b s i d i e s  (, 
r e s u l t i n g  from government a c t i v i t i e s  t h a t  p a r t i a l l y  o r  completely abandon 

t h e  p r i v a t e  market a s  a  means of a l l o c a t i n g  r e sou rces .  Furthermore, t h e  

emphasis has  been placed on t h e  form o r  t ype  of subs idy  and i ts  impact, 

r a t h e r  than on a comprehensive a n a l y s i s  of  s u b s i d i e s  5n r e l a t i o n  t o  po l i cy  

ob jec t ives  w i t h i n  a n  i n s t i t u t i o n a l  c o n t e x t .  Because of t h e  h i s t o r i c a l  



to provide services in communications, transportation, and energy 

sectors of the economy, a broader definition of the concept of a subsidy 

has been adopted. 

The following section provides a brief review of the basic kinds of 

subsidy methods that have been employed in Canada and the United States to 

promote telecommunications development in Northwest Canada and Alaska. Almost 

all detailed subsidy programmes fall into one of the following general 

classifications. 

A. The Regulatory Process and Internal Subsidies for Telecommunications 

Development 

The regulatory process is generally ,conceived as .an imposition 

of government control over the decision process that would have occurred if 

privately-owned telecommunications carriers responded only to market 

influences. Trebing has described regulation as a method of reallocating 

resources which: 

... involves an attempt to impose social judgements 
and goals upon existing market judgements and goals 
insofar as the actions of persons, firms, individuals 
are concerned...Government regulation is premised on 
the belief that no foreseeable or practicable re- 
structuring of the relevant markets will establish 
compatibility of interests between society and the 
market without imposing unacceptable burdens on the 
former... 4 

If the regulatory process is to be used as an effective means of implementing 

Policy objectives, it is necessary to assume that regulatory commissions can 

impose or enforce criteria to be used in decisions to allocate financial 
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resources t h a t  r e f l e c t  those  po l i cy  o b j e c t i v e s  and p r i o r i t i e s .  

Given t h i s  assumption, t h e  government can  modify d e c i s i o n s  t h a t  a f f e c t  

the  development of telecommunications s e r v i c e s .  This  can be  done by ensur ing  

t h a t  t h e  boundar ies  of  i n t e r n a l  s u b s i d i e s  a r e  extended t o  ensu re  t h a t  

& f i c i e n t  f i n a n c i a l  r e sou rces  a r e  a l l o c a t e d  t o  provide  s e r v i c e s  under 

condi t ions  t h a t  would no t  be  accep tab le  t o  t h e  telecommunications i n d u s t r y  

on t h e  b a s i s  of t r a d i t i o n a l  economic c r i t e r i a  f o r  e v a l u a t i n g  p r o f i t a b i l i t y .  

By manipula t ing  c o s t  a l l o c a t i o n  procedures  and r a t e  s t r u c t u r e s ,  i t  is 

p o s s i b l e  t o  i n t r o d u c e  s u b s i d i e s  t h a t  r e s u l t  i n  a more e q u i t a b l e  d i s t r i b u t i o n  

of s e r v i c e s  r e g a r d l e s s  of  c o s t  v a r i a t i o n s  between geographic a r e a s .  The 

c o s t s  of s e r v i c e  i n  h igh  cos t / low revenue a r e a s  can be  borne e i t h e r  by u s e r s  

i n  t h e  same s e r v i c e  c l a s s  o r  ano the r .  Assuming t h a t  t h e  r e g u l a t o r y  process  

provides t h e  governmenc wi th  e f f e c t i v e  c o n t r o l  over  co rpo ra t e  d e c i s i o n s ,  

changes i n  cos t / revenue  r e l a t i o n s h i p s  can b e  achieved t h a t  provide  a n  incent -  

ive  t o  c a r r i e r s  t o  provide  telecommunications s e r v i c e s  i n  uneconomic a r e a s .  

I n  o r d e r  t o  implement s u b s i d i e s  through t h e  r e g u l a t o r y  p roces s  t h e  

government can  o r d e r  t h e  telecommunications i n d u s t r y  t o  provide  s e r v i c e s  a s  

t h e  p r i c e  f o r  a monopoly f r anch i se .  It can a l s o  encourage i n t e r - i n d u s t r y  

e g o t i a t i o n s  t o  a l l o c a t e  t h e  c o s t s  of s e r v i c e  t o  o t h e r  p o r t i o n s  of t h e  t e l e -  

ommunications network. However, t h e  e x t e n t  t o  which e x p l i c i t  s u b s i d i e s  can 

encouraged w i t h i n  t h e  r e g u l a t o r y  process  i s  l i m i t e d  by economic and p o l i t -  

c a l  f a c t o r s .  O v e r a l l  r a t e  l e v e l s  must ensu re  t h a t  t o t a l  revenues a r e  

s u f f i c i e n t  t o  meet t h e  i n d u s t r y ' s  t o t a l  revenue requirement  which i s  i t s e l f  

a highly  s u b j e c t i v e  de te rmina t ion .  Furthermore, i n d i v i d u a l  r a t e s  w i t h i n  

the r a t e  s t r u c t u r e  must remain ' j u s t  and reasonable t  a s  determined by t h e  

j o i n t  i n t e r p r e t a t i o n  of i n d u s t r y  and t h e  r e g u l a t o r y  agency. 

I f  t h e  c a r r i e r  cannot be  assured  t h a t  combined s e r v i c e s  w i l l  gene ra t e  
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an 'adequate'  r e t u r n ,  t h e r e  w i l l  be l i t t l e  incen t ive  t o  provide se rv ices .  

The g r e a t e r  t h e  dev ia t ion  of c o s t s  from a v e r a t e  condi t ions ,  t h e  more l i k e l y  

it is t h a t  t h e  i n t e r n a l  subs id ies  w i l l  become unacceptable t o  the  t e l e -  

communications indus t ry ,  t h e  customers who bear  t h e  c o s t ,  and hence t o  

the regula tory  agencies.  However, t h e o r e t i c a l l y ,  t h e r e  a r e  condi t ions  under 

which: 

I n t e r n a l  subs id iza t ion  m y  thus be viewed a s  an 
extens ion of s t a t e  power whose purpose, l i k e  t h a t  
of o t h e r  taxes ,  i s  t o  compel members of the  pub l i c  
t o  suppor t  a  s e r v i c e  t h a t  t h e  market would provide 
a t  a  reduced l e v e l  o r  not  a t  a l l .  5 

Thus, t h e  r egu la to ry  process can a c t  a s  a  v e h i c l e  f o r  implementing subs id ies  

to  the  ex ten t  t h a t  t h e  telecommunications indus t ry  is compelled t o  provide 

telecommunications se rv ices  where they would not  have been provided under 

market condi t ions .  

However, t h e r e  is no necessary r e l a t i o n s h i p  between the  d i s t r i b u t i o n  of 

se rv ices  r e s u l t i n g  from t h e  u s e  of i n t e r n a l  subs id ies  and s t a t e d  n a t i o n a l  

telecommunications po l i cy  ob jec t ives ,  although these  a r e  used a s  a j u s t i f i -  

cat ion.  The e f f e c t  of subsidy pol icy  i s  dependent on p a r t i c u l a r  economic and 

p o l i t i c a l  f a c t o r s  inhe ren t  i n  t h e  i n s t i t u t i o n a l  system of r e l a t i o n s h i p s  i n  

which it  is implemented. 

B. Government Ownership and Subsidies 

The provis ion  of se rv ices  by corpora t ions  t h a t  a r e  government-owned 

represents  a  c a s e  i n  which p r i v a t e  markets a r e  supplanted e i t h e r  wholly o r  

i n  p a r t  by t h e  pub l i c  s e c t o r .  Theore t ica l ly ,  t h e  assumption underlying t h i s  

a l t e r n a t i v e  is t h a t  t h e  p r i v a t e  s e c t o r  cannot be expected t o  provide se rv ices  
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t,a level, quality, or prices that meet the government's assessment of the 

eed for services. The justification for this form of intervention is typic- 

ally provided by references to the government's obligation to act in the 

'national interest'. Thus, "the state has an obligation to provide trans- 

poratation and communications at minimum standards regardless of cost benefit 

,-onsiderations. 1'6 

In theory, a government-owned corporation will be capable of incorporat- 

ing greater flexibility in the decision-making process. Decisions to allocate 

financial resources for telecommunications service development can be based 

on criteria that reflect broader economic or political considerations than 

those criteria employed by privately-owned industries. Social policy 

objectives can be implemented because the government has structured the 

decision-making process in a way that makes it receptive to implementing 

appropriate government policy. 

The degree of direct control the government exerts over the decision 

process can be variable. A goverament department or programme can be created, 

responsible to Ministerial, legislative and/or Cabinet direction with a 

specific mandate to provide services according to clearly defined policy 

guidelines. Or alternatively, an 'independent' corporation which retains 

. access to low interest capital can be created with the expectation that the 

decision-making process will result in acceptable levels of service develop- 

men t . 
Again, the distribution of the benefits of subsidies for the development 

of various telecommunications services bears no necessary correspondence to 

states national policy objectives. The allocation of financial resources 

will reflect changing priorities for implementing different aspects of tele- 

Communications policy. The impact of subsidies that result from government 



ownership depends, i n  p a r t ,  on whether t h e  co rpo ra t ion  is expected t o  emulate 

t h e  p r i v a t e  market. I f  t h i s  is t h e  case ,  s u b s i d i e s  w i l l  be  l i m i t e d  t o  

increased  acces s  t o  c a p i t a l  which reduces  investment r i s k  and pe rmi t s  expan- 

s i o n  and development of s e r v i c e s  i n  a r e a s  where i t  would be  u n p r o f i t a b l e  f o r  

p r i v a t e  i n v e s t o r s .  On t h e  o t h e r  hand, i f  government ownership imp l i e s  t h a t  

s e r v i c e s  should be  provided r e g a r d l e s s  of t h e i r  p r o f i t a b i l i t y ,  s u b s i d i e s  f o r  

s e r v i c e  development can be  more ex tens ive .  Thus, t h e  e x t e n t  of f i n a n c i a l  

a s s i s t a n c e  o r  subsidy under t h e s e  i n s t i t u t i o n a l  arrangements can a l s o  vary .  

C. D i r ec t  Subs id ies  and t h e i r  Impact on Telecommunications Development 

D i rec t  s u b s i d i e s  r e p r e s e n t  ano the r  means of government i n t e r v e n t i o n  i n  

d e c i s i o n  processes  t h a t  a f f e c t  t h e  a v a i l a b i l i t y  of telecommunications s e r v i c e s .  

Subs id ies  can b e  provided i n  t h e  form of  long o r  s h o r t  term l o a n s  o r  g r a n t s  

which s u b s i d i z e  some p o r t i o n  of  t h e  o p e r a t i n g  o r  c a p i t a l  c o s t s  of p rov id ing  

s e r v i c e .  Addi t iona l  u s e r  charges  can  be  imposed on government agenc ie s ,  

s u b s i d i e s  can be  provided d i r e c t l y  t o  customer c l a s s e s  t o  pay a p o r t i o n  of t h e  

r a t e s  charged f o r  s e r v i c e ,  e t c .  The p a r t i c u l a r  s t r u c t u r e  of t h e s e  s u b s i d i e s  

can b e  e n d l e s s l y  va r i ed .  

The u s e  of d i r e c t  s u b s i d i e s  i m p l i e s  t h a t  a l though e x i s t i n g  i n s t i t u t i o n a l  

' arrangements provide a p p r o p r i a t e  i n c e n t i v e s  f o r  telecommunication s e r v i c e  

development, s u b s i d i e s  a r e  r e q u i r e d  t o  provide  a d d i t i o n a l  i n c e n t i v e s  t o  

ensure  t h a t  s p e c i f i c  a s p e c t s  of p o l i c y  o b j e c t i v e s  a r e  implemented. No 

a t t empt  i s  made t o  change t h e  c r i t e r i a  by which f i n a n c i a l  r e sou rces  a r e  

a l l oca t edwi th in  t h e  telecommunications indus t ry .  In s t ead ,  an  i n f u s i o n  of 

f i n a n c i a l  a s s i s t a n c e  is  expected t o  a l t e r  cos t / revenue  r e l a t i o n s h i p s ,  i nc reas -  

i n g  t h e  l i k e l i h o o d  t h a t  c o r p o r a t e  d e c i s i o n s  w i l l  r e f l e c t  government p r i o r i t i e s  

f o r  s e r v i c e  development. 



Direct subsidies can be implemented through formal institutional 

arrangements, i.e., a specific government agency with a mandate to promote 

telecommunications development, or informal, i.e., negotiated agreements 

between representatives of industry and a range of government agencies. To 

be effective, direct subsidies require an elaborate system of accountability 

to ensure that funds are allocated for service development in accordance with 

government objectives. The principle underlying grants or loans as subsidies 

assumes that the industry will increase the provision. of a service or reduce 

its cost in direct proportion to the amount of the financial assistance 

received. There is usually no accountability in terms of services provided 

upon receipt of these subsidies. 

The use of direct subsidies as a method of policy implementation tends 

to assume that, in the long term, the existing structure of the telecomrnu- 

nications industry will provide incentives for telecommunications develop- 

ment that fulfills government policy objectives. It also tends to be 

assumed that disparities in service availability are temporary and can be 

resolved by short term provision of financial assistance. The visibility 

and explicit nature of direct subsidies, makes them vulnerable to abandon- 

ment when the political justification for their existence is overtaken by 

other government priorities. 

D. Summary 

The effectiveness of any subsidy method depends on whether it results 

in a change in the supply of telecommunications services in accordance 

with a given policy objective. The justification for government subsidies 

is usually that although the market may result in an economically efficient 

allocation of resources, this is not necessarily a socially efficient 



(Chapters V L I  and VI I I )  i n d i c a t e s  t h a t  subs idy  methods a s  they a r e  d iscussed  

i n  t h i s  chap te r  a r e  r e a l l y  only  gene ra l  c l a s s e s  o r  concepts  of subsidy. The 

impact and e f f e c t  of s u b s i d i e s  i s  cond i t i oned  by, and can only  be understood 

i n  terms o f ,  t h e  i n s t i t u t i o n a l  con tex t  and changing system of r e l a t i o n s h i p s  

i n  which they  a r e  implemented. Chapters  V I I  and V I I I  examine d i f f e r e n t  

subsidy methods t h a t  have been used t o  promote telecommunications development 

i n  Northwest Canada and Alaska. Thei r  e f f e c t i v e n e s s  is eva lua ted  i n  terms of 

whether  i n c e n t i v e s  have been c r e a t e d  t h a t  encourage f u l l  implementation of 

n a t i o n a l  telecommunications p o l i c y  o b j e c t i v e s .  These chap te r s  provide  a 

b a s i s  f o r  a n  i n t e r p r e t a t i o n  of f a c t o r s  r e l a t e d  t o  t h e  method and e x t e n t  of 

s u b s i d i e s  t h a t  e i t h e r  promote o r  h inde r  e f f e c t i v e  p o l i c y  implementation 

(Chapter 1x1 . 
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CHAPTER VII 

TELECOMMUNICATIONS POLICY IMPLEMENTATION IN NORTHWEST CANADA: 

THE ROLE OF SUBSIDIES 

Changes in Northern Telecommunications Policy Objectives 

It has been demonstrated (Chapter IV) that the federal government's 

policies concerning northern development were undergoing a process of re- 

definition in the late 1960's. The government's priorities for northern 

development began to indicate a growing concern for a greater balance between 

the need to promote a planned industrial development strategy while simultan- 

eously implementing policies reflecting the expressed needs of northern 

residents. Communications policy and the government's active participation 

in the telecommunications development process in the north also became more 

significant. 

Telecommunications facilities continued to be required in support of 

government administration and industrial expansion, but financial resources 

were also required to support the development of a telecommunications network 

that was responsive to the needs of northern residents. The costs of upgrad- 

ing and expanding telecommunications services, ranging from basic telephone 

service to data services, would certainly require some form of subsidy. This 

chapter examines the extent to which federal priorities for telecommunications 

development in support of industrial deaelopment tended to result in continued 

use of methods of subsidy to promote telecommunications development to support 

government and industrial requirements. Despite the emphasis on social 

policies and objectives that would seem to have required subsidies designed 

to promote the development of basic telecomunications services in remote 
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northern areas, subsidy policy did not reflect these stated priorities. 

Changes in perspective as to the role and importance of telecommunica- 

tions in Canada, and particularly in the north, resulted in changes in 

government institutional arrangements. Government departments became 

increasingly concerned with investigating acceptable means of implementing 

costly policy objectives. However, the process of examining the problems 

related to telecommunications development, i.e., assessing the need for 

improved northern telecommunications systems and the appropriate structure 

and extent of subsidies required to implement newly established policy 

objectives, did not result in a more effective policy implementation process 

as far as all aspects of northern telecommunications policy was concerned. 

1. Federal Departments Responsible for 

Telecommunications Policy Implementation 

Before 1969, telecommunications development was the responsibility of 

the Telecommunications and Electronics Branch of the Department of Transport 

(DOT). Its special responsibilities for Northern telecommunications develop- 

ment were: 

To expand operations in response to developing technology 
on increasing demand; to further development of tele- 
communications facilities...which involve the administration 
of government needs, and may include public needs as well. 1 
[my emphasis] 

The DOT'S mandate emphasized telecommunications development to meet industry 

and government requirements over the development of a regional commercial 

~elecommunications network. 

A review of descriptions of the DOT'S performance suggests that its 



activities were largely confined to technical aspects of telecommunications 

development and sporadic financing of individual development projects. 
2 

CNT'S expanding network in the north was viewed as a result to the DOT'S 

promotional activities in a collaborative effort with industry. No compre- 

hensive policy objectives were developed to guide decisions regarding the 

network's development. Decisions appear to have been made in response to 

immediate service demands from industry and government users. 

The Department of Communications (DOC) was established in 1969, with a 

mandate to "coordinate, promote and recommend national policies and programmes 

with respect to communications services for Canada. "3 The mandate of the DOC 

reflected the federal government's revitalized attention to rapidly emerging 

communications 'ltechnologyl' as a means of fulfilling a broad range of socio- 

economic and political national objectives. 

National policy objectives served to justify the federal government's 

concern for the maintenance of some degree of sovereignty over the develop- 

ment process in the north. In the telecommunications sector, this concern 

was translated into a need to promote technological innovation through 

stimulation of research and development activities. These activities were 

intended ostensibly to assess the benefits and suitability of newly available 

technology to meet northern telecommunications needs. The government 's role 

in subsidizing research and development was also closely linked to its 

pursuit of lucrative contracts for the American and Canadian telecommunica- 

tions manufacturing industry. Thus, an important stimulus to the newly 

created department's emphasis on northern communications policy formulation 

was a response to the emphasis on the importance of telecommunications 

technological innovation. 

However, the justification given for the new department's activities was 
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couched in terms of vaguely defined political and social benefits that were 

to be associated with telecommunications development projects in the north. 

The Department of Communications quickly gave northern communications policy 

formulation a high priority. Its initial activities appeared to demonstrate 

a concern for assessing the communications needs of northern residents with 

the implicit assumption that steps would be taken to implement newly defined 

policy objectives. 

After its first year of operation, the DOC stated that the north was an 

area to which it was devoting particular attention by studying needs for 

telecommunications services and fostering 

for telecommunications development in the 

The aim of the department is to 
frontiers extended northward so 

their implementation. Objectives 

north were established. 

have communications 
that the quality of 

service may be equivalent to that enjoyed in Southern 
Canada. Research will be undertaken to determine 
optimum technical solutions. Programs involving 
public and private investment will be encouraged and 
arranged. 4 [my emphasis] 

The strength of the DOC'S interest in the North and the rapid pace with 

which studies were undertaken following its creation in 1969 may have been 

a reflection of the efforts of a new department to define and justify a role. 

Northern telecommunications development had received little active attention 

from existing agencies, i.e., Canadian Transport Commission, Ministry of 

Transport, Department of Indian Affairs and Northern Development, that held 

responsibility for northern development. An active programme of research . 

intornorthern telecommunications needs and financial assistance for experi- 

ments in innovative telecommunications technology, i.e., satellites, trail 

radios, etc., provided a vehicle on which the DOC could actively cultivate a 



unique and important role. 

2. Telecommunications Needs Assessment and 

Studies of Subsidy Issues 

The Department defined its role in terms of its responsibility to 

recognize a variety of northern communications needs ranging from the 

special needs of remote communities for intra-community and inter-community 

communications, to the requirements of industry, government, and the 

military. 

In the early 1970's the DOC began a programme designed to establish 

priorities to serve as guidelines for allocation of federal financial 

assistance to aid in policy implementation. In 1970, a conference was 

sponsored by the DOC to ascertain the communications needs of the northern 

people.5 The Yellowknife Conference marks one of the few times that the 

opinion of Native northerners was sought directly by the federal department 

responsible for telecommunications policy implementation. This conference 

resulted in public recognition that the cornmunications needs of NatiLe 

northern people had not been met. In the future, priority was to be given 

to local exchange and high quality reliable, 24-hour, long distance 

telecommunications facility improvements especially in isolated communities. 

A report commissioned by the DOC was completed the following year. 6 

It was intended to develop a scheme of priorities that would be economically 

feasible and responsive to anticipated needs. Its recommendations were 

indicative of the fundamental discrepancy between policy formulation and 

implementation. Although priorities were established, answers concerning 

how they should be implemented were noticeably absent. The institutionalized 

system of incentives directing choices for investment alternatives was to 



remain una l te red .  The r e p o r t  r a i s e d  ques t ions  a s  t o  t h e  need f o r  s u b s i d i e s  

and t h e  a l t e r n a t i v e s  f o r  a l l o c a t i n g  t h e  c o s t s  of p o l i c y  implementation. 

I f  equal  s e r v i c e  is  t o  be  provided,  t h e  c o s t  per  c a p i t a  
w i l l  be  h ighe r  where t h e  popula t ion  i s  more widely 
d i spe r sed  and, f o r  t h a t  reason ,  even more dependent on 
telecommunications than  t h e  urban population. This  
r a i s e s  t h e  d i f f i c u l t  ques t ion  o f  t h e  e x t e n t  t o  which 
t h e s e  a d d i t i o n a l  c o s t s ,  a t t r i b u t a b l e  t o  t h e  gene ra l  
o b j e c t i v e s  of s o c i a l  well-being and economic p r o s p e r i t y ,  
should be borne by t h e  d i r e c t  b e n e f i c i a r i e s ,  by t h e  
s u b s c r i b e r s  t o  t h e  system, o r  by t h e  gene ra l  taxpayer .  7  

By t h e  e a r l y  s e v e n t i e s  t h e  c o s t  i s s u e  r e l a t e d  t o  telecommunications develop- 

ment i n  t h e  n o r t h  had been e x p l i c i t l y  recognized,  bu t  t h e  problems of t h e  

c o s t  of implementing " s o c i a l  ob jec t ives"  remained unresolved.  

Another s tudy  completed f o r  t h e  DOC i n  1970 argued t h a t  i f  telecommuni- 

c a t i o n s  development i n  t h e  North was t o  meet p o l i c y  o b j e c t i v e s ,  government 

a t t e n t i o n  would have t o  b e  focused on p lanning  and f inanc ing  t o  s t i m u l a t e  

8 
coordinated a c t i v i t y .  An agency was proposed t o  g ive  concen t r a t ed  a t t e n t i o n  

t o  a  nor thern  communications expansion programme. Its f u n c t i o n  would be: 

To d e s c r i b e  a  coope ra t ive  approach towards t h e  
r e s o l u t i o n  of  no r the rn  communications problems 
by determining procedures ,  methods and committing 
resources .  9 

It was t o  i nc lude  f e d e r a l ,  t e r r i t o r i a l ,  p r o v i n c i a l ,  c a r r i e r ,  and Nat ive  

r e p r e s e n t a t i v e s  i n  t h e  d e c i s i o n  process .  The l e g i s l a t i v e  changes f o r  t h e  

proposgd r e s t r u c t u r i n g  of i n s t i t u t i o n a l  arrangements,  t h a t  would have 

incorporated p o l i c y  planning and implementation i n  a  c e n t r a l  agency, were 

never completed. Moreover, 



The challenge to develop a national concensus not 
only on goals but on the institutional innovations 
required to meet the emerging objectives, 10 

remained unmet. An appropriate allocation of responsibility for meeting 

stated policy objectives between users of services, industry and government, 

and the 'public' became a subject of debate. However, severe constraints 

to effective policy implementation remained embedded in the institutional 

strucrure at several levels of the government decision-making hierarchy. 

The policy implementation process did not suffer from a lack of alter- 

natives available to government to intervene in the development process. 

The use of subsidies by the Canadian government had not been absent as a 

means of promoting telecommunications development. 

One of the most clearly and consistently articulated 
policies of Canadian governments, past and present, 
rests on the principle of universal equality of 
access to telecommunications facilities and services. 
That principle is founded on considerations of social 
justice, national viability and economic necessity. 
It has been persistently implemented from the epoque 
of open telegraph wire...to the Telesat Thin Route 
Network in the North. 11 

The history of the federal government's commitment through financial support 

at different times to infrastructural service development, including 

telecormnunications, has been documented by Innis. His analysis led him to 

conclude that : 

The relation of the government of Canada to general 
economic growth has been unique. The heavy expenditures 
on transportation improvement, including railways and 
canals, have involved government grants, subsidies, and 
guarantees to an exceptional degree. 12 



~ndis noted that: 

The question as to how far the government is justified 
in shouldering a debt for the sake of a small proportion 
of its population which owns telephones can only be 
answered in terms of the intangible advantages to be 
gained by the immediate increase in the use of the 
telephone. 13 

Several studies commissioned by the5DOC dealt with the problem'of 

subsidy policy. For example, a study on communications and regional develop- 

ment 41971) defined telecommunications as an instrument or catalyst for social 

and economic development and part of the economic infrastructure. l 4  It 

questioned the adequacy of regulation as a means of promoting regional tele- 

communications development where insufficient capital was available from 

internal revenue sources. Another study confirmed the federal government's 

preference for policy implementation outside the limiting confines of 

regulation. 

A preferred policy would impose a more explicit and 
direct subsidy on specific classes of service or to 
particular groups of customers or possibly, a subsidy 
to carriers in conjunction with the condition upon 
the establishment of appropriate rates. The necessity 
for subsidy should be determined by regulatory author- 
ity subject to legislative guidelines or specific 
legislative approval. 15 

Government financial intervention to meet telecommunications requirements 

associhted with infrastructural development was approved. 

Despite the government's approval of subsidies, a summary of the 

activities of federal regulatory agencies responsible for communications 
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policy implementation to 1970 found that regulation had been largely 

inkffective in implementing subsidies. The study completed for the DOC 

stated that: 

The breadth and intensity of administrative, judicial 
and legislative control or guidance exercised over the 
industry in Canada over the years has been minimal. 16 

Regulation had been confined to formal rate hearings concerned with the 

rate of return generated on company-determined expansion programmes. Little 

pressure had been exerted through the regulatory process to ensure the 

telecommunications industry met stated policy objectives. These studies 

focused on the regulatory process in Canada as a means of subsidy policy 

implementation, In finding that the telecommunications industry had been 

largely unregulated, an analysis of the 

that had been used by the government to 

industries' performance was overlooked. 

on the regulatory process limited their 

methods of subsidy were incorporated in 

providing telecomunications. 

Furthermore, the generality of the 

impact of other methods of subsidy 

influence the telecommunication 

The narrow focus of the DOC studies 

ability to examine whether other 

the institutional arrangements for 

discussions of subsidy issues made 

it extremely unlikely that these reports would provide an understanding of 

subsidy problems in any specific case. Thus, the research undertaken by the 

government at this time provided few guidelines for effective methods of 

implementing government policies in the north. 

The following sections examine federal intervention and subsidy policy 

in the telecommunications development process in the context of Northwest 

Canada. Federal regulatory and policy agencies are examined in light of 
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t h e i r  e f f e c t i v e n e s s  i n  implementing t h e  f u l l  r ange  of telecommunications 

o b j e c t i v e s  t h a t  were e s t a b l i s h e d  f o r  t h e  n o r t h  by t h e  l a t e  1960's .  

Chapter V I  i n d i c a t e d  a range of  o p t i o n s  f o r  subs idy  p o l i c y  t h a t  e x i s t s .  The 

c h a r a c t e r i s t i c s  of  r egu la to ry  and o t h e r  government agenc ie s  and t h e  p r i o r -  

i t i e s  placed on implementing s p e c i f i c  p o l i c y  o b j e c t i v e s ,  have had a cont in-  

uing impact on t h e  telecommunications development p roces s  i n  Northwest Canada. 

B. Telecommunications Regulatory P roces s  and 

t h e  Use of I n t e r n a l  Subs id i e s  

T h e o r e t i c a l l y ,  t h e  r e g u l a t o r y  p roces s  can  be  seen  a s  a n  i n s t i t u t i o n a l i z e d  

system of r e l a t i o n s h i p s  between t h e  government and t h e  telecommunications 

i n d u s t r i e s  through which p o l i c i e s  t h a t  have been e s t a b l i s h e d  f o r  telecornmuni- 

c a t i o n s  development can be implemented. It i s  p o s s i b l e  t o  examine t h e  regul-  

a t o r y  p roces s  i n  t e r n s  of whether i t  h a s  been used a s  a con tex t  i n  which t h e  

government h a s  at tempted t o  implement p o l i c y  o b j e c t i v e s  by encouraging t h e  use  

of s u b s i d i e s  w i t h i n  t h e  telecommunications i n d u s t r y .  

The impact of  t h e s e  subs idy  methods on t h e  telecommunications development 

process  i n  Northwest Canada h a s  been d i f f i c u l t  t o  dec ipher  because i n t e r n a l  

subsidy p r a c t i c e s  have n o t  been cons idered  as a n  a p p r o p r i a t e  a r e a  f o r  i nves t -  

i g a t i o n  by Canadian f e d e r a l  r e g u l a t o r y  agenc ie s  u n t i l  r e c e n t l y .  T r a d i t i o n d l y ,  

r e g u l a t o r y  commissions have n o t  regarded  i t  t o  b e  p a r t  of t h e i r  nandates  t o  

make r u l i n g s  as t o  i ndus t ry  p r a c t i c e s  r e l a t e d  t o  c o s t  a l l o c a t i o n  and revenue - 

s e p a r a t i o n  procedures .  These d e c i s i o n s  have been cons idered  t o  be t h e  

p r e r o g a t i v e  o f  t h e  telecommunications i n d u s t r y .  

l!either t h e  Canadian Transport  Commission (CTC) no r  i t s  predecessor ,  

t h e  Board of Transport  Commissioners, viewed t h e i r  r e s p o n s i b i l i t y  as one of 

a c t i v e l y  implementing no r the rn  telecommunications p o l i c i e s .  Minimal a t tempts  . . 
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were made to ensure that the telecommunication industries1 use of internal 

subsidies was conducive to the development of a comprehensive telecomunica- 

tions network in the north that would be capable of serving a variety of 

ThB regulatory process can be regarded as an ineffective means of 

implementing the full range of national telecommunications objectives in the 

north. However, this does not imply that some policy objectives were not 

implemented effectively, or that 

the prevailing interpretation of 

highest priority. 

industry practices were inconsistent with 

government objectives that were given the 

1. The Limitations of Federal Regulation of 

Telecommunications Carriers 

Common carrier regulation by the CTC concerned itself almost entirely 

with overall profit regulation. However, even this means of control was 

relatively absent in CTC's relationship with CNT. Few hearings were held 

during the corporation's hJstory. Decisions issued by the CTC over the 

years abound with statements to the effect that: 

The basic responsibility of the committee is to protect 
the public interest...it must foster the growth of the 
best Gelecommunications services at the lowest possible 
cost to subscribers...as a test of the reasonableness of 
rates, the Committee evaluates the rate of return on the 
company's investment. 17 

The CTC's interpretation of its obligations excluded attention to the issue 

of internal subsidies. Scrutiny of company practices was regarded as being 

beyond' the limitations of legislation under which the Commission operated. 

The CTC's reluctance to use its powers as a means of policy implementation 

is demonstrated by its refusal to order changes in a carriers' plans despite 



Until it is decided precisely what further improvements 
to non-urban services would be appropriate and who should 
pay for them...the Committee is not prepared to order any 
major changes in plans. 18 

The CTC felt that the statutory provisions of the Railway Act requiring 

a determination of rates as just, reasonable, and free from discrimination, 

did not entitle it to "assume functions or decision-making that are clearly 

within the discretionary powers of the company. "19 Thus, public policy 

decisions were seen as falling outside regulatory jurisdiction. The function 

of the regulatory process was theoretically to ensure that telecommunications 

carriers granted a monopoly franchise over telecommunications services were 

regulated in terms of maximum profitability. Decisions as to investment 

priorities, planning and development were not part of the narrowly defined 

regulatory process. Other government agencies might well be influencing 

these decisions through subsidies or other means but this was not recognized 

as a regulatory function. 

The CTC had been created with the enactment of the National Transport-. 

ation Act in 1967. It united federal regulatory authority over rail, air, 

water, motor #vehicle and commodity pipeline transportation. Telecommunica- 

tions was inlluded under the terms of the Railway Act, sections 320-321. 

Each of the major responsibilities wasc delegated to a committee within the 

CTC creating a complex structure. Until 1972, no separate committee existed 

to carry out telecomunications regulatory responsibilities. 

Several factors contributed to the CTC's inactivity in regulatory 

matters beyond a narrow review of the economic implications of carrier 



fc 
for rate increases. The concern of the commission was with 

the maintenance of an 'economic, efficient, and adequate' national trans- 

portation system. Telecommunications regulation was not a primary focal 

point but an incidental by-product of CTC transportation regulation. The 

commission's history of regulatory practice in telecommunications 

demonstrates its lack of involvement in broad policy issues and its 

reluctance to give a wide interpretation to its legislative mandate. 

Formal control through the appointed telecommunications regulatory 

commissions in Canada was sufficient only for broad economic regulation and 

in many instances failed to achieve this objective. This was confirmed by 

the federal government's review of existing statutory authority in 1973. 20 

A lack of statutory national policy objectives to be used as criteria by the 

regulatory commission in the decision-making process was cited as the major 

barrier to the use of formal regulation as a means of telecommunications 

policy implementation. 

An attempt was made in 1975 to ameliorate this problem. The CRTC Act 

transferred federal regulatory authority to the CRTC.?~ Statutory limit- 

ations on the commission's powers remained unchanged but the new commission 

2 2 began to interpret its responsibility in broader terms than its predecessors. 

, The CRTC turned its attention to policy issues that had been neglected by its 

predecessors in a series of general rate cases. Appropriate standards for 

access to and quality of service, adequacy of construction programme budgets 

particularly for northern service expansion projects, the reasonableness of 

rates charged for different levels of service, the extent of financial 

informat ion available to the commission, and industry practices for revenue 

2 3 
separations, were among the issues addressed. . 



The reasons  f o r  t h e  p o l i t i c a l  a c c e p t a b i l i t y  of t h e  new agenc ie s '  broader  

i n t e r p r e t a t i o n  of i ts  r e g u l a t o r y  r o l e  a r e  beyond t h e  scope of t h i s  s tudy.  

The concern h e r e  i s  on t h e  subsequent  changes i n  t h e  use  of t h e  r e g u l a t o r y  

process  t o  promote no r the rn  telecommunications development through t h e  u s e  

of i n t e r n a l  s u b s i d i e s .  Although t h e  CRTC began i n v e s t i g a t i o n s  i n t o  a  

v a r i e t y  of telecommunications i n d u s t r y  p r a c t i c e s  t h a t  had been p rev ious ly  

overlooked, t h e s e  changes i n  t h e  ex t ens iveness  of r egu la to ry  i n t e r e s t  i n  

c a r r i e r  performance l e f t  CNT's n o r t h e r n  s e r v i c e s  l a r g e l y  una f fec t ed .  

2. The Impact of Regula t ion  on CNT I n t e r n a l  Subsidy Po l i cy  

cNT's no r the rn  telecommunications s e r v i c e  d i v i s i o n  has had i n f r e q u e n t  

appearances be fo re  t h e  CRTC. Subsidy i s s u e s  were r a i s e d  i n  t h e  course  of t h e  

most r ecen t  genera l  r a t e  a p p l i c a t i o n  h e a r i n g  i n  1977 t h a t  p o i n t  t o  t h e  

d i f f i c u l t i e s  t h e  r e g u l a t o r y  commission f a c e s  i n  a t tempt ing  t o  implement 

p o l i c y  o b j e c t i v e s  . 
F i r s t ,  succes s ive  f e d e r a l  r e g u l a t o r y  commissions have been unable  t o  

determine t h e  d i r e c t i o n  o r  e x t e n t  of cross-subsidy p r a c t i c e s  used by CNT. 

The co rpo ra t ion  contends t h a t  i t  is unab le  t o  s e p a r a t e  t h e  c o s t s  of  provid ing  

pub l i c  te lephone s e r v i c e s  from t h e  c o s t s  of i t s  o t h e r  s e rv i ces .24  It is  

v i r t u a l l y  imposs ib le  t o  determine whether  t h e  revenues from telephone s e r v i c e  

do i n  f a c t  provide a reasonable  l e v e l  of r e t u r n ,  o r  whether t hese  revenues 

a c t u a l l y  suppor t  t h e  o t h e r  compet i t ive  s e r v i c e s  provided by CNT. Sugges t ions  

t h a t  t h e  l a t t e r  s i t u a t i o n  i s  t h e  c a s e  abound,25 b u t  wi thout  d e t a i l e d  c o s t i n g  

information t h e  r e g u l a t o r y  commission i s  prevented from a c t i v e l y  c u r t a i l i n g  

t h e s e  p r a c t i c e s .  CNT argues  t h a t  i ts  rates f o r  t h e  Northwest Telecommunica- - -  

t i o n s  d i v i s i o n  s e r v i c e s  a r e  based on t h e  o v e r a l l  revenue requirement  f o r  - -  - 

I 



r services  a r e  a t  the  lower end of the  s c a l e ,  j u s t  covering c o s t s ,  and some 
t! 

se rv ices  i n  smal ler  communities a r e  subsidized.  2 6 

Second, a l a c k  of adequate f i n a n c i a l  information has prevented 

commissions from assess ing  t h e  e x t e n t  of i n t r a -  and in te r - indus t ry  subsidy 

I n t e r n a l  subs id ies  can be used t o  b e n e f i t  any c l a s s  of customers 

and they can remain hidden i n  the  company's r a t e  averaging p r a c t i c e s .  CNT 

maintains t h a t  i t  a t tempts  t o  apply standard r a t e s  wi th in  c l a s s e s  of s e r v i c e  

throughout i ts t e r r i t o r y .  However, the  p r i n c i p a l  of cross-subs id iza t ion  

required t o  c a r r y  t h i s  out  is  pursued only up t o  a  po in t .  CNT does not  f e e l  

t h a t  i t  can be  expected t o  o f f e r  any s e r v i c e  a t  uneconomic r a t e s .  Areas t h a t  

cannot a f fo rd  t o  provide incen t ives  t o  t h e  company t o  underwri te  t h e  c o s t s  of 

se rv ice  a r e  not  e n t i t l e d  t o  s e r v i c e  l e v e l s  t h a t  a r e  comparable with those  i n  

areas  which can. Where i n d u s t r i e s  guarantee revenues, o r  popula t ion  concen- 

t r a t i o n  and reg iona l  economic growth c h a r a c t e r i s t i c s  make s e r v i c e s  capable 

of generat ing revenues which cover cos t s ,  CNT w i l l  providP upgraded services .  

In 1977, t h e  CRTC was forced t o  r e j e c t  CNT'S proposals  f o r  r a t e  r e s t r u c t u r i n g  

f o r  se rv ices  suppl ied  i n  communities of d i f f e r e n t  s i z e s  because of a  l a c k  of 

cos t ing  information. 
27 

I n t e r - c a r r i e r  i n t e r n a l  subs id ies  could have important  r ami f i ca t ions  f o r  

the  t o t a l  revenues a v a i l a b l e  t o  CNT. The company i s  dependent f o r  a  l a r g e  

percentage of i t s  telephone revenues on long d i s t a n c e  t r a f f i c .  To l l  

revenues accounted f o r  80.6% of t o t a l  telephone revenues i n  1978 ( re fe r  t o  

Table 10, Chapter V). CNT claims t h a t  t o l l  revenues a r e  no t  used t o  subs id ize  

l o c a l  &change development o r  opear t ion  but  has no s t u d i e s  t o  i n d i c a t e  t h a t  

2 8 t h i s  is i n  f a c t  the  case .  

I n  t h e  United S t a t e s ,  manipulation of revenue s e p a r a t i o n s  procedures has 



B been used by r e g u l a t o r y  c o m i s s i o n s  and t h e  telecommunications i n d u s t r y  a s  

a means of implementing o r  f r u s t r a t i n g  t h e  implemention of telecommunications 

development o b j e c t i v e s .  However, i n  Canada, revenue s e t t l e m e n t s  f o r  members 

of t h e  TCTS a r e  made according t o  an  agreement between t h e  members. 29 T o l l  

revenues de r ived  from s e r v i c e s  o f f e r e d  on a Trans-Canada b a s i s  and d iv ided  

between o p e r a t i n g  c a r r i e r s  were no t  sub jec t ed  t o  review by f e d e r a l  r e g u l a t o r y  

commissions u n t i l  an  i n v e s t i g a t i o n  w a s  i n i t i a t e d  by t h e  CRTC (1979). The 

CRTC has  taken  t h e  fo l lowing  pos i t i on :  

The Commission is convinced t h a t  a s  a minimum, a 
much f u l l e r  review of t h e  o p e r a t i o n s ,  f i n a n c e s  and 
p r a c t i c e s  of  TCTS and i t s  i n d i v i d u a l  members w i l l  
b e  r equ i r ed  than has  ever  been t h e  case  be fo re .  30 

CNT is n o t  a member of t h e  Trans Canada Telephone System (TCTS) and t h e r e f o r e  

has  had l i t t l e  means of n e g o t i a t i n g  b e n e f i c i a l  revenue s e t t l e m e n t s  from t h e  

rnajor t o l l  c a r r i e r s .  The company contends t h a t  t o l l  revenues rece ived  from 

3 1 
TCTS a r e  s u f f i c i e n t ,  bu t  aga in  seems t o  have no evidence t o  suppor t  t h i s  

conclus ion .  

A r e c e n t  i n t e r - r egu la to ry  committee examining t h e  f a i r n e s s  of revenue 

d i v i s i o n  procedures  used by B.C. Te l  and B e l l  Canada found t h a t  t h e  methods 

used by t h e  t h e s e  c a r r i e r s  t o  a l l o c a t e  revenues t o  independent l o c a l  exchange 

companies were u n f a i r .  Increased  payments t o  t h e  l o c a l  te lephone  company 

3 2 concerned was recommended. Since CNT i s  n o t - a  p a r t y  t o  t h e  n e g o t i a t i o n  of 

revenue s e t t l e m e n t  procedures  i t  i s  p o s s i b l e  t h a t  a c l o s e r  look a t  t h6se  - 

ar rangements ' as  f a r  a s  CNT i s  concerned would r e s u l t  i n  a s i m i l a r  judgement. 

The CRTC i s  j u s t  beginning t o  test i t s  j u r i s d i c ~ i o n  i n  t h e  a r e a  of 

r e g u l a t i o n  of  i n t e r -  p r o t i n c i a l / t e r r i t o r i a l  r a t e s  and revenue s e t t l e m e n t s .  



* ,  no way t o  a s s e s s  whether s u b s i d i e s  t h a t  a r e  common p r a c t i c e  i n  t h e  t e l e -  

communications i n d u s t r y  i n  t h e  United S t a t e s  have even begun t o  be  a p p l i e d  i n  

a r e a s  such a s  Northwest Canada. 

A fundamental p r i n c i p l e  reconmended r e c e n t l y  by t h e  CRTC may have 

imp l i ca t ions  f o r  CNT'S acces s  t o  revenues i n  t h e  f u t u r e .  

Subs id ies  f lowing between te lephone  systems o r  between 
p a r t s  of such systems should  b e  recognized and approved 
on t h e  b a s i s  of sound p u b l i c  po l i cy .  33 

American revenue s e t t l e m e n t  procedures  have been designed over  t h e  y e a r s  t o  

f a c i l i t a t e  (not  always s u c c e s s f u l l y )  implementation of a  v a r i e t y  of r e g u l a t o r y  

goa l s ,  i . e ,  u n i v e r s a l  s e r v i c e  a t  r easonab le  r a t e s ,  improvement of f a c i l i t i e s  

of p a r t i c i p a t i n g  c a r r i e r s ,  r a t e  r e s t r u c t u r i n g  t o  keep l o c a l  r a t e s  and i n t r a -  

r eg iona l  r a t e s  a t  reasonable  l e v e l s ,  e t c .  I f  t h e  CRTC cont inues  i t s  i n v e s t -  

i g a t i o n  of  p rev ious ly  c losed  i n d u s t r y  p r a c t i c e s  t h e  r e s u l t s  may be  b e n e f i c i a l  

t o  c a r r i e r s  t h a t  o p e r a t e  under h igh  c o s t  no r the rn  condi t ions .  Under appro- 

p r i a t e  r egu la to ry  cond i t i ons  i n c r e a s e d  revenues could f i n d  t h e i r  way i n t o  

cons t ruc t ion ,  expansion and improvement programmes undertaken by CNT t o  upgrade 

s e r v i c e s  i n  sma l l  no r the rn  communities. Unfor tuna te ly ,  t he  s t e p  from CRTC 

a t t e n t i o n  t o  t h i s  problem t o  p o l i c y  implementation through revenue s e p a r a t i o n s  

is more ak in  t o  a  g i g a n t i c  l eap .  S ince  Canadian r e g u l a t o r s  a r e  only beginning  

t o  examine t h i s  i s s u e ,  t h e  r e g u l a t o r y  p roces s  should cont inue  t o  be seen  as a n  

i n e f f e c t i v e  means of promoting i n t e r n a l  s u b s i d i e s  f o r  t h e  development of b a s i c  

telecommunications s e r v i c e s ,  e s p e c i a l l y  i n  i s o l a t e d  h igh  c o s t  a r e a s  of North- 

west Canada. 

The f e d e r a l  r e g u l a t o r y  r o l e  i n  promoting telecommunications development i n  



~ ~ r t h w e s t  Canada a s  i t  has  been c a r r i e d  o u t  through 

decessors  can  a t  b e s t  be desc r ibed  a s  i n s i g n i f i c a n t  

1 7 1  

t h e  CRTC and i t s  pre- 

i n  t h e  s e n s e  t h a t  i t  has 

not  a c t i v e l y  sought  t o  i n f l u e n c e  c o r p o r a t e  decision-making concerning subs idy  

pol icy.  The CRTC i s  only now beginning  t o  e s t a b l i s h  o b j e c t i v e s  and extend 

i ts  i n f l u e n c e  beyond t h e  boundaries  of t r a d i t i o n a l  r a t e  of r e t u r n  r e g u l a t i o n .  

~ t s  p redecesso r s  d i d  n o t  even contemplate  such  a c t i o n .  

The a c t i o n s  of t h e  CTC and t h e  CRTC r e p r e s e n t  d i f f e r e n t  approaches t o  

and concepts  o f  r e g u l a t i o n .  The more p a s s i v e  r o l e  of t h e  CTC i n  i t s  a t t e n t i o n  

t o  po l i cy  i s s u e s ,  i .e . ,  subs idy  po l i cy ,  a s  compared t o  t h e  CRTCfs considerat ion 

of i s s u e s  fo rmer ly  l e f t  t o  i n d u s t r y  d i s c r e t i o n  i s  a r e f l e c t i o n  of t h i s  d i f f e r -  

ence. However, d e s p i t e  s t r u c t u r a l  and conceptua l  d i f f e r e n c e s  i n  approaches 

t o  r e g u l a t i o n ,  f a c t o r s  con t inue  t o  con f ron t  t h e  CRTC t h a t  p reven t  i t  from 

e f f e c t i v e l y  implementing subs idy  po l i cy .  The CRTC has  he ld  p u b l i c  hea r ings  

on i s s u e s  of s p e c i f i c  concern t o  no r the rne r s .  It h a s  ordered  c a r r i e r s  

serving n o r t h e r n  communities t o  r o l l  back r a t e  i n c r e a s e s .  These a c t i o n s  do 

not  n e c e s s a r i l y  a s s i s t  no r the rn  r e s i d e n t s  who con t inue  t o  r e c e i v e  inadequate  

s e rv i ces  a l though they  may pay l e s s  f o r  them. Such a c t i o n s  on t h e  p a r t  of 

t h e  CRTC have n o  bea r ing  on t h e  r e s o l u t i o n  of  subs idy  i s s u e s .  

C. Government Ownership a s  a  Form of  Subsidy 

The advantage of  government ownership were shown i n  t h e  
immediate p o s s i b i l i t y  of cornmanding tremendous c a p i t a l  
r e s o u r c e s  a t  a  comparat ively low rate of i n t e r e s t  and 
p l a c i n g  a t  t h e  command of t h e  community i n  t h e  s h o r t e s t  
p o s s i b l e  t ime t h e  conveniences of  modern c i v i l i z a t i o n  
which i n v o l v e  heavy c a p i t a l  inves tments .  34 

The q u o t a t i o n  c i t e d  above i s  taken from I n n i s '  a n a l y s i s  (1933) of t h e  



s i g n i f i c a n c e  of t h e  u s e  of government ownership a s  a  h i s t o r i c a l  t r a d i t i o n  

i n  t h e  Canadian context .  I n n i s  r e f e r r e d  t o  methods of government i n t e r -  

v e n t i o n  employed i n  Canada i n  o r d e r  t o  ensu re  t r a n s p o r t a t i o n  s e r v i c e s  were 

provided dur ing  t h e  l a t e  1800's  and e a r l y  1900's .  Government ownership 

o f t e n  has  been used i n  Canada a s  a  way of s u b s i d i z i n g  development of 

i n d u s t r i e s  t h a t  p l a y  an important  r o l e  i n  t h e  economic development process .  

This  method of subs idy  has been j u s t i f i e d  a s  neces sa ry  t o  implement p o l i c y  

o b j e c t i v e s  t o  promote every th ing  from n a t i o n a l  s e c u r i t y ;  s o c i a l ,  economic 

and p o l i t i c a l  development; n a t i o n a l  p r e s t i g e ;  t o  n a t i o n a l  u n i t y .  Despi te  

charges  of i n e f f i c i e n c y  l e v e l l e d  a g a i n s t  i n d u s t r i e s  i n  t h e  t r a n s p o r t a t i o n ,  

energy and communications s e c t o r s ,  government-owned i n d u s t r i e s  i n  t h e  form 

of co rpo ra t ions  o r  agencies  w i t h i n  government departments  abound. These 

co rpo ra t ions  have been viewed a s  neces sa ry  t o  p r o t e c t  numerous d e f i n i t i o n s  

of t h e  ' pub l i c  i n t e r e s t ' .  However, an examinat ion of t h e  ope ra t ing  charac t -  

e r i s t i c s  of  t h e s e  co rpo ra t ions  o f t e n  r e v e a l s  a d iscrepancy  between t h a t  

segment of t h e  ' pub l i c '  assumed t o  be  t h e  b e n e f i c i a r y ,  and t h e  a c t u a l  

b e n e f i c i a r y .  T h i s  s e c t i o n  examines t h e  i m p l i c a t i o n s  of CNT's co rpo ra t e  

s t r u c t u r e  i n  terms of  i t s  impact i n  telecommunications develbpment i n  North- 

west  Canada. 

1. Impl i ca t ions  of CNT Corpora t ion  S t r u c t u r e  f o r  

Subsidy Po l i cy  Implementation 

Chapter V provided c l e a r  i n d i c a t i o n s  t h a t  CNT is more respons ive  t o  

system-wide CNR p o l i c y  o b j e c t i v e s ,  t han  t o  t h e  needs of Northern r e s i d e n t s .  

CNT's p o s i t i o n  regard ing  t h e  i s s u e  of s u b s i d i e s  f o r  h igh  c o s t  no r the rn  

t e l e c o m u n i c a t i o n s  s e r v i c e s  provides  f u r t h e r  i n d i c a t i o n s  t h a t  t h e  company 

does n o t  see i t s e l f  a s  a v e h i c l e  f o r  f o s t e r i n g  telecommunications po l i cy  - . 



implementat ion i n  a l l  a r e a s  of Northwest Canada. 

CNT i s  compelled t o  f u n c t i o n  only  as any o t h e r  I I 

bus ines s  would and r i g h t l y  h a s  no a u t h o r i t y  t o  
d i s b u r s e  what amount t o  communication subs id i e s .  35 

CNT argues  t h a t  t h e  r u l e s  and r e g u l a t i o n s  p re sc r ibed  by r e g u l a t o r y  agenc ie s  

p r o t e c t  c a r r i e r s  from be ing  fo rced  t o  provide  uneconomical s e r v i c e  u n l e s s  

t h e  expense i s  c a r r i e d  by t h e  i n d i v i d u a l ,  company o r  government r eques t ing  

se rv i ce .  

CNT's p o s i t i o n  has  been t h a t  i t  should be used a s  an ' ins t rument  of 

government po l i cy '  only under t h e  cond i t i on  t h a t  t h e  c o s t s  of  uneconomic 

s e r v i c e s  a r e  completely met by t h e  government. 

Any s u b s i d i e s ,  i f  t hey  a r e  t o  b e  pa id ,  have t o  come 
from an  a p p r o p r i a t e  department of t h e  government 
and t h e  d e c i s i o n  has  t o  b e  approved by t h e  e l e c t e d  
r e p r e s e n t a t i v e s  of t h e  taxpayer .  36 

CNT's Toronto management h a s  conceded b e f o r e  t h e  CRTC t h a t  s t r i c t  adherence 

t o  economic e f f i c i e n c y  c r i t e r i a  i n  decision-making may no t  always be f e a s i b l e  

with r e s p e c t  t o  t h e  te lephone d i v i s i o n :  

I n e v i t a b l y  [ t h e r e  are1 t i m e s  when our  r e s p o n s i b i l i t y  
t o  provide  s e r v i c e  as a te lephone  company ... dec i s ions  
a r e  taken  because of t h e  f r a n c h i s e . .  . investments  a r e  
made n o t  on a  commercial b a s i s ,  b u t  i t  must be made 
because of  a  r e s p o n s i b i l i t y  t o  provide  s e r v i c e .  37 

Thus, CNT p o l i c y  r e q u i r e s  t h a t  n o r t h e r n  r e s i d e n t s  q u a l i f y  f o r  h igh  q u a l i t y  

telecommunications s e r v i c e s  o n l y  when s u f f i c i e n t  revenues can  be  genera ted  

- -.- - - 



t o  cover  c o s t s  a l l o c a t e d  accord ing  t o  CNT's procedures  and c r i t e r i a  f o r  

economic f e a s i b i l i t y .  CNT appa ren t ly  does no t  cons ide r  t h a t  i n t e r n a l  

s u b s i d i e s  have a  b e a r i n g  on t h e  judgement of economic v i a b i l i t y  of proposa ls  

f o r  telecommunications s e r v i c e  development. 

It i s  i n t e r e s t i n g  t o  n o t e  t h a t  CNT j u s t i f i e s  i ts  p o s i t i o n  through an 

analogy w i t h  t h e  ove rbu i ld ing  of ra i lway l i n e s  i n  t h e  e a r l y  1900's.  This  

p o l i c y  i s  s e e n  t o  have r e s u l t e d  i n  noth ing  more than  a  f i n a n c i a l  burden t o  

Canadian taxpayers .  The importance of  'uneconomical development' i n  t h e  

t r a n s p o r t a t i o n  s e c t o r  as viewed i n  t h e  h i s t o r i c a l  con tex t  of p o l i t i c a l ,  

economic and s o c i a l  development of Canada, remains n o t  s u r p r i s i n g l y  unrecog- 

n ized  w i t h i n  t h e  narrow co rpora t e  pe r spec t ive .  

The fo l lowing  summarizes CNT's pe rcep t ion  of i ts  r o l e  i n  t h e  telecommu- 

n i c a t i o n s  development process  i n  Northwest Canada. 

We a r e  a bus ines s ,  not a  government agency. There a r e  
departments  of t h e  f e d e r a l  and o t h e r  governments which 
have a r e s p o n s i b i l i t y  f o r  provid ing  
o p e r a t i o n s  which a r e  n o t  v i a b l e  b u t  
deemed t o  b e  e s s e n t i a l  f o r  n a t i o n a l  
one o f  them. 39 

Thi s  p o s i t i o n  is  n o t  p a r t i c u l a r l y  unusual  f o r  

a s s i s t a n c e  t o  
a r e  n e v e r t h e l e s s  
po l i cy .  . . W e  a r e  n o t  

a  crown co rpora t ion .  H i s t o r i c -  

a l l y ,  government-owned e n t e r p r i s e s  have been c r e a t e d  t o  o p e r a t e  on a 

commercial b a s i s ,  emulat ing t h e  p r i v a t e  s e c t o r .  The CNR System is one of  - 

many co rpora t ions  t h a t  f a l l  under t h e  s e c t i o n  of t h e  F i n a n c i a l  Adminis t ra t ion  

Act t h a t  s t a t e s  t h a t  they  a r e  " o r d i n a r i l y  r e q u i r e d  t o  conduct ope ra t ions  

without  a p p r o p r i a t i o n s .  l f40 The f a c t  cha t  r e s p o n s i b i l i t y  f o r  telecommunica- 

t i o n s  i n  t h e  Northwest w a s  p laced  under t h e  umbrel la  of a co rpora t ion  in tended  

t o  ope ra t e  i n  t h i s  way i s  a n  i n t e r e s t i n g  comment on t h e  r o l e  and importance 



gi h i s t o r i c a l l y  a sc r ibed  t o  telecommunications i n  t h e  North. 

1. 

2 2. Subsidy Po l i cy  and Government Ownership i n  

Northern Power Development 

It has  been ind ica t ed  e a r l i e r  i n  t h i s  s tudy  t h a t  CNT i n t e r p r e t s  i ts  

mandate a s  r e q u i r i n g  i t  t o  be both  s e l f - s u s t a i n i n g  and p ro f i t -o r i en t ed .  For 

example, i n  a r ecen t  speech t o  t h e  Northern Resources Conference i n  Whitehorse,  

t h e  manager o f  CNT s t a t e d  t h a t  "There a r e  no t axpaye r s '  d o l l a r s  involved i n  

CNT'S o p e r a t i o n s  i n  t h e  nor th .  Th i s  i s  a  p r o f i t - o r i e n t e d  s e r v i c e  which is  

capable  of s t a n d i n g  on i t s  own f e e t  f i n a n c i a l l y .  l r 4 l  The s t r u c t u r e  and 

o r g a n i z a t i o n  o f  t h e  telecommunications i n d u s t r y  i n  Northwest Canada oan be 

con t r a s t ed  w i t h  t h a t  of t h e  power i n d u s t r y .  It has ;been  organized t o  a c t  

i n  a  manner t h a t  i s  more d i r e c t l y  and e x p l i c i t l y  amenable t o  energy develop- 

ment and n a t i o n a l  p o l i c y  implementation. 

The Northern Canada Power Commission (NCPC) p rov ides  an  example of a 

crown c o r p o r a t i o n  e s t a b l i s h e d  i n  t h e  Northern T e r r i t o r i e s  t h a t  has  a  mandate 

t o  o p e r a t e  on a ' s e l f - sus t a in ing '  b a s i s .  It was c r e a t e d  i n  1948 t o  provide  

e l e c t r i c  power a t  approximately t h e  same t ime t h a t  telecommunications 

f a c i l i t i e s  were t r a n s f e r r e d  from t h e  Department of Transpor t  t o  CNT. 4 2 

CNPC was r equ i r ed  t o  provide power a t  c o s t  and t o  recover  i t s  c o s t s  i n  i ts  

t a r i f f s  charged f o r  e l e c t r i c i t y .  The Act s t a t e d  t h a t :  

The Commission s h a l l ,  w i t h  t h e  app rova l  of  t h e  
Governor-in-Council, e s t a b l i s h  schedu le s  o r  . 
ranges  of r a t e s  f o r  p u b l i c  u t i l i t i e s  supp l i ed  
by i t  under t h i s  Act,  b u t  t h e  r a t e s  t o  b e  

' charged ... s h a l l  n o t  be  l e s s  t han  t h e  e s t ima ted  
c o s t  t o  t h e  Commission... 4 3  
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BY supplying power a t  low c o s t  i t  was in tended  t h a t  t h e  Commission would 

' l a s s i s t  s u b s t a n t i a l l y  i n  t h e  development of t h e  minera l  i n d u s t r i e s  i n  t h e  

T e r r i t o r i e s .  1144 

Unlike t h e  CNR System, t h e  NCPC i s  c l a s s i f i e d  a s  a  Schedule C o r  

agency co rpora t ion  under t h e  F i n a n a c i a l  Adminis t ra t ion  Act. Also inc luded  

i n  this ca tegory  a r e  t h e  Canadian Fi lm Development Corpora t ion ,  t h e  Na t iona l  

Harbours, Atomic Energy of Canada Ltd.  These companies tend t o  be more 

c l o s e l y  a l igned  i n  t h e i r  a c t i v i t i e s  w i t h  implementation of government p o l i c y  

o b j e c t i v e s  which a r e  s een  t o  b e  i n  t h e  ' n a t i o n a l  i n t e r e s t ' .  These corpor- 

a t i o n s  a r e  r e s p o n s i b l e  " for  t h e  management of t r a d i n g  o r  s e r v i c e  o p e r a t i o n s  

on a  quasi-commercial b a s i s .  "45 There i s  no necessary  l e g a l  e x p e c t a t i o n  

t h a t  they o p e r a t e  wi thout ,  i n  some c a s e s ,  s u b s t a n t i a l  a p p r o p r i a t i o n s  from 

parl iament .  The Act s t a t e s  t h a t :  "The Min i s t e r  of Finance may ... make 

advances t o  t h e  Power Commission f o r  t h e  pirrpose of c a p i t a l  expend i tu re s  

under t h i s  Act from unappropr ia ted  money i n  t h e  Consol idated Revenue Funds 

of n o t  exceeding a t  any one t ime $1 m i l l i o n .  ,146 

From 1948 t o  1959, NCPC i n t e r p r e t e d  i t s  mandate as be ing  t o  provide  

s e r v i c e  only  when t h e  need was d e f i n i t e l y  e s t a b l i s h e d  and t h e r e  w a s  

s u f f i c i e n t  guarantee  t h a t  i t  could r ecove r  i ts c o s t s .  47 i ts  performance 

and r o l e  a s  a  c o n t r i b u t i n g  f a c t o r  i n  t h e  no r the rn  development process  has  I :  

been descr ibed  a s  fo l lows:  



It i s  apparent ,  then, t h a t  the  idea  behind t h e  NCPC 
was t o  use  a pub l i c  agency t o  undertake t h e  kind of 
l a rge - sca le  investments i n  e f f i c i e n t  genera t ing  
f a c i l i t i e s  which p r i v a t e  inves to r s  would no t  under- 
take.  Thus, the  Commission's customers would rece ive  
t h e  b e n e f i t s  of lower c o s t  power a t  no c o s t  t o  t h e  
f e d e r a l  taxpayer l i v i n g  elsewhere i n  Canada. The 
l a t t e r  provis ion  was zealously safe-guarded, a t  l e a s t  
u n t i l  t h e  l a t e  1950's by t h e  Comiss ion ' s  adherence 
t o  conservat ive  p r a c t i c e s  f o r  evaluat ing  t h e  f e a s i b i l i t y  
of p r o j e c t s ,  by i t s  pol icy  of guaranteeing markets i n  
advance, a s  w e l l  a s  by i t s  genera l  r a t e  p ~ l i c y .  48 

A s  power requirements and energy development became a more i n t e g r a l  a spec t  

of t h e  f e d e r a l  government's economic development p o l i c i e s  i n  t h e  nor th ,  

t h e  conservat ive  investment p o l i c i e s  of NCPC ware modified. The p o t e n t i a l  

r o l e  of e l e c t r i c  power, not  only i n  s t imula t ing  i n d u s t r i a l  and resource  

develnpment, bu t  a l s o  i n  i t s  r o l e  i n  support ing expanded government 

adminis t ra t ion ,  education,  hea l th ,  and welfare  programmes, w e r e  among t h e  

reasons given f o r  t h i s  s h i f t  i n  policy.  The need f o r  a n  agency t o  perform 

newly defined r o l e s  l e d  t o  a  gradual r e l a x a t i o n  of economic c r i t e r i a  i n  

evaluat ing expansion and development of power f a c i l i t i e s  i n  t h e  t e r r i t o r i e s .  

Since t h e  mid-sixt ies  income t a x  payments have been e l iminated ,  l a r g e  

amounts of f e d e r a l  funds have been inves ted ,  and s i n c e  1975, t h e  Commission 

has operated w i t h  a d e f i c i t .  
49 

NCPC's primary r o l e  has been t o  ensure the  a v a i l a b i l i t y  of s u f f i c i e n t  

power t o  meet requirements of indust ry  and government use r s  i n  t h e  Yukon 

and Northwest T e r r i t o r i e s .  The Commission was o r i g i n a l l y  e s t a b l i s h e d  i n  

response t o  t h e  needs of  t h e  Yellowknife Gold Mining Company and provided 



t h e  government w i t h  a  means of ensu r ing  t h a t  t h e  capac i ty  of power 

developments met t h e  needs of bo th  t h e  mine and t h e  community. Other 

p r o j e c t s  were i n i t i a t e d  t o  meet demands of United Keno H i l l  Mines i n  

Mayo, and Government a d m i n i s t r a t i v e  needs i n  F o r t  Smith, t h e  c a p i t a l  of 

t h e  Northwest T e r r i t o r i e s .  La t e r ,  hydro developments i n  t h e  mid-1950's 

on t h e  Yukon River  near  Whitehorse provided power f o r  i t s  growPng demands. 

I n  t h e  1970's  ano the r  p r o j e c t ,  t h e  A i sh ih ik  Dam, was undertaken p r i m a r i l y  

t o  meet needs of t h e  Cyprus Anvi l  mine i n  Faro,  Yukon T e r r i t o r y .  This  . 

la t ter  p r o j e c t  has  been regarded a s  a  major cause  of NCPC's d e f i c i t  

performance i n  r ecen t  years .  
5 0  

A s  NCPC i s  l e g a l l y  obl iged  t o  o p e r a t e  on a  s e l f - s u s t a i n i n g  b a s i s ,  

t h e  problem of  c o s t  a l l o c a t i o n  has  been addressed  by t h e  Commission 

and t h e  f e d e r a l  government. NCPC commissioned a  s tudy  i n  1976 which 

recommended r a t e  i n c r e a s e s  i n  t h e  o r d e r  of l O O Z  a s  a  s o l u t i o n  t o  t h e  

5 1 
problem. The nega t ive  r a m i f i c a t i o n s  of  t h i s  p roposa l  were condemned 

b.y bo th  t h e  Na t iona l  Energy Board ( r e s p o n s i b l e  f o r  NCPC r a t e  r e g u l a t i o n )  

and t h e  f e d e r a l  An t i - In f l a t i on  Board. A Task Force,  under t h e  auspices  

of t h e  Department of  Indian  A f f a i r s  and Northern Development, was s e t  

up t o  examine t h e  problbm. 
5 2 

The r e p o r t  reviewed s e v e r a l  a l t e r n a t i v e s  

t o  rate i n c r e a s e s .  Deferred government l o a n  repayments, reimbursements 

from t h e  Treasury  Board t o  cover  c o s t s  of i n v e s t i g a t i n g  power p r o j e c t s ,  

g r a n t s ,  i n t e r e s t - f r e e ' l o a n s ,  and deferment  of  deb t  s e r v i c e  charges,  

were among t h o s e  discussed.  

None were considered s p e c i f i c a l l y  i n  terms of a government subsidy 

f o r  power c o s t s  i n  t h e  nor th .  Any a c t i o n  t h a t  h a s  been taken ,  i nc lud ing  



*< a r ecen t  cash  i n f u s i o n  of $7 .5  m i l l i o n  i n  1978, has  been i n  response  t o  

- 
short- term NCPC f i n a n c i a l  d i f f i c u l t i e s  "as  a  r e s u l t  of e x t r a o r d i n a r y  

inc reases  i n  c o s t s  of o p e r a t i o n  and t o  e n s u r e  t h a t  f u r t h e r  r a t e  i n c r e a s e s  

a r e  kept  t o  a  r ea sonab le  l e v e l .  "53 Discuss ions  a s  , t o  t h e  need f o r  a 

subsidy were r e s t r i c t e d  t o  t h e  j u s t i f i c a t i o n  f o r  u s ing  f e d e r a l  funds  t o  

reduce t h e  c o s t  of power f o r  domest ic  ( r e s i d e n t i a l )  non-government 

consumption of e l e c t r i c  power i n  t h e  no r th .  The r e s t r i c t i v e  a p p l i c a t i o n  

of t h e  subs idy  concept  i s  ev iden t  i n  t h e  fo l lowing  quo ta t ion  from t h e  

Task Force Report:  

No g e n e r a l  s u b s i d i e s  o t h e r  t han  t h o s e  c u r r e n t l y  
provided by t h e  Yukon T e r r i t o r i a l  Government 
through e q u a l i z a t i o n  payments ... b e  granted  t o  
domestic consumers of e l e c t r i c a l  power i n  t h e  
Yukon. 54 

The tendency t o  d i v o r c e  t h e  problem of power product ion  c o s t s  i n  

t h e  n o r t h  from t h e  problem of h i g h  c o s t s  t o  consumers has  r e s u l t e d  i n  

a  s e r i e s  of t ang led  and o f t e n  counter-product ive measures t h a t  have 

been taken t o  a m e l i o r a t e  t h e  problem. The reason  f o r  t h e  s e p a r a t e  

t rea tment  of what is e s s e n t i a l l y  a sys temic  problem stems p a r t i a l l y  from 

' t h e  f a c t  t h a t  NCPC is p r i m a r i l y  a producer  of power. It a c t s  as a d i r e c t  

s u p p l i e r  i n  on ly  a  sma l l  number of  communities i n  t h e  Yukon. The c o s t s  

of power i n  t h e  m a j o r i t y  of c o r n u n i t i e s  a l s o  r e f l e c t  t h e  r a t e s  charged 

by t h e  company which a c t s  a s  a d i s t r i b u t o r  and r e t a i l  s u p p l i e r .  I n  

t h e  Yukon, t h e  Yukon E l e c t r i c a l  Company, a  s u b s i d i a r y  of A lbe r t a  Power 

Corporation, and I n t e r n a t i o n a l  U t i l i t i e s  Ltd.,  based i n  Ph i l ade lph ia ,  

s u p p l i e s  power i n  a l l  b u t  f o u r  Yukon Communities. Over 70% of t h e  



"~ukon E l e c t r i c a l  Company's r e s i d e n t i a l  customers a r e  l o c a t e d  i n  Whitehorse. 

A l a r g e  percentage  of  t h e  remaining customers are l o c a t e d  i n  communities 

t h a t  depend on h igh  c o s t  d iese l -genera ted  power. Small popu la t ion  s i z e s  

and h igh  power gene ra t ion  c o s t s  have combined t o  make t h e  unsubs id ized  

c o s t  of power p a r t i c u l a r l y i n s m a l l  ou t ly ing  communities i n  t h e  Yukon 

i n o r d i n a t e l y  h igh  when compared t o  c o s t s  i n  sou the rn  a r e a s  of Canada. The 

Task Force Study i s  t h e  only  major s tudy  t h a t  i s  p u b l i c a l l y  a v a i l a b l e  t o  

have addressed t h e  need f o r  s u b s i d i e s  f o r  power consumers i n  t h e  North. 

It focused t h e  m a j o r i t y  of  i t s  a t t e n t i o n  on one sma l l  p o r t i o n  of t h e  on- 

going problem o f  a d i s p a r i t y  between t h e  c o s t s  of an  e s s e n t i a l  s e r v i c e  

between t h e  remote communities i n  t h e  n o r t h  and l a r g e r  c e n t r e s  bo th  i n s i d e  

and o u t s i d e  t h e  n o r t h .  

Where s u b s i d i e s  have been in t roduced  they  have been haphazard, sho r t -  

term, and have s imply assumed t h a t  a d i s p a r i t y  was i n a p p r o p r i a t e .  Nei ther  

t h e  f e d e r a l  no r  T e r r i t o r i a l  Governments have shown any i n c l i n a t i o n  t o  des ign  

subs idy  programmes i n  response t o  an assessment  of t h e  need f o r  power 

throughout t h e  n o r t h ,  and e s p e c i a l l y ,  of t h e  need i n  t h o s e  communities where 

c o s t s  a r e  h i g h e s t  and have t h e r e f o r e  t h e  g r e a t e s t  p o t e n t i a l  t o  r e s t r i c t  

use.  

An example of t h e  tendency t o  implement s u b s i d i e s  w i thou t  r e f e r e n c e  t o  

need o r  t o  o b j e c t i v e s  i s  provided by a scheme in t roduced  by t h e  Yukon T e r r i -  

t o r i a l  Government i n  1970. Before implementing a subs idy  f o r  a n  i n i t i a l  

b lock  of  power i n  a l l  communities i n  t h e  Yukon f o r  non-government r e s i d e n t i a l  

u s e r s ,  t h e  T e r r i t o r i a l  Government commissioned a s tudy .  It was completed by 

a B.C. Hydro c o n s u l t a n t  and recornended a programme t h a t  had a matching of 

f i n a n c i a l  r e s o u r c e s  t o  t h e  subs idy  d o l l a r  requirement  i n  a s i n g l e  year  a s  i t s  

primary object ive.55 N i t  on ly  d i d  t h e  s tudy  f a i l  t o  cons ide r  f u t u r e  growth, 



h, : the distribution of benefits or the rationale underlying it. A series of 

additional studies undertaken between 1970 and 1978 all suffered from essen- 

tially the same problem. Throughout this period the need for a subsidy was 

justified by the recognized differences between the costs of power in the 

north as opposed to southern Canadian cities, and never on the basis of the 

special needs of northern residents. 

The federal government's Task Force Report (1976) also failed to con- 

ceive of the problem in a wholistic fashion. By assuming the continued exist- 

ence of the Territorial Government's subsidy plan (which received its funding 

through a system of federal government tax rebates), it was capable of finding 

that there was little evidence of a need for subsidies. This was the general 

conclusion of a report which also stated that: 

... a comparison of average bills indicates that consumers 
in some of the small outlying communities of the North are 
paying some of the highest rates in Canada for relatively 
small consumption of electricity. 56 

By 1978, the Yukon Territorial Government's subsidy programme was in a pre- 

carious position, initially because of the inability of the revenues from 

federal utility tax rebates to meet the exponentially growing cost of the 

subsidy plan due to growth in population, consumption and increased rates, 

and later, by the withdrawal of the rebate system by the federal government. 

In 1978.the federal government announced its own subsidy programme designed 

to supplement the existing one. 57 However, there was no evidence that any 

further consideration had been given to the purpose of the programme. The 

level$ of consumption to be subsidized were arbitrarily based on comparisons 

with consumption levels in the south, and the extent of the benefits received 

by northern residents was determined, not by need, but by an arbitrary dollar 



f i g u r e  a l l o c a t e d  f o r  t h e  programme by 

The Yukon T e r r i t o r i a l  Government 
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t he  Treasury Board. 

commissioned a  f u r t h e r  s tudy  (1S78), 

o r i g i n a l l y  t o  examine t h e  problems a s s o c i a t e d  w i t h  i ts  own programme, and 

l a t e r ,  t h e  e f f e c t s  of the combined f e d e r a l  and t e r r i t o r i a l  programmes. Th i s  

,study made sugges t ions  a s  t o  t h e  optimum s t r u c t u r e  of subsidy programme, which 

w h i l e  be ing  cons t r a ined  by e s t i m a t e s  of t h e  revenues a v a i l a b l e ,  would ensure  

&at f u t u r e  i n c r e a s e s  i n  c o s t s  of power t o  Yukon consumers would b e  shared  

5 8 
between t h e  consumer and t h e  government f i nanc ing  source.  Again, l i m i t a -  

t i o n s  imposed on t h e  s tudy  precluded an  ex tens ive  i n v e s t i g a t i o n  a s  t o  t h e  

app ropr i a t e  o b j e c t i v e s  t h a t  should b e  incorpora ted  i n t o  a  programme designed 

t o  subs id i ze  power c o s t s  i n  t h e  no r th .  By September of 1979, t h e  recommenda- 

t i o n s  had n o t  been a c t e d  upon. E l e c t r i c i t y  consumers i n  t h e  n o r t h  con t inue  

t o  r e c e i v e  s u b s i d i e s  bu t  they  remain cont ingent  on t h e  v a g a r i e s  of f i s c a l  

resource  a l l o c a t i o n  a t  t h e  f e d e r a l  l e v e l .  No c l e a r  r a t i o n a l e  e x i s t s  t o  

provide support  f o r  a long  term s o l u t i o n  t o  t h e  c o s t  problem i n  t h e  event  

t h a t  r e s t r a i n t  and o t h e r  f e d e r a l  p r i o r i t i e s  t a k e  precedence and withdraw t h e  

e x i s t i n g  l e v e l  of  s u b s i d i z a t i o n .  

The h i s t o r y  of t h e  e l e c t r i c  subs idy  problem i n  t h e  Yukon i s  d i scussed  

here  a t  some l e n g t h  because i t  i n d i c a t e s  problems a s soc i a t ed  wi th  t h e  way i n  

which s u b s i d i e s  have been conceptua l ized  t h a t  a r e  r e l e v a n t  i n  o t h e r  con tex t s .  

Federal  f i n a n c i a l  a s s i s t a n c e  f o r  tnaintaining t h e  f i n a n c i a l  performance of 

NCPC h a s  been t h e  primary concern. The ma jo r i t y  of NCPC's customers  a r e  

e i t h e r  i n d u s t r i a l  concerns,  o r  t h e  consumers l oca t ed  i n  Whitehorse.  The 

same p a t t e r n  ho lds  f o r  t h e  Northwest T e r r i t o r i e s  a s  we l l .  By comparison, t h e  

problem of t h e  a v a i l a b i l i t y  of an  e s s e n t i a l  s e r v i c e ,  e l e c t r i c i t y ,  i n  out-  

l y i n g  communities i n  t h e  n o r t h  has  rece ived  inadequate  and piecemeal a t t e n t i o n .  

Subs id ies  have been implemented i n  accordance wi th  temporary a v a i l a b i l i t y  of 



f e d e r a l  funds , 

t he  assumption 
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no t  i n  accordance wi th  need. I n  t h e  c a s e  of t h e s e  s u b s i d i e s ,  

has  been t h a t  a r educ t ion  i n  d i s p a r i t i e s  between s e r v i c e  c o s t s  

between t h e  sou th  and t h e  n o r t h  au toma t i ca l ly  r e s u l t s  i n  t h e  conclus ion  t h a t  

s e rv i ces  t h a t  a r e  a v a i l a b l e ,  a r e  both  reasonable  and adequate  r ega rd l e s$  of 

no r the rn  cond i t i ons .  

I n  t h e  power i n d u s t r y ,  t h e r e  i s  evidence t h a t  a government-owned corpora- 

t i o n  was used t o  implement economic development o b j e c t i v e s .  It was designed 

t o  be  f l e x i b l e  and open t o  d i r e c t  government p o l i c y  implementation. P o l i c i e s  

and programmes were focused on meeting t h e  demands f o r  power from indus t ry  

and government l oca t ed  i n  o r  nea r  major economic c e n t r e s ,  such a s  Whitehorse 

and Yellowknife.  

S u p e r f i c i a l l y ,  i t  appears  t h a t  t h e  same degree  of l i nkage  between 

co rpora t e  decision-making and broader  economic p o l i c y  o b j e c t i v e s  d id  not  occur  

i n  t h e  telecommunications indus t ry .  Decis ions concerning CNT's p o l i c i e s  and 

i n t e r n a l  o p e r a t i o n s  were l a r g e l y  developed unencumbered by a c t i v e  f e d e r a l  

i n t e r v e n t i o n  through t h e  r egu la to ry  process .  However, telecommunications 

s e r v i c e s  have been upgraded i n  CNT's t e r r i t o r y  i n  accordance wi th  government 

p o l i c i e s  and p r i o r i t i e s  t h a t  have taken  precedence over  t h e  yea r s .  The 

f e d e r a l  government h a s  depended on d i r e c t  s u b s i d i e s .  The i r  e f f e c t i v e n e s s  and 

impact on t h e  telecommunications development p roces s  is d iscussed  i n  t h e  

next  s e c t i o n .  Although i s o l a t e d  communities have r ece ived  s u b s i d i e s  t o  upgrade 

Communications f a c i l i t i e s  i n  t h e  n o r t h ,  t h e  m a j o r i t y  of f i n a n c i a l  a s s i s t a n c e  

has been d i r e c t e d  t o  meet telecommunications requi rements  of bus ines s ,  i ndus t ry  

and government. I n s u f f i c i e n t  a t t e n t i o n  h a s  been g iven  t o  t h e  causes  of t h e  

problem, t h e  need f o r  s u b s i d i e s ,  o r  how t o  ensure  t h a t  once funds do become 

a v a i l a b l e ,  t h e  b e n e f i t s  a r e  rece ived  by t h o s e  f o r  whom they  were o r i g i n a l l y  

intended.  



D. D i r ec t  Subs id ies  Implemented by Government Departments 

The f e d e r a l  government's r o l e  i n  t h e  telecommunications development 

process  has  been ex tens ive  i n  Northwest Canada, d e s p i t e  CNT's con ten t ion  

t h a t  "over t h e  per iod  of CNT's development i n  t h e  North, f i n a n c i a l  and o t h e r  

arrangements have been minimal and i n s i g n i f i c a n t  . "59 This s e c t i o n  o u t l i n e s  

s e v e r a l  of t h e  d i r e c t  subs idy  methods t h a t  t h e  f e d e r a l  government has used t o  

i n f luence  t h e  pace and d i r e c t i o n  o f  telecommunications development. Of 

n e c e s s i t y  t h i s  review i s  g e n e r a l  a s  d e t a i l e d  informat ion  concerning co rpo ra t e /  

government i n t e r - f inanc ing  was unava i l ab l e .  The informat ion  which is  

- presented ,  i s  s u f f i c i e n t  t o  beg in  t o  d i s c e r n  a  l i n k  between f e d e r a l  investment 

t h a t  i s  c o n s i s t e n t  w i t h  changing p r i o r i t i e s  i n  n a t i o n a l  economic development 

pol icy .  

The s h i f t i n g  emphasis p laced  on economic development i n  t h e  northwest  i n  

t h e  l a t e  1950's has  been o u t l i n e d  (Chapter IV).. Subsidy programmes were 

introduced a t  t h i s  t ime t o  promote t r a n s p o r t a t i o n  and power development. 

Programmes such a s  'Roads t o  Resources ' ,  t h e  Remote Resources A i r p o r t s  Pro- 

grammes, and t h e  Northern Roads Network Programme were e s t a b l i s h e d .  60 The 

o b j e c t i v e  was t o  u s e  p u b l i c  f i n a n c i n g  t o  suppor t  t r a n s p o r t a t i o n  l i n k s  

connecting s p e c i f i c  r e sou rce  p r o j e c t s .  Subs id i e s  f o r  t r a n s p o r t a t i o n  develop- 

ment tended t o  i gnore  t h e  need f o r  a w e l l  i n t e g r a t e d  p l an  t h a t  would r e s u l t  

i n  an  area-wide i n t e g r a t e d  road network. 
6  1 

1. Di rec t  Subs id ies  f o r  CNT Network Development. 

CNT was a l s o  a  r e c i p i e n t  of f e d e r a l  f i nanc ing  dur ing  t h i s  per iod .  

Emphasis was placed on c o n s t r u c t i o n  and expansion of long d i s t a n c e  t runk 

62 
f a c i l i t i e s .  Increased  i n t e r c o n n e c t i o n  c a p a c i t y  between growing economic 

and p o l i t i c a l  c e n t r e s ,  and between n o r t h e r n  and southern  Canada was provided. 
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Federal financial assistance was available for construction of two of 

the three major arteries or telecommunications links in the CNT system. 63 

The first route followed the Alaska Highway and was originally constructed and 

financed by joint ~.S./Canadian agreements during World War 11. When the 

U.S. military again required increased capacity in the late 19601s, the 

original pole line was replaced by microwave. The system running from the 

~ukon/Alaska border to Grande Prairie, Alberta, received substantial federal 

assistance. A fifteen-year contract was negotiated that ensured that the cost 

of the system would be paid for by the end of the contract period.64 Thus 

telecommunications services were improved primarily to meet military needs. 

According to the federal Minister of Northern Affairs (1959), "supplying 

services to remote communities that do not have it now"65 was feasible only 

where major trunk lines were located in close proximity to communities. 

Whitehorse, Fort Nelson, Watson Lake and other 

to be located along the highway benefited from 

The second major telecommunications route 

in the mid- and late sixties. It followed the 

communities fortunate enough 

expanded upgraded services. 

in the North~est was constructed 

course of the Mackenzie River 

from Hay River to Inuvik in the Northwest Territories. The original pole line 

was constructed by CNT under government contracts. The government guaranteed 

the difference in costs to CNT to a break-even situation over ten years. When 

microwave overbuilding took place in the early seventies the federal govern- 

ment again supplied financial assistance to maintain the costly obsolete 

interim system. 

Northern communities such as Norman Wells, Aklavik, and Fort Simpson 

were interconnected to the main system only after the government agreed to 

assist in the deficit operation. In 1970, a third major microwave route was 

constructed, interconnecting the two older systems. This increased capacity 



support from government sources.  

The major p ropor t ion  of f e d e r a l  a s s i s t a n c e  was a l l o c a t e d  f o r  cons t ruc t ion  

and upgrading t h e  "backbone" of t h e  system. Few funds were d i r e c t l y  a l l o c a t e d  

t o  ensure  t h a t  community r e s i d e n t s  ob ta ined  a c c e s s  t o  adequate ,  h igh  q u a l i t y  

bas ic  s e r v i c e s .  Exchanges were in t roduced  by CNT when co rpora t e  c r i t e r i a  

determined t h e i r  economic f e a s i b i l i t y .  Fo r tuna te ly  t h e  advantage of 

t e r r e s t r i a l  systems cons t ruc ted  dur ing  t h i s  pe r iod  was t h a t  communities 

loca ted  a long  t h e  major r o u t e s  were l e s s  c o s t l y  t o  connect .  Breakouts were 

used t o  connect numerous communities i n  t h e  Yukon and Northwest T e r r i t o r i e s .  

However, i n  many cases  obso le t e  p o l e  l i n e s  a r e  used t o  c a r r y  in t r a - r eg iona l  

and l o c a l  t r a f f i c  whi le  t r a f f i c  from Alaska and Yukon and Northwest T e r r i t o r -  

66 i e s  economic c e n t r e s  t o  t h e  south  i s  rou ted  over  modern microwave f a c i l i t i e s .  

cNT's response t o  demands f o r  s e r v i c e s  from i n d u s t r y  was quick a s  long 

as t h e  c o s t  of s e r v i c e  and f a c i l i t i e s  was guaranteed e i t h e r  by government 

o r  i n d u s t r y  subs id i e s .  A s  e a r l y  a s  1957 and 1959, po le  l i n e s  were cons t ruc ted  

t o  Cass i a r ,  a  major a sbes tos  development, and t o  Mayo and E l sa ,  s i t e s  of 

United Keno Mines. F inanc ia l  support  f o r  t h e  l a t t e r  w a s  approved by t h e  

Treasury Board i n  1 9 5 9 . ~ ~  CNT'S p o l i c y  has  been t o  r e l y  on i n c e n t i v e  g r a n t s  

from o i l  and mining companies i n  t h e  form of minimum revenue guarantees  a s  an 

a d d i t i o n a l  means of p r o t e c t i n g  i t s  investment .  

The dominant p r i o r i t i e s  guiding f e d e r a l  investment  i n  n o r t h e r n  t e l e -  

communications p r o j e c t s  by 1973 have been summarized a s  fo l lows:  

S u b s t a n t i a l  popula t ion  growth, which is  s o  necessary ,  
n o t  on ly  f o r  t h e  e x t r a c t i o n  b u t  a l s o  f o r  t h e  p roces s ing  
of r e sou rces ,  cannot be expected u n l e s s  t h e  communications 
enjoyed by most Canadians a r e  extended t o  t h e  North. 
Defense o f  t h e  n a t i o n  r e q u i r e s  r e l i a b l e  communications 
c o r r i d o r s  reaching t o  t h e  t o p  of t h e  cont inent . . .  



Communications carriers face high risks in providing 
services because of the large costs of installation 
and operation and maintenance associated with a small 
and widely scattered market. 68 

NO mention is made of carrier or government responsibility for financing 

development of services for residents in smaller communities. Insufficient 

revenues from mining, oil and gas exploration, or government services, has 

left many of them with less than adequate service* as compared to southern 

Canada. 

2. Subsidies Allocated to Remote Areas 

Subsidies for services in small isolated communities, mainly in the North- 

west Territories, have been a recent phenomena. Bell Canada received financial 

assistance in 1973. A Minimum Annual Revenue Guarantee Programme (MARG) was 

the first active recognition of a need for government financing to provide an 

incentiye for expansion in areas where clsts were clearly in excess of revenue. 

Another long-term plan was introduced by the DOC in 1977.~' This subsidy 

programme was specifically designed to reduce disparities between the avail- 

ability of essential services throughout the North and between the north and 

south. Under the terms of the five-year $9 million Northern Communications 

Assistance Programme (NCAP), the federal government committed financing for 

the capital costs of telecommunications facilities between communities in the 

Northwest Territories. CNT (and Bell Canada) agreed to invest equal amounts 

in capital and operating funds for local exchanges. 

In the Public Notice accompanying the programme's announcement, the DOC 

admitted that it represented the first direct step taken by the government to 

11 implement its comunications policy in the north, i.e., that a minimum level 

of communications service be established as a priority at all communities 



^ hroughout both T e r r i t o r i e s ,  comparable t o  s i m i l a r  communities i n  t h e  south ,  

a s  p u b l i c  and p r i v a t e  funds become a v a i l a b l e .  1171 Government commitment t o  

t h i s  p o l i c y  would seem t o  have been f i r m l y  e s t a b l i s h e d :  

The major d i f f i c u l t y  i n  ex tending  s e r v i c e  is  t h e  
high c o s t  of t h e  r e q u i r e d  f a c i l i t i e s  a s  compared t o  
t h e  l i m i t e d  revenues a v a i l a b l e  t o  recover  t hese  
expenses,  and t h e r e  i s  a  l i m i t  t o  t h e  l e v e l  of 
l o s s e s  which can be  r easonab ly  supported.  It was 
t h e r e f o r e  concluded t h a t  government f i n a n c i a l  support  : ,= 
i s  necessary  t o  a s s i s t  t h e  te lephone  companies i n  
ex tending  r e l i a b l e  s e r v i c e  throughout  t h e  t e r r i t o r i e s .  7 2  

Severa l  communities b e n e f i t e d  from t h e  programme i n  both  CNT and Be l l  

t e r r i t o r y .  S a t e l l i t e  e a r t h  s t a t i o n s  were i n s t a l l e d  t o  r ep l ace  e x i s t i n g  VHF 

systems which had provided communities w i t h  s i n g l e  channel  i n t e r connec t ion  

w i t h  t h e  long d i s t a n c e  pub l i c  network and no l o c a l  exchange s e r v i c e .  

Unfor tuna te ly ,  t h i s  program was among those  'delayed '  under 1978 govern- 

73 ment f i n a n c i a l  r e s t r a i n t  programmes. I n t r o d u c t i o n  of a  subs idy  programme 

d i r e c t e d  toward i n c r e a s i n g  s e r v i c e s  i n  i s o l a t e d  communities r e f l e c t e d  a  s h i f t  

i n  government p r i o r i t i e s .  I n c r e a s i n g l y ,  government a t t e n t i o n  has  been focused 

on a broad spectrum of i s s u e s  r e l a t e d  t o  economic development i n  t h e  nor th .  

However, t h e  f a c t  t h a t  t h e  programme was s o  e a s i l y  abol i shed  p o i n t s  t o  t h e  l a c k  

of a n  e f f e c t i v e  means of implementing p o l i c y  o b j e c t i v e s .  It a l s o  i l l u s t r a t e s  

t h a t  where p o l i c y  o b j e c t i v e s ,  u n r e l a t e d  t o  mainstream i n d u s t r i a l  development - 

i n  t h e  n o r t h ,  a r e  concerned, subs idy  programmes f o r  telecommunications develop- 

ment cont inue  t o  b e  sporadic  and unplanned. 

E. Northern P a r t i c i p a t i o n  i n  t h e  P o l i c y  Implementation 

The previous  s e c t i o n  has  examined f e d e r a l  s u b s i d i e s  f o r  telecommunications 
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k s e t  o f  changing economic development p r i o r i t i e s .  An examination of t h e  major 

p a r t i c i p a n t s  i n  t h e  d e c i s i o n  p roces s  t h a t  a f f e c t s  t h e  a v a i l a b i l i t y  of sub- 

s i d i e s  a l s o  i n d i c a t e s  t h a t  t h e  s t r u c t u r a l  r e l a t i o n s h i p s  of t h e  i n s t i t u t i o n s  

i s  n o t  respons ive  t o  mul t i - face ted  needs f o r  telecommunications s e r v i c e s  i n  

t h e  North. 

The Department of Communications i s  r e spons ib l e  f o r  i n i t i a t i n g  d i r e c t  

s u b s i d i e s  i n  o r d e r  t o  implement i ts  i n t e r p r e t a t i o n  of n a t i o n a l  telecommu- 

n i c a t i o n s  p o l i c y  o b j e c t i v e s .  The DOC'S recommendations a r e  t hen  r e f e r r e d  t o  

Cabinet.  There a r e  s e v e r a l  ways i n  which no r the rn  r e s i d e n t s  can make t h e i r  

views known t o  t h e  Department but  t h e s e  tend t o  be  forums where t h e r e  is  

l i t t l e  oppor tun i ty  t o  i n f l u e n c e  t h e  d e c i s i o n  process .  

To t h e  e x t e n t  t h a t  CRTC hea r ings  have been open t o  submissions from 

nor thern  r e s i d e n t s ,  t h e  r e g u l a t o r y  process  has  provided a forum f o r  t hose  

groups o r  i n d i v i d u a l s  who have been a b l e  t o  a f f o r d  t h e  c o s t s  of p a r t i c i p a t i o n .  

However, t h e  i s s u e s  o f  d i r e c t  concern f o r  remote telecommunications s e r v i c e  

development a r e  g e n e r a l l y  subsumed w i t h i n  l a r g e r  i s s u e s  concerning g e n e r a l  

r a t e  a p p l i c a t i o n s  by t h e  c a r r i e r s .  I n  t h e  c a s e  of CNT, t h e  s c a r c i t y  of p u b l i c  

hear ings  h a s  reduced t h e  p o s s i b i l i t y  of making use  of t h e  oppor tun i ty  t o  

pub l i c i ze  problems. 

The f e d e r a l  government h a s  at tempted t o  r ep re sen t  t h e  d e c i s i o n  p roces s  

concerning t h e  a l l o c a t i o n  of  f i n a n c i a l  r e sou rces  as being open t o  p u b l i c  

p a r t i c i p a t i o n  and i n f l u e n c e  because of t h e  p a r t i c i p a t i o n  of n o r t h e r n  people on 

committees t h a t  a r e  s a i d  t o  have inpu t  i n t o  d e c i s i o n s  a f f e c t i n g  p o l i c y  formu- 

l a t i o n ,  p lanning  o r  p o l i c y  implementation. However, a c l o s e r  examinat ion of 

t h e  composition and r o l e  of  t h e s e  committees l ends  suppor t  t o  t h e  argument 

t h a t  t h e r e  a r e  few e f f e c t i v e  ongoing means of acces s  f o r  most n o r t h e r n e r s  t o  



t h e  d e c i s i o n  process .  

The NCAP programme d i scussed  i n  t h e  previous  s e c t i o n  provides  an example. 

The o r i g i n a l  i d e a  f o r  t h e  programme came from submissions t o  t h e  CRTC 

*resented by t h e  I n u i t  T a p i r i s a t  of Canada. When t h e  Department of Communi- 

c a t i o n s  f i n a l l y  i n i t i a t e d  t h e  programme, i t  noted t h a t  " ac t ive  p a r t i c i p a t i o n ' 1  

from n a t i v e  and non-native n o r t h e r n e r s  concerning t h e  f i n a l  p o l i c y  proposa l  

had been rece ived  through a n  i n t e r d e p a r t m e n t a l  committee. 
7 4  

The Committee r e f e r r e d  t o  was t h e  Advisory Committee on Northern Develop- 

ment (ACND). The ACND i s  supposed t o  provide ,  through a  committee s t r u c t u r e ,  

t h e  mechanism f o r  i n t e rdepa r tmen ta l  p lanning  and co-ord ina t ion  of f e d e r a l  

p o l i c i e s  and programmes p e r t a i n i n g  t o  t h e  Canadian North. Through a  number 

of s p e c i a l i z e d  committees and working groups,  i t  r e p o r t s  t o  t h e  Min i s t e r  of 

Indian  A f f a i r s  and Northern Development. 

The Committee on Northern Communications i s  composed of r e p r e s e n t a t i v e s  

of va r ious  f e d e r a l  and t e r r i t o r i a l  departments  and agenc ie s  and a s s i s t s  i n  

coord ina t ion  of government a c t i v i t i e s  i n  t h e  T e r r i t o r i e s .  It is  i n t e r e s t i n g  

t h a t  of t h e  23 members, 20 a r e  r e p r e s e n t a t i v e s  of government departments 

l oca t ed  i n  Ottawa. The Yukon and Northwest T e r r i t o r i a l  governments a r e  each 

represented  by one member and a  f u r t h e r  member r e p r e s e n t s  t h e  Pub l i c  Serv ice  

7 5 Cornmission i n  Yellowknife.  Na t ive  o r g a n i z a t i o n s  a r e  conspicuously absent .  

Furthermore, t h e  Chairperson of t h e  Committee s t a t e s  t h a t :  

The Committee i s  j u s t  t h a t  [advisory]  and i s  not a n  
i n t e g r a l  component i n  t h e  h i e r a r c h y  of any p a r t i c u l a r  
government department o r  agency, I n  f a c t ,  i t  meets 
r a t h e r  i n f r e q u e n t l y  and a t t e n d i n g  i ts  meet ings occupies  
on ly  a  t i n y  p o r t i o n  of t h e  t ime of  t hose  who are members 
of t h e  Committee, i nc lud ing  t h e  Chairman. 76 
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This committee was reportedly used as the vehicle for public input into the 

ecision to implement a communications subsidy but by its own definition, it 

could not have been effective in influencing decisions concerning the 

programme. 

The lack of public accessibility to the planning and policy implementa- 

tion process carried out by the DOC, with the ultimate 'closed door' santifi- 

cation of Cabinet, is also indicated by the DOC'S tendency not to announce 

policies or prospective programs until after decisions are made "so as not to 

raise expectations until funds become available. ,177 

Yet another example of the inadequacy of northern representation in the 

decision process is provided by the CRTC's recently created Inter-regulatory 

Committee to examine TCTS rates and practices. No representatives from the 

territorial governments or other northern groups were included, despite the 

importance of the committee's deliberations for future regulation and develop- 

ment of telecommunications in the north. 
7 8 

The liaison between federal government representatives located in Ottawa 

and the North and the telecommunications industry is strong, but their 

activities and negotiating processes remain invisible to people in the north, 

should they want to participate in planning and development of services to 

meet their own needs. 

F. Analysis 

This chapter has demonstrated that the process of telecommunications 

policy implementation in Northwest Canada has been influenced by decisions 

made by the federal government concerning the use of several methods of 

subsidy. The initiatives taken by the government have not always been 

recognized as subsidies and the consequences of the use of subsidies has not 
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been examined in terms of their impact on the telecommunications development 

~rocess. 

The data illustrates the fact that subsidies have been effectively used 

to promote telecommunications service development when it has been linked to 

government priorities associated with economic development, i.e., when tele- 

communications services have been considered to be an essential aspect of 

the economic infrastructure. However, where the need for telecommunications 

services has been more closely linked to implementation of social policy 

objectives, government subsidies have been more restricted and less effective 

as a means of policy implementation. 

CNT is reluctant to recognize the fact that internal subsidies have 

+yed a role in promoting telecommunications service development. The 

regulatory process was not actively used to promote policy implementation. 

However company practices appear to have resulted in a telecommunications 

system that met the needs of the military, the government, the industry, thus 

fulfilling some aspects of national telecommunications policy. 

The role of CNT as a crown-owned corporation in implementing the govern- 

ment's telecommunications policy objectives has tended to be obscured by the 

company's contention that its operations are not subject to government 

influence and that it does not engage in providing telecommunications services 

that require subsidies. However, if subsidies are considered to include 

methods used by the government to promote the development of services, the 

selection of CNT to provide telecommunications services in the northwest can 

be considered a method of subsidy. The incentives inherent in CNT's structure 

and operation have promoted service development that met the objectives to 

which the government gave highest priority. The advantages of CNT'S status as 

a division of the CNR System (discussed in Chapter V) were sufficient to - 
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promote t h e  development of  a telecommunications system t o  meet t h e  requi re -  

rnents of i n d u s t r y ,  government and bus ines s .  The i n s t i t u t i o n a l  s t r u c t u r e  d id  

not  provide  i n c e n t i v e s  f o r  telecommunications development i n  remote high c o s t  

a r eas .  I n  t h i s  sense ,  i t  can b e  seen  a s  a n  i n e f f e c t i v e  means of f u l l y  

implementing telecommunications p o l i c y  t h a t  r e q u i r e s  t h e  development of 

adequate b a s i c  s e r v i c e s  throughout t h e  Northwest. 

The d i s c u s s i o n  of t h e  f e d e r a l  government 's use  of d i r e c t  s u b s i d i e s  a l s o  

demonstrates  a b i a s  toward promoting t h e  development of telecommunications 

s e r v i c e s  t h a t  c o n t r i b u t e  t o  t h e  i n f r a s t r u c t u r a l  s e r v i c e  base t h a t  i s  

supported and f inanced  by t h e  government as p a r t  of i t s  p l a n  t o  promote 

i n d u s t r i a l  development i n  t h e  no r th .  The m a j o r i t y  of subs idy  methods t h a t  

have been i n i t i a t e d  by t h e  f e d e r a l  government and CNT have tended t o  promote 

t h e  c o n s t r u c t i o n  and ope ra t ion  of s e r v i c e s  i n  response  t o  p r i o r i t i e s  def ined  

by n a t i o n a l  economic development p o l i c y .  When s u b s i d i e s  have been i n i t i a t e d  

t o  promote s e r v i c e  development i n  remote h igh  c o s t  a r e a s ,  t h e  j u s t i f i c a t i o n  

has  been g iven  i n ' t e r m s  of s o c i a l  p o l i c y  o b j e c t i v e s .  However, t h e s e  s u b s i d i e s  

have been temporary s o l u t i o n s  a p p l i e d  t o  a problem t h a t  e x i s t s  because of 

t h e  i n s t i t u t i o n a l i z e d  system of i n c e n t i v e s  t h a t  d i r e c t s  t h e  decision-making 

process  concerning t h e  a l l o c a t i o n  of  f i n a n c i a l  r e sou rces .  There i s  no evidence 

t h a t  f e d e r a l  subs idy  programmes designed t o  promote telecommunications develop- 

ment i n  remote a r e a s  have been g iven  adequate  c o n s i d e r a t i o n  i n  terms of 

a v a i l a b l e  a l t e r n a t i v e s  t h a t  would b e  e f f e c t i v e  i n  implementing n a t i o n a l  t e l e -  

communications p o l i c y  o b j e c t i v e s  . 
There i s  evidence t h a t  t h e  s t r u c t u r e  of government agencies  and t h e  

telecommunications i n d u s t r y ,  and t h e  r e l a t i o n s h i p s  between and w i t h i n  them 

rep resen t  a n  i n s t i t u t i o n a l  system t h a t  i s  r e l a t i v e l y  i n e f f e c t i v e  a s  a means - - 
of f u l l y  implementing n a t i o n a l  telecommunications p o l i c y  o b j e c t i v e s .  This  
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i s  p a r t i c u l a r l y  evident  i n  a r e a s  where s e r v i c e s  a r e  c o s t l y  and tend t o  be 

categorized a s  f u l f i l l i n g  s o c i a l  po l i cy  o b j e c t i v e s  r a t h e r  than h igher  

p r i o r i t y  economic o r  m i l i t a r y  ' n a t i o n a l '  ob jec t ives .  The regu la to ry  process  

has not  y e t  exercised i t s  a u t h o r i t y  t o  promote i n t e r n a l  subs id ies  t o  f u l f i l l  

s o c i a l  a spec t s  of n a t i o n a l  telecomunications~poliay objec t ives .  _The c a r r i e r  

i s  or iented  towards providing s e r v i c e s  i n  and between l u c r a t i v e  revenue 

producing cent res .  Di rec t  s u b s i d i e s  have no t  been implemented i n  a  way t h a t  

e f f e c t i v e l y  a l t e r s  t h e  c a r r i e r ' s  investment p o l i c i e s  concerning telecommu- 

n ica t ions  s e r v i c e  development i n  remote a r e a s .  
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CHAPTER VIII 

TELECOMMUNICATIONS POLICY IMPLEMENTATION IN ALASKA: 

THE ROLE OF SUBSIDIES 

National and State Telecommunications Policy Objectives 

A commitment to develop a statewide telecommunications system in Alaska 

is evident in statements as to national and State telecommunications policy. 

It is also implicit in the institutional arrangements that were made at i 

federal and State government levels when the 

industry was restructured in 1970. In 1971,  

Conmission (FCC) made it clear that national 

to be applied to Alaska. 

With the acquisition of the Alaska 

Alaska telecommunications : :. 

the Federal Communications 

telecommunications policy was 

Communications System 
by RCAA (Alascom), it is to be expected that the people 
of the State of Alaska, in the not too distance future, 
will have at their disposal communications facilities and 
services comparable to those offered throughout the Lower 
48 States. Clearly, this is the primary objective of the 
Disposal Act. 1 [my emphasis] 

The FCC certificate authorizing RCA Alaska Communications Inc. (Alascom) 

as a long distance carrier in Alaska carried with it the expectation that 

the corporation had agreed to undertake an extensive telecommunications 

development programme. This programme was to reduce disparities in the level 

and quality of telecommunications services between Alaska and the Lower 48 

States in fulfillment of national telecommunications policy objectives. 

The FCC'S mandate to promote telecommunications development is derived 

from the Communications Act of 1934  which authorized federal jurisdiction 



I 

4 carriers using the radio frequency spectrum, i.e., landline microwave and 

satellite facilities. With the withdrawal of military control of telecomrnu- 

nications facilities in Alaska, the FCC was bound to implement national tele- 

communications policy concerning domestic telecommunications services. 

To make available, so far as possible, to all people 
of the United States a rapid, efficient, nationwide, 
and world-wide wire and radio communications service 
with adequate facilities at reasonable charges ... 2 

Institutions representing the State of Alaska have exercised varying 

degreesof control over telecommunications and the extent and nature of 

subsidies for telecommunications development. As far as the formulation of 

explicit policy objectives for telecommunications development are concerned, 

it is possible to discern a unified position at the State government level. 

Representatives of Alaska have continually sought to ensure subsidy policy 

would provide incentives to the telecommunications industry to promote 

service development throughout the State. 

The State of Alaska's jurisdiction over telecommunications is derived 

from legislation giving the State regulatory commission authority over intra- 

state rates, local rates, and the carriers providing these services, i.e., 

Alascom and the local exchange telephone companies. The Alaska Public 

Utilities Commission (APUC) initially exercised its authority over Alascom 

in 1970 by making the carrier's licence contingent on fulfillment of a number 

of conditions that were derived from State telecommunications policy object- 

ives. - - 

The State government has also been represented by the executive branch; 



i.e., the Governor's office, Congressional representatives, and the State 

Legislative Assembly members. In 1974, the State's active and continuing 

interest in telecommunications was formally recognized with the creation of 

the Alaska State Governor's Office of Telecommunications (OT). This agency 

was given a responsibility for planning and policy recommendations. It 

was to ''ensure the development of communications services to facilitate 

social and economic goals of the State of Alaska. lv3 The office was intended 

to function as an agency 'autonomous' from the legislative branch of govern- 

ment, although it received its financial support from yearly legislative 

appropriations. The Office engaged in advocacy activities focusing on a wide 

range of issues. These included analyses of problems encountered in promot- 

ing expansion of telecommunications services to remote and rural communities 

which historically had been unable to attract the inte~est of telecommunica- 

tions carriers in Alaska. 

Representatives of State and Federal governments participated in 

Congressional hearings preceding the sale in 1969 of the Alaska Communications 

System (ACS). Special attention was given to establishing telecommunications 

policy objectives that would incorporate the needs of rural and remote 

communities. Telecomaunications services were defined as essential services 

that should be accessible at reasonable cost to all Alaskans. 

Essential to any comprehensive plan of development must 
be the provision of adequate public utility services at 
reasonable rates. This is true in all the service fields 
-- comunications, power and transportation. 4 

Problems associated with financing telecommunications development were 

considered within the traditional framework of telecommunications subsidies - 



i n i t i a t e d  by t h e  c a r r i e r s .  

The problem i s  t o  provide adequate s e r v i c e  t o  subsc r ibe r s  
i n  t h e  spa r se ly  s e t t l e d  a r e a s  a t  r a t e s  thay can a f fo rd .  
This  i s  no t  a new problem t o  p r i v a t e  c a r r i e r s ,  most of 
whom p r a c t i s e  an averaging of r a t e s  and charges over the  
e n t i r e  system s o  t h a t  t h e  d e f i c i t s  on some por t ion  a r e  
made up by surpluses  on another .  5 

Several  yea r s  l a t e r  (1975) t h e  same po l i cy  p o s i t i o n  was evident  i n  an 

FCC decis ion:  

It is c l e a r  t h a t  t h e r e  i s  an urgent  need f o r  e f f i c i e n t ,  
h igh  q u a l i t y  communications t o  t h e  r u r a l  Alaskan bush 
communities. 6 

S t a t e  and Federa l  governments have been a c t i v e l y  involved i n  po l i cy  formula- 

t i o n  and implementation f o r  approximately t e n  years .  S p e c i f i c  a t t e n t i o n  has -- 

been given t o  inc lude  t h e  needs of i s o l a t e d  communities wi th in  a broad 

planning perspect ive .  However, problems cont inue  t o  e x i s t  because the  

a l l o c a t i o n  of f i n a n c i a l  resources f o r  telecommunications development has not 

p a r a l l e l e d  s t a t ements  of pol icy  i n t e n t .  The ex ten t  of t h e  problems t h a t  

continue t o  b e  faced i s  evident  i n  t h e  fol lowing remarks made by t h e  Office 

of Telecommunications i n  Alaska. 

Despi te  major improvements i n  t h e  Alaskan telecommu- 
n i c a t i o n s  system s i n c e  1970, t h e  s t a t e  is s t i l l  a long 
way from having a f u l l y  developed telecommunications 
system. The small e a r t h  s t a t i o n  program has extended 
l i m i t e d  t o l l  and t e l e v i s i o n  s e r v i c e s  t o  some a r e a s  of 
t h e  bush. But major a reas  of t h e  s t a t e  s t i l l  l a c k  l o c a l  
s e r v i c e ;  too  many a reas  t h a t  have l o c a l  s e r v i c e  r ece ive  
unacceptable s e r v i c e  q u a l i t y ;  s e v e r a l  a r e a s  of t h e  s t a r e  
r ece ive  t o l l  s e rv ice  of unacceptable q u a l i t y .  7 



A s  t h e s e  cond i t i ons  cont inue  t o  e x i s t ,  i t  i s  c l e a r  t h a t  t h e  ques t ion  a s  t o  

t h e  a p p r o p r i a t e  u se  of s u b s i d i e s ,  where and how they  should be  l o c a t e d ,  

remains unanswered i n  an e f f e c t i v e  way. Addi t iona l  revenues and c a p i t a l  a r e  

necessary  t o  provide an  i n c e n t i v e ,  p a r t i c u l a r l y  t o  l o c a l  te lephone  companies, 

t o  expand s e r v i c e s  t o  communities throughout t h e  s t a t e .  A way must a l s o  be 

found t o  provide  i n c e n t i v e s  t o  Alascom and independent Alaskan c a r r i e r s  

telecommunication f a c i l i t i e s  i n  remote communities. 

The fo l lowing  d i s c u s s i o n  reviews t h e  r o l e s  of f e d e r a l  and S t a t e  agencies  

i n  t h e  p o l i c y  implementation process .  The e f f e c t i v e n e s s  w i t h  which s u b s i d i e s  

have  been used o r  encouraged by t h e s e  agenc ie s  t o  promote implementation of 

p o l i c y  o b j e c t i v e s  t h a t  a r e  c o n s i s t e n t  w i t h  s t a t e d  n a t i o n a l  telecommunications 

o b j e c t i v e s  i s  a l s o  examined. 

B. The Use of Subs id ies  i n  F e d e r a l  Telecommunications P o l i c y  Implementation 

The f e d e r a l  r e g u l a t o r y  p roces s  r e p r e s e n t s  one forum i n  which d e c i s i o n s  

have been made t h a t  a f f e c t  t h e  a l l o c a t i o n  of f i n a n c i a l  r e sou rces  w i t h i n  t h e  

telecommunications indus t ry .  It h a s  had a n  impact on t h e  e x t e n t  t o  which 

s u b s i d i e s  are i n i t i a t e d  t h a t  promote telecommunications p o l i c y  implementation 

i n  Alaska. Among t h e  means a v a i l a b l e  t o  t h e  Fede ra l  Communications Commission 

(FCC] t o  i n f l u e n c e  t h e  a l l o c a t i o n  of  f i n a n c i a l  r e sou rces  w i t h i n  t h e  t e l e -  

communications i n d u s t r y  are i t s  powers g iv ing  i t  t h e  a u t h o r i t y  t o  approve - 

r egu la t ed  c a r r i e r s '  c o n s t r u c t i o n  p l a n s  and i t s  a u t h o r i t y  over  t h e  d i v i s i o n  

of revenues w i t h i n  t h e  telecommunications i n d u s t r y .  

The FCC may approve, modify o r  deny an  i n t e r s t a t e  c a r r i e r ' s  p l ans  f o r  

telecommunications s e r y i c e  development i n  o r d e r  t o  ensure  t h a t  t h e  most c o s t  

e f f e c t i y e  programme i s  pursued t h a t  f a c i l i t a t e s  implementation of p o l i c y  

ob jec t ives .  For  example, Alascom o r i g i n a l l y  planned t o  provide  telecommuni- 



cations services in rural Alaska using a mix of large satellite earth stations 

and expensive interconnecting microwave lines. The FCC required revisions to 

this plan to reflect the use of less costly earth segment facilities and a .. 

8 
reduced use of microwave facilities. 

The FCC also has the authority to order the telecommunications industry 

to adopt specific procedures for allocating interstate toll revenues between 

telecommunications carriers participating in the nationwide long distance 

public telecommunications system. By ordering that a specific methodology be 

adopted, the FCC has the ability to manipulate the extent of geographical 

internal subsidies to cover the varying costs of providing service throughout 

the United States. The methods that are currently in use were adopted in 

1971.' They reflect the results of a process of negotiation between the 

regulatory agency and the telecommunications industry. This process excluded 

a consideration of the revenue requirements of the Alaska telecommunications 

industry. The existing procedures result in a system of revenue allocation 

that is intended to facilitate policy implementation, i.e., a universally 

accessible basic telecommunications system. The procedures have been replete 

with Lnternal subsidies in order to meet this objective. 

In 1972 the FCC ordered that service to isolated villages in Alaska 

could be made economically feasible by "nationwide cost averaging and equal- 

ization for interstate rate-making purposes. "lo This policy has required a 

phased reduction of interstate rates to the same levels as average interstate 

rates between states in the Lower 48. The process of rate integration had had 
.- 

serious ramifications for revenues available to Alaskan telecommunications 

development especially in high cost areas throughout the State. 

In recognition of the consequences of reduced revenues for the Alaska 

telecommunications industry, the FCC established a Joint ~ederal/State 



regulatory board to recommend changes in procedures to ensure that sufficient 

revenues would be available to promote continued development of telecommuni- 

cations services in Alaska. 
11 

However, changes in the revenue allocation 

procedures can be expected to reflect the dominant interests of telecommunica- 

tions carriers, i.e., ATdT, operating in the Lower 48 States. Their objective 

has been to ensure that they retain the miximum possible share of availabke 

revenues. They have a continuing incentive to resist adopting procedures 

that would provide sufficient revenues to promte telecommunications develop- 

ment in extremely high cost areas in Alaska. 

The Board is composed of FCC, Lower 48 States, and Alaska regulatory 

commission representatives. Its mandate has been to determine "what changes, 

if any, should be made to the existing NARUC/FCC Separations Manual to make 

it applicable to Alaska and Hawaii. "I2 By July of 1979, hundreds of pages 

of evidence had been accumulated, The argument over subsidy methods and 

their applicability as a means of policy implementation has continued. The 

State of Alaska's position has been that procedures adopted in the Lower 48 

States are inappropriate when applied to Alaska because they fail to provide 

sufficient revenues to ensure that national telecommunications policies are 

implemented. The position held by the telecommunications industry and a 

. majority of regulatory commissions in the Lower 48 States has been that any 

revision or exception to existing procedures would constitute an 'uneconomic' 

subsidy. This investigation is nearing its final stages and may result in a 

decision that will allow Alaskan carriers to receive additional revenues.\ If 

this is the outcome, it will be an admission that separations and settlement 

methodologies are but a means to im?lement telecommunications policy object- 

ives, and that subsidies are integral to all parts of the telecommunications 

network and crucial to its continued development. 



To date, despite its mandate to implement national telecommunications 

policy objectives, the FCC has failed to order adoption of procedures that 

would provide sufficient revenues to promote the full implementation of 

national telecommunications policy in Alaska. The issues related to the 

ability of existing government agencies to ensure that jurisdictional cost 

and revenue separation procedures fully reflect policy objectives are dis- 

cussed further in terms of the State's ability to secure benefits that promote 

telecommunications development through subsidies initiated by the federal and 

State regulatory agencies. The subject is raised here to demonstrate that 

although the FCC has the authority to implement policy, it does not have an 

incentive to ensure that separations procedures provide a complete solution 

to the financial problems with which the telecommunications industry in 

Alaska is faced. Assuming that a satisfactory resolution of the revenue 

settlement issue occurs and that increased revenues are eventually reflected 

in the division of revenues at the intrastate level between Alascom and the 

local telephone carriers; the size of the increased proportion of revenues 

will be unlikely to provide a sufficient incentive for telecommunications 

development in the State on the scale that is required to implement fully 

national telecommunications policy objectives. 

The FCC has no authority to provide a subsidy in the form of low cost 

financing or other alternatives from sources outside the limitations of the 

revenues that can be generated internally by the telecommunications industry. 

The FCC has established policies' that can be used to justify an argument for 

subsidies for rural and remote telecommunications development in Alaska. How- 

ever, it is beyond the powers of the Commission to order the implementation 

of direct subsidy programmes. 

The responsibility for the allocation of subsidies required to fulfill 



telecommunications p o l i c y  o b j e c t i v e s  i s  d iv ided  a t  t h e  f e d e r a l  l e v e l .  An a c t  

of Congress c r e a t e d  t h e  Rura l  E l e c t r i f i c a t i o n  Adminis t ra t ion  (REA) i n  1936 

i n  response t o  a n  e a r l y  need i n  t h e  Lower 48 S t a t e s  f o r  an agency w i t h  a 

mandate t o  f o s t e r  t h e  development of  p u b l i c  u t i l i t y  s e r v i c e s  by i n f l u e n c i n g  

t h e  a v a i l a b i l i t y  and a l l o c a t i o n  of  investment  c a p i t a l .  
13 

The REA i s  n o t  d i r e c t l y  governed by p o l i c i e s  developed by t h e  FCC and 

ope ra t e s  independent ly of t h e  r e g u l a t o r y  agency. Even though t h e  p r i o r i t i e s  

i t  develops f o r  a l l o c a t i n g  c a p i t a l  f o r  f i nanc ing  telecommunications develop- 

ment programmes i n  r u r a l  a r e a s  have an important  i n f luence  on t h e  e x t e n t  t h a t  

p o l i c i e s  developed by t h e  FCC a r e  implemented, t h e r e  is  no formal  coo rd ina t ion  

between t h e  two agencies .  A d e s c r i p t i o n  of s u b s i d i e s  t h a t  have been made 

a v a i l a b l e  f o r  telecommunications development by t h e  REA fo l lows .  The a n a l y s i s  

i s  concerned w i t h  t h e  i m p l i c a t i o n s  of  t h i s  form of subs idy  f o r  e f f e c t i v e  

po l i cy  implementation i n  Alaska. 

1. D i r e c t  Subs id i e s  f o r  Telecoinmunications Development i n  Alaska: 

The Role of t h e  Rura l  E l e c t r i f i c a t i o n  Adminis t ra t ion  

The REA w a s  c r e a t e d  t o  b e  respons ive  t o  a s i t u a t i o n  analogous,  though 

l e s s  extreme, t o  t h a t  f a c i n g  t h e  telecommunications i n d u s t r y  i n  Alaska today. 

, Although i t  i s  p o s s i b l e  t o  draw an analogy between t h e  c i rcumstances ,  t h e  REA 

i s  u n l i k e l y  t o  respond i n  t h e  same manner t h a t  i t  d i d  i n  t h e  Lower 48 S t a t e s .  

Low i n t e r e s t  l o a n s  provided a sou rce  of investment c a p i t a l  t h a t  succeeded i n  

providing a n  i n c e n t i v e  f o r  independent commercial i n t e r e s t s  and coope ra t ives  

t o  develop u t i l i t y  s e r v i c e s  i n  r u r a l  a r e a s  of t h e  Lower 48 S t a t e s .  

'{a) Background: Subs id i e s  f o r  Rural  E l e c t r i c  Se rv i ce  Development: 

The REA was o r i g i n a l l y  c r e a t e d  t o  provide  c a p i t a l  f i n a n c i n g  t o  



reduce t h e  growing d i s p a r i t y  between e l e c t r i c  s e r v i c e s  a v a i l a b l e  between 

r u r a l  farm and urban a r e a s .  I n  t h e  e a r l y  1930's a  Eami l ia r  growth p a t t e r n  

w a s  becoming i n c r e a s i n g l y  ev iden t .  The privately-owned power u t i l i t y  

companies fol lowed a p o l i c y  of c a p i t a l  investment  i n  p r o f i t a b l e  markets  

d e s p i t e  S t a t e  r e g u l a t o r y  c o n t r o l s .  The r e s u l t  was a  c o n s i s t e n t  f a i l u r e  t o  

provide  s e r v i c e  i n  h igh  c o s t ,  l e s s  p r o f i t a b l e  r u r a l  a r e a s .  When s e r v i c e s  

were provided they  were o f f e r e d  a t  exces s ive  p r i c e s .  Furthermore, s e l e c t i v e  

b u i l d i n g  p o l i c i e s  were followed whereby only  t h e  more p r o f i t a b l e  p a r t s  of a 

r u r a l  t e r r i t o r y  rece ived  acces s  t o  s e r v i c e s ,  l e a v i n g  t h e  l e s s  promising 

a r e a s  unserved. 
1 4  

Aside from t h e  p r a c t i c a l  need f o r  a  low c o s t  source  of f i nanc ing  t o  

encourage sma l l  independent companies t o  p rov ide  s e r v i c e ,  t h e  f e d e r a l  agency 

w a s  c r e a t e d  p a r t l y  i n  response t o  growing d i s i l l u s i o n m e n t  dur ing  t h e  1930's. 

Large p r i v a t e  power u t i l i t i e s  had f a i l e d  t o  d e l i v e r  promises t o  s a t i s f y  t h e  

expec ta t ions  of  t h o s e  who had come t o  s e e  e l e c t r i c  power ' technology'  as 

having t h e  p o t e n t i a l  t o  ame l io ra t e  t h e  American i n d u s t r i a l  c r i s e s  of t h e  

1920's.  It w a s  be l i eved  t h a t :  

Giant  power may b r i n g  about  t h e  d e c e n t r a l i z a t i o n  of 
i n d u s t r y ,  t h e  r e s t o r a t i o n  of  count ry  l i f e ,  and t h e  

. u p b u i l d i n g  of smal l  communities and t h e  f ami ly  ... I f  we 
c o n t r o l  it ,  i n s t e a d  of p e r m i t t i n g  i t  t o  c o n t r o l  u s ,  t h e  
coming e l e c t r i c a l  development w i l l  form t h e  b a s i s  of 
c i v i l i z a t i o n  happ ie r ,  f r e e r  and f u l l e r  of oppor tun i ty  t han  
t h e  world h a s  ever  known... 15 

Carey h a s  r e f e r r e d  t o  t h i s  burgeoning ideology a s  t h e  "Mythos of t h e  Elect-  

r o n i c  Revolution".16 The REA w a s - p a r t l y  a response  t o  a  p o l i t i c a l  

movement which be l i eved  t h a t  h y d r o e l e c t r i c  power and a new form of p o l i t i c a l  

o r g a n i z a t i o n  could  redeem t h e  myth which had f a i l e d  t o  m a t e r i a l i z e .  The 



federal government was to provide the financial resources necessary to 

implement the realization of the "myth" where private investor-owned utility 

companies had failed. 

The REA was intended to be a "new model" for a "new America". l7 The 

federal government's allegiance to this perspective was reflected in the 

president's comments to the World Power Conference in 1936, the same year the 

REA was formed. 

Sheer inertia has caused us to neglect formulating a 
public policy that would promote opportunity for people 
to take advantage of the flexibility of electric 
energy, that would send it out wherever and whenever 
wanted at the lowest possible cost. 18 

The REA was conceived as a social experiment, "a corporation clothed with 

the power of government, but possessed of the flexibility and initiative of 

private enterprise. 1119 

The inherent contradiction in this statement has pervaded the policies 

of the REA throughout its involvement in rural electric development and sub- 

sequently in telecommunications development. Conservative investment 

policies, highly centralized administrative decision-making and loans rather 

than direct grants, reflect the agency's allegiance to criteria guiding 

investment decisions in the private sector. Adherence to these policies has 

increasingly reduced the aggressiveness with which the REA has pursued its 

mandate to aid in the implementation of policy objectives. 

Statutory provision was made for the REA in the Rural Electrification 

Act (RE Act) of 1 9 3 6 . ~ '  As an 'independent' agency, the enabling legislation 

theoretically permitted it to use less stringent and selective investment 

criteria than those employed by the private sector. The REA was created to 

-. - 



r e d r e s s  t h e  problem of  t h e  imbalance of s e r v i c e s  a v a i l a b l e  i n  r u r a l  and 

urban a r e a s  and seemed t o  be  an  admission t h a t  r egu la t ed  p r i v a t e  p u b l i c  

u t i l i t i e s  could n o t  b e  induced o r  coerced i n t o  provid ing  s e r v i c e s  i n  a r e a s  

which would n o t  b e  immediately p r o f i t a b l e .  

By 1939, t h e  REA had been c r i t i c i z e d  because of t h e  l a c k  of  Congress- 

i o n a l  c o n t r o l  over  i t s  l e n d i n g  p r a c t i c e s .  The RE Act w a s  amended t o  i n c r e a s e  

t h e  respons iveness  of  t h e  agency t o  Congressional  ove r s igh t .  The REA was 

made d i r e c t l y  accountable  t o  t h e  Department of A g r i c u l t u r e  where i t  has  

remained. The a v a i l a b i l i t y  of  p u b l i c  funds t o  suppor t  t h e  c o n t i n u a t i o n  of 

t h e  development fund  was made cont ingent  on a  y e a r l y  review of  expend i tu re s  

through t h e  Congress iona l  Appropr ia t ions  Committee. 

The REA made c a p i t a l  a v a i l a b l e  a t  reduced r a t e s  of  i n t e r e s t ,  bu t  w a s  

n o t  au thor ized  t o  "subs id ize"  farm e l e c t r i f i c a t i o n  a l though t h i s  was i n  

f a c t  what it was doing.  During l a t e r  y e a r s  t h e  agency was c o n t i n a u l l y  

subjec ted  t o  c r i t i c i s m  b u t  t h e r e  was never  a  c l e a r  admission t h a t  t h e  

programme was a l s u b s i d y  scheme. I n t e r e s t  r a t e s  charged t o  bor rowers  of 

REA funds have h i s t o r i c a l l y  been f a r  below those  a v a i l a b l e  f o r  equ iva l en t  

l oans  o b t a i n a b l e  from t h e  p r i v a t e  c a p i t a l  market.  The REA's a c t i v i t i e s  

c l e a r l y  c o n s t i t u t e d  a  subs idy  i n s o f a r  a s  t h e  s e r v i c e s  t o  farm a r e a s  would 

n o t  have been provided  had t h e  e l e c t r i c  i n d u s t r y  r e l i e d  s o l e l y  on market 

f a c t o r s  t o  de te rmine  t h e  economic v i a b i l i t y  of expanding s e r v i c e s  i n  r u r a l  

a r eas .  

(b) REA Expansion and Rura l  Telecommunications Development: 

1 9 4 9  t o  P re sen t  

The REA1s a c t i v i t i e s  were expanded t o  i nc lude  t e l ephone  develop- 

ment i n  1949. Farmer te lephone  systems had begun t o  d e c l i n e  i n  r u r a l  a r e a s  
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be fo re  thesecond World War. Funds were necessary  t o  enable  independent 

te lephone  companies w i th  no acces s  t o  l u c r a t i v e u r b a n  markets  t o  i n t roduce  

modern f a c i l i t i e s  and expand s e r v i c e .  The B e l l  Telephone System had 

s u c c e s s f u l l y  in t roduced  s e r v i c e s  i n  urban a r e a s  b u t  had r e s i s t e d  'suggestjom' 

t h a t  c o r p o r a t e  r e s p o n s i b i l i t i e s  extended t o  p rov id ing  telecommunications 

s e r v i c e s  i n  l e s s  l u c r a t i v e  non-urban a r e a s .  

Congressional  j u s t i f i c a t i o n  f o r  making l o a n s  a v a i l a b l e  a t  l e s s  than  t h e  

c o s t  of c a p i t a l  i n  t h e  p r i v a t e  c a p i t a l  market f o r  r u r a l  telecommunications 

development was g iven  a s  fo l lows:  

It i s  hereby dec lared  t o  b e  t h e  p o l i c y  of t h e  Congress 
t h a t  adequate  te lephone  s e r v i c e  be  made g e n e r a l l y  
a v a i l a b l e  i n  r u r a l  a r e a s  through t h e  improvement and 
expansion of e x i s t i n g  te lephone  f a c i l i t i e s  and t h e  
c o n s t r u c t i o n  and o p e r a t i o n  of such a d d i t i o n a l  f a c i l i t i e s  
a s  a r e  requixed t o  a s s u r e  t h e  a v a i l a b i l i t y  of adequate  
te lephone  s e r v i c e  t o  t h e  wides t  p r a c t i c a b l e  number of 
r u r a l  u s e r s  of  such s e r v i c e .  21 

However, t h e  i n c l u s i o n  of telecommunications s e r v i c e  w i t h i n  t h e  REA's 

j u r i s d i c t i o n  can  a l s o  be  l i nked  t o  broader  p o l i c y  o b j e c t i v e s .  The f i r s t ,  

which is  ev iden t  i n  t r a d i t i o n a l  exp lana t ions ,  l i n k s  telecommunications 

s e r v i c e  development i n  r u r a l  a r e a s  t o  t h e  f e d e r a l  government's d e s i r e  t o  

provide  i n c e n t i v e s  f o r  i n d u s t r i a l  d e c e n t r a l i z a t i o n .  Telecommunications 

s e r v i c e s  were regarded a s  a key t o  i nc reased  growth i n  t h e  i n d u s t r i a l  and - 

manufacturing s e c t o r s  of t h e  American economy. An i d e a l i z e d  f a i t h  i n  t e l e -  

communications "technology" t o  f a c i l i t a t e  broader  economic and p o l i t i c a l  

o b j e c t i v e s  was a s  s t r o n g  a s  i t  had been i n  t h e  days of  t h e  a r r i v a l  of t h e  

widespread u s e  of e l e c t r i c i t y  e a r l i e r  i n  t h e  cen tu ry .  
22 

The ex tens ion  of t h e  REA's congres s iona l  mandate t o  promote r u r a l  tele- 



communications can a l s o  be a t t r i b u t e d  t o  t h e  popu l i s t  p o l i t i c a l  movement 

l o c a t e d  i n  t h e  r u r a l  farm a r e a s  t h a t  s u c c e s s f u l l y  represented  t h e i r  demands 

t o  Congress w i t h  s u f f i c i e n t  s t r e n g t h  t h a t  could not  be overlooked. 
23 

U n t i l  t h e  1970 t s ,  few m o d i f i c a t i o n s  were made i n  REA lending  p r a c t i c e s .  

Independent te lephone companies ob ta ined  loans  t o  provide te lephone  s e r v i c e s  

i n  r u r a l  a r e a s  of t h e  Lower 48 S t a t e s  and t h e  d i s p a r i t i e s  between r u r a l  and 

urban s e r v i c e  l e v e l s  w e r e  g r a d u a l l y  reduced. However, s i n c e  t h i s  t ime t h e  

REA h a s  undergone s e v e r a l  changes p r i m a r i l y  designed t o  r e s t r i c t  t h e  s i z e  of 

d i r e c t  app ropr i a t ions  of p u b l i c  funds  r equ i r ed  t o  meet i nc reased  demands f o r  

low i n t e r e s t  loans .  

The Rura l  Telephone Bank (RTB) was formed i n  1971. It was t o  o b t a i n  

c a p i t a l  from a v a r i e t y  of  sou rces  i n c l u d i n g  t h e  f e d e r a l  government, borrowers 

and p r i v a t e  co rpo ra t ions .  The bank's  o b j e c t i v e s  were a s  fo l lows:  

The gene ra l  purposes of  t h e  te lephone  bank s h a l l  be  t o  
o b t a i n  an  adequate  supply  of  supplemental funds t o  t h e  - -  - 
e x t e n t  f e a s i b i e  from non-f e d e r a i -  sources ,  t o  u t i l i z e  
s a i d  funds i n  making of loans . . . and  t o  conduct i t s  
ope ra t ions  t o  t h e  e x t e n t  p r a c t i c a b l e  on a s e l f - s u s t a i n i n g  
b a s i s .  24 [my emphasis] 

The Bank, t o g e t h e r  w i t h  amendments in t roduced  by t h e  Nixon Adminis t ra t ion  

i n  1973, r ep re sen ted  a  s t e p  toward f i n a n c i a l  independence from government 

f o r  t h e  r u r a l  t e lephone  indus t ry .  Changes i n  1973 r e s u l t e d  i n  a  r evo lv ing  

fund f o r  i n su red  and guaranteed l o a n s .  REA low i n t e r e s t  l oans  would cont inue  

t o  b e  a v a i l a b l e  b u t  only t o  t h o s e  companies which demonstrated a n  i n a b i l i t y  

t o  pay i n t e r e s t  r a t e s  a t  t h e  c u r r e n t  ' r e a l  c o s t  of money' on t h e  p r i v a t e  

c a p i t a l  market.  Congressional  p o l i c y  

v i d i n g  t h e  minimum p o s s i b l e  i n  d i r e c t  

became more c l e a r l y  o r i e n t e d  t o  pro- 

f i n a n c i a l  a s s i s t a n c e  by encouraging 



more a c t i v e  e f f o r t s  on t h e  p a r t  of borrowers t o  become economically s e l f -  

s u f f i c i e n t .  Congress s t a t e d  t h a t :  

... r u r a l  e l e c t r i c  and te lephone  systems should be 
encouraged and a s s i s t e d  t o  develop t h e i r  r e sou rces  
and a b i l i t y  t o  ach ieve  t h e  f i n a n c i a l  s t r e n g t h  needed 
t o  enab le  them t o  s a t i s f y  t h e i r  c r e d i t  needs from 
t h e i r  own f i n a n c i a l  o r g a n i z a t i o n s  and o t h e r  sou rces  
a t  r easonab le  r a t e s  and terms c o n s i s t e n t  wi th  t h e  loan  
a p p l i c a n t ' s  a b i l i t y  t o  pay and achievement of t h e  Act ' s  
o b j e c t i v e s .  25 [my emphasis] 

By 1971, t h e  o r i g i n a l  t a s k  cf promoting t h e  development of b a s i c  

te lephone s e r v i c e  i n  t h e  Lower 48 S t a t e s  had been l a r g e l y  completed. The REA 

had become one of t h e  l a r g e s t  money lending  i n s t i t u t i o n s  i n  t h e  United S t a t e s  

While i t s  o r i g i n a l  g o a l  had been t o  provide  te lephone  s e r v i c e  t o  a l l  who 

wanted i t  o r  needed i t ,  t h e  agency g radua l ly  s h i f t e d  i t s  a t t e n t i o n  t o  up- 

grading s e r v i c e  q u a l i t y .  Today t h e  ma jo r i t y  of i t s  funds  a r e  used t o  ensure  

t h a t  r u r a l  r e s i d e n t s  have acces s  t o  h igh  q u a l i t y  i n d i v i d u a l  l i n e  te lephone 

s e r y i c e s .  Between 1950 and 1977, t h e  number of r u r a l  r e s idence  mains ta t ion  

te lephones p e r  100  households i nc reased  from 38 t o  92 i n  t h e  Lower 48 S t a t e s .  

I n  c o n t r a s t ,  t h e  r a t i o  f o r  t h e  Alaska popula t ion  i n  1977 was 43 pe r  100 

households. 2 6 

Independent REA companies have become i n t e r e s t e d  i n  ensur ing  t h a t  

f e d e r a l  low i n t e r e s t  l o a n s  con t inue  t o  be  a v a i l a b l e  f o r  a n  i n c r e a s i n g l y  wide 

a r r a y  of telecommunications s e r v i c e s  p a r t i c u l a r l y  i n  t h e  i n t e r a c t i v e  d a t a  

communications f i e l d .  The i n c e n t i v e  t o  pro teEt  c a p i t a l  sources  f o r  t h e  

development of t h e s e  s e r v i c e s  by telecommunications c a r r i e r s  r a t h e r  t han  by 

t h e  broadband c a b l e  manufactur ing i n d u s t r y  is  s t r o n g  and REA a s s o c i a t e d  

companies can  b e  expected t o  a c t i v e l y  .. seek  t o  s e c u r e  t h e i r  acces s  to REA funds. 
-- 



Thus, f a r  from c r e a t i n g  t h e  c o n d i t i o n s  f o r  i t s  demise, t h e  REA i s  now 

engaged i n  a p roces s  of  u n o f f i c i a l l y  s eek ing  new a r e a s  of investment.  To 

d a t e ,  i t s ~ i n v o l v e m e n t  i n  f i nanc ing  i n t e r a c t i v e  telecommunications s e r v i c e s  

has  been l i m i t e d  because t h e  Act r e s t r i c t s  investment  t o  c a b l e  f a c i l i t i e s  

f o r  e x c l u s i v e  educa t iona l  use.  Na t iona l  p o l i c y  con t inues  t o  evidence concern 

f o r  improved r u r a l  s e r v i c e s  "both i n  t h e  i n t e r e s t  o f  e q u i t y  and t o  encourage 

a b e t t e r  popu la t ion  ba lance  between r u r a l  and urban a r e a s .  lf2' It can be 

expected t h a t  l e g i s l a t i v e  changes w i l l  be made t o  enab le  t h e  REA t o  a s s i s t  

i n  development of  i nnova t ive  telecommunications systems i n  r u r a l  a r eas .  28 

I n s t e a d  of  s h i f t i n g  i t s  a t t e n t i o n  t o  t h e  l a s t  remaining enc lave  i n  t h e  

United S t a t e s  where a s eve re  d i s p a r i t y  between r u r a l  and urban telephone 

s e r v i c e  e x i s t s ,  t h e r e  a r e  i n d i c a t i o n s  t h a t ,  i n  t h e  long  term, t h e  REA w i l l  

d i r e c t  i ts  e n e r g i e s  toward financing r u r a l  telecommunications development 

i n  t h e  Lower 48 S t a t e s .  I n  t h e  s h o r t  term, REA investment  i n  Alaska 

r e p r e s e n t s  a con t inu ing  j u s t i f i c a t i o n  t h a t  can be  used by t h e  independent 

te lephone  i n d u s t r y  f o r  t h e  e x i s t e n c e  of  t h e  agency a s  a sou rce  of c a p i t a l  

t h a t  can be a l l o c a t e d  f o r  telecommunications development i n  Alaska. 

(c) REA Borrowing Criteria 

The l end ing  p o l i c y  of t h e  REA a s  expressed by t h e  Administrator  Z s :  

To h e l p  borrowers develop t h e  i n t e r n a l  s t r e n g t h  t o  
a s s u r e  t h e i r  success  a s  independent e n t e r p r i s e s .  30 

The key t o  t h e  s u c c e s s f u l  h i s t o r y  of  t h e  REA borrowing r eco rd  has been i ts  

p o l i c y  t o  l e n d  only  t o  ven tu re s  which a r e  almost  ' c e r t a i n '  t o  be f i n a n c i a l l y  

Viable.  The fo l lowing  o u t l i n e s  some o f  t h e  major p o l i c i e s  developed over 



t h i r t y  years .  They i n d i c a t e  t h e  emphasis g iven  t o  ' e f f i c i e n c y '  and 'sound' 

economic decision-making . 
The REC ACT d e f i n e s  t h e  t y p e s  of  l o a n s  and borrowers e l i g i b l e  f o r  REA 

f inanc ing  i n  a g e n e r a l  sense .  The f i n a l  de te rmina t ion  of e l i g i b i l i t y  'is 

based on t h e  Admin i s t r a to r ' s  judgement. Rura l  a r e a s  a r e  de f ined  as t h o s e  

wi th  a popula t ion  l e s s  than  1500, a l t hough  loans  can be made i n  a a e a s  where 

t h e  popula t ion  exceeds 1500 i f  50% is a l l o c a t e d  t o  bu t ly ing  a r e a s .  Loans 

a r e  made t o  co rpo ra t e  o r g a n i z a t i o n s ,  bo th  commercial and non-prof i t .  The 

l a t t e r  ca tegory  i n c l u d e s  coope ra t ives  b u t  n o t  municipal  companies. Loans 

may b e  made f o r  f i nanc ing  improvement, expansion,  c o n s t r u c t i o n ,  a c q u i s i t i o n ,  

and ope ra t ion  of  te lephone  systems.  Loans a r e  made a t  a range of i n t e r e s t  

r a t e s :  2% f o r  companies t h a t  prove t h e i r  i n a b i l i t y  t o  pay h ighe r  r a t e s  o r  

ope ra t e  i n  extremely low d e n s i t y  a r e a s ;  5% s tandard  REA and ' c o s t  of money' 

r a t e ,  RTB. 

Decis ions as t o  l o a n  q u a l i f i c a t i o n  a r e  made on t h e  b a s i s  of e x t e n s i v e  

information suppl ied  by p o t e n t i a l  borrowers  through d e t a i l e d  a p p l i c a t i o n  

procedures.  The formal  c r i t e r i a  fall i n t o  t h r e e  c a t e g o r i e s  t h a t  r e s u l t  i n  

a s i g n i f i c a n t  degree  of  c o n t r o l  ove r  borrower planning and development 

dec i s ions  by t h e  REA. 

The f i r s t  ca tegory  of  c r i t e r i a  r e l a t e s  t o  t h e  REA's de t e rmina t ion  of 

t h e  "economic f e a s i b i l i t y ' '  of p r o j e c t s .  Data is  c o l l e c t e d  t o  p r o j e c t  t r e n d s  

i n  populat ion,  households,  economic growth, and types  and grades  of s e r v i c e -  

requi red .  Cos ts  a r e  e s t ima ted  on t h e  b a s i s  of d e t a i l e d  eng inee r ing  s t u d i e s  

and compared w i t h  revenues genera ted  under  proposed r a t e  schedules .  Although 

p lans  a r e  reviewed by r e g u l a t o r y  a u t h o r i t i e s ,  i t  seems l i k e l y  t h a t  a p o t e n t i d  

borrower would seek  t o  s a t i s f y  t h e  REA. A b i a s  toward implementing a system 

t h a t  meets t h e  agency's requi rements  r a t h e r  t han  those  s p e c i f i c a l l y  designed 



t o  meet s p e c i a l  c o n d i t i o n s  i n  a proposed s e r v i c e  a r e a  i s  encouraged. 

The second ca tegory  of c r i t e r i a  f o r  l oan  e l i g i b i l i t y  is  r e l a t e d  t o  REA 

s p e c i f i c a t i o n s  f o r  c o r p o r a t e  management, o r g a n i z a t i o n ,  and c a p i t a l  s t r u c t u r e .  

The Agency's c o n t r o l  over  c o r p o r a t e  d e c i s i o n s  a p p l i e s  as long  a s  any po r t ion  

of a  l oan  remains outs tanding .  Th i s  means t h a t  f u t u r e  expansion p l a n s  and 

expendi tures  which do n o t  u s e  REA f i n a n c i a l  a s s i s t a n c e  may con t inue  t o  , 

r e q u i r e  REA approval .  

The f i n a l  ca tegory  of c r i t e r i a  r e l a t e  t o  t h e  f i n a n c i a l  and account ing  

procedures.  Although t h i s  in format ion  d u p l i c a t e s  t h a t  r e q u i r e d  by most 

r egu la to ry  agencies  when gene ra l  r a t e  a p p l i c a t i o n s  a r e  f i l e d ,  i t  r e p r e s e n t s  

a  s u b s t a n t i a l  t a s k  f o r  companies t h a t  would not  o r d i n a r i l y  r e q u i r e  such 

d e t a i l e d  f i n a n c i a l  informat  ion .  

Considered t o g e t h e r ,  REA c r i t e r i a ,  t e c h n i c a l ,  manager ia l  and f i n a n c i a l ,  

can b e  seen  i n  two ways. On t h e  one hand, any company which meets REA 

s t anda rds  i s  v i r t u a l l y  a s su red  of main ta in ing  an  economical ly v i a b l e  

te lephone o p e r a t i o n  i n  t h e  long  term. On t h e  o t h e r ,  t h e  c r i t e r i a  may be 

too  s t r i n g e n t  t o  a l l ow f o r  t h e  degree  of r i s k  t h a t  may be neces sa ry  i n  o r d e r  

t o  s t i m u l a t e  te lephone  development i n  excep t iona l  c ircumstances.  

(d) REA Lending Hi s to ry  i n  Alaska 
3 1 

A b r i e f  synops i s  of  t h e  REA's lending  h i s t o r y  provides  a n  ind ica-  

t i o n  of how e f t e c t i v e l y  i t  can b e  expected t o  promote te leconmunica t ions  

development i n  r u r a l  h i g h  c o s t  a r e a s  of Alaska. A s  t h e  agency is  one of 

t h e  only  c a p i t a l  s o u r c e s  t h a t  t h e  telecommunications i n d u s t r y  i n  Alaska can 

t u r n  t o ,  i t s  appea l ,  d e s p i t e  t h e  consequences, i s  obvious. 

The REA has  made loans  t o  Alaska t e l e c o m u n i c a t i o n s  c a r r i e r s  s i n c e  t h e  

1950's .  An examinat ion of  t h e  borrower companies' l o c a t i o n  and s e r v i c e  a r e a  



confirms t h a t  t h e  REA has  cont inued t o  apply  conse rva t ive  lending  p o l i c i e s  

i n  Alaska. Loans have been made t o  e x i s t i n g  c a r r i e r s  t o  a s s i s t  i n  system 

expansion i n  a r e a s  t h a t  were expected t o  exper ience  cont inuing ,  r ap id  

economic growth a s  a r e s u l t  of t h e  o i l  and gas  r e sou rce  development boom. 

Table 13 i n d i c a t e s  t h a t  b e f o r e  1975, two l o c a l  companies i n  Alaska had 

app l i ed  f o r  and rece ived  REA loans .  The Matanuska Telephone Assoc ia t ion  

rece ived  i t s  f i r s t  loan  i n  1954 t o  e s t a b l i s h  a s i n g l e  l o c a l  te lephone 

exchange. The Assoc ia t ion  has  r ece ived  f u r t h e r  l oans  and has  grown t o  

become the  f i f t h  l a r g e s t  independent c a r r i e r  i n  Alaska ( see  Table 11, Chapter 

V). REA l o a n s  a s s i s t e d  Matanuska i n  meet ing demands f o r  te lephone s e r v i c e  

i n  t h e  Matanuska Valley t h a t  r e s u l t e d  from i n d u s t r i a l  a c t i v i t y  i n  t h e  

Alyeska p i p e l i n e  c o r r i d o r .  The o t h e r  r e c i p i e n t  of REA funds w a s  t h e  

Copper Val ley  Telephone Cooperative. I n  t h i s  c a s e ,  f i nanc ing  was a l s o  

r equ i r ed  t o  meet bus ines s  and i n d u s t r y  demands on e x i s t i n g  s e r v i c e  capac i ty  

i n  Valdez, t h e  Alaska p i p e l i n e  terminus.  

I n  1975, a d d i t i o n a l  l o c a l  exchangk companies rece ived  REA f inancing .  

I n  n e i t h e r  t h e  c a s e  of t h e  Nushagak Telephone Cooperat ive nor  t h e  Glac i e r  

S t a t e  Telephone Company were REA funds  used t o  assist i n  i n c r e a s i n g  t h e  

a c c e s s i b i l i t y  o f  telecommunications s e r v i c e s  i n  r u r a l  communities t h a t  

demonstrated t h e  most severe  need. 

U n t i l  1975, REA loans  were made f o r  upgrading s e r v i c e  i n  r eg ions  which 

a l r e a d y  r ece ived  b a s i c  te lephone s e r v i c e  and r equ i r ed  a d d i t i o n a l  investment 

c a p i t a l  i n  o r d e r  t o  meet unusual ly  r a p i d  r e g i o n a l  growth. Given t h e  

c e r t a i n t y ,  a t  t h e  t ime, of expanded economic a c t i v i t y ,  t h e s e  cases  do not  

provide  an  i l l u s t r a t i o n  of t h e  REA's w i l l i n g n e s s  t o  engage i n  h igh  risk 

investment p r a c t i c e s  necessary  t o  ensu re  implementation of f e d e r a l  o r  S t a t e  

communications p o l i c y  ob jec t ives .  



Table 13 

RURAL ELECTRIFICATION ADMINISTRATION: 

Loans to Alaska Telephone Companies - Cumulative to 1978 
(000) 

REA RTB REA Guaranteed 

Matanuska Telephone Association 
Copper Valley Co-operative 

Matanuska Telephone Association 
Copper Valley Co-operative 
Nushagak Co-operative 
Glacier State 
Interior 

Matanuska Telephone Association 
Copper Valley Co-operative 
Nushagak Co-operative 
Glacier State - 
Interior 
OTZ Telephone Co-operative 

1977 - 
Interior 

1978 - 
United Utilities 

Source: Rural Electrification Administration. Annual Statistical Report, 
Rural Telephone Borrowers, 1970-1977; and Comments of the State 
of Alaska, before the Federal State Joint Board, Docket 21263. 
February 5, 1979, Table VI, p.33. 



Y rite ria t o  meet r u r a l  Alaska cond i t i ons .  The agency had c l e a r l y  no t  

i nd ica t ed  a n  i n t e r e s t  i n  f u l f i l l i n g  i t s  mandate t o  improve r u r a l  telecommu- 

n i c a t i o n s  s e r v i c e  throughout t h e  United S t a t e s  by encouraging Alaska 

c a r r i e r s  t o  p a r t i c i p a t e  i n  i t s  l end ing  programme. 

Af t e r  1975, t h e  REA's i n t e r e s t  i n  Alaska inc reased  s u b s t a n t i a l l y .  Local  

te lephone companies began t o  approach t h e  REA f o r  l o a n s  t o  implement 
I 

expansion programmes t o  b r i n g  te lephone  exchange s e r v i c e  t o  r u r a l  and remote 

communities. 

Telephone companies t h a t  have s u c c e s s f u l l y  q u a l i f i e d  f o r  REA f inanc ing  

s i n c e  1975 i n c l u d e  t h e  I n t e r i o r  Telephone Company, t h e  OTZ Telephone Coopera- 

t i v e ,  and United U t i l i t i e s .  O r i g i n a l l y ,  I n t e r i o r  r ece ived  loans  t h a t  were 

a l l o c a t e d  f o r  3ew c o n s t r u c t i o n  t o  upgrade e x i s t i n g  p l a n t  f a c i l i t i e s .  I n  1976, 

t h e  company a p p l i e d  f o r  f i n a n c i a l  a s s i s t a n c e  t o  expand s e r v i c e  t o  seventy- 

four  communities, none of which had telecommunications f a c i l i t i e s  o t h e r  than  

r a d i o  o r  s i n g l e  channel  Alascom bush te lephones.  

OTZ and United U t i l i t i e s  a r e  a l s o  among t h e  r e c i p i e n t  of  REA funds 

where c a p i t a l  h a s  been a l l o c a t e d  f o r  i n s t a l l a t i o n  of l o c a l  exchanges i n  

communities where none p r e v i o u s l y  e x i s t e d .  OTZ has  ~ u r s u e d  a p o l i c y  of 

. implementing a multi-exchange telecommunications system and provides  s e r v i c e  

i n  t e n  v i l l a g e s .  The coope ra t ive  o r g a n i z a t i o n  i s  sponsored by t h e  Native 

NANA Region Corpora t ion .  REA f i n a n c i n g  permi t ted  t h e  Cooperat ive t o  t a k e  

advantage of  s m a l l  e a r t h  s t a t i o n s  supp l i ed  by Alascom and t h e  S t a t e  i n  ~ r d e r  

t o  expand telecommunications s e r v i c e  i n  remote a r e a s .  

United U t i l i t i e s  is  a c o r p o r a t i o n  e s t a b l i s h e d  under t h e  terms of t h e  

Alaska Nat ive  Claims Se t t lement  Act.  Its o b j e c t i v e  is  t o  f u r t h e r  " the  

cause of t h e  Alaska Nat ive  i n  l o c a l  autonomy and se l f -de t e rmina t ion  by 



g e t t i n g  t h e  v i l l a g e s  involved i n  d e c i d i n g  t h e  l e v e l  s e r v i c e  d e s i r e d ,  

l e t t i n g  them p a r t i c i p a t e  i n  t h e  e q u i t y  r e p r e s e n t a t i o n  thereby  s h a r i n g  a l l  

p r o f i t s  and r i s k s . . .  ,132 The i n i t i a l  p roposa l  envis ioned a r e g i o n a l  system 

of l o c a l  exchanges loca t ed  i n  57 communities, i n t e r connec ted  by s a t e l l i t e  

l i n k s .  United f i n a l l y  rece ived  approva l  f o r  a loan  which included funds 

t o  a c q u i r e  e a r t h  s t a t i o n s  f o r  f o u r  v i l l a g e s .  

REA funding h a s  provided i n i t i a l  telecommunications s e r v i c e  f o r  many 

s u b s c r i b e r s  i n  Alaska b u t  u n t i l  1975 most were l o c a t e d  i n  a r e a s  t h a t  had 

been p rev ious ly  served by e x i s t i n g  t e l ephone  companies. By 1976, a t o t a l  of 

approximately $30 m i l l i o n  had been loaned t o  Alaska telecommunications 

c a r r i e r s .  The major po r t ion  of t h i s  a s s i s t a n c e  had been a l l o c a t e d  f o r  

c o n s t r u c t i o n  t o  upgrade f a c i l i t i e s  where l o c a l  exchange s e r v i c e  had previous- 

l y  e x i s t e d .  I n  1979, t h i s  t o t a l  had i n c r e a s e d  t o  over  $50 m i l l i o n  wi th  an 

a d d i t i o n a l  $12 m i l l i o n  i n  pending app l i ca t ions .33  The preceding d i scuss ion  

sugges ts  t h a t  t h e  REA h a s  begun t o  l e n d  t o  companies p lanning  t o  i n i t i a t e  

s e r v i c e  i n  i s o l a t e d  a r e a s .  The impact of  t h e  REA's cont inuing  p a r t i c i p a t i o n  

i n  Alaska telecommunications development by provid ing  subs id ized  investment 

c a p i t a l  i s  d i scussed  next .  

2. Analys is  

The necessary  f i n a n c i a l  a s s i s t a n c e  r e q u i r e d  t o  e f f e c t i v e l y  implement 

Alaska 's  p o l i c i e s  f o r  telecommunications growth and expansion appears  t o  be  

a v a i l a b l e  from t h e  REA, at l e a s t  i n  t h e  s h o r t  term. To a s s e s s  t h e  cont inuing  

impact of t h e  REA c a p i t a l  i n  Alaska,  one must look  more c l o s e l y  a t  t h e  

r e l a t i o n s h i p  t h a t  i s  evolving between Alaska ' s  telecommunications indus t ry ,  

government agencies ,  and t h e  REA. - 

The funding  sou rce  c a r r i e s  w i t h  it b i a s e s  t h a t  may c o n s t r a i n  t h e  f u t u r e  



telecommunications development pattern in Alaska. Some of the consequences 

will be beneficial, others detrimental, in terms of the State's long-term 

policy objectives. The impact that the REA will have on the telecommunica- 

tions development process in Alaska stems from its interpretation of its own 

role, its interpretation of Alaska policy objectives and the way it implements 

its programmes. In this context, the extent to which REA objectives are 

contradictory to the needs and requirements of rural Alaska, and the State's 

latitude to encourage modification of REA policies to reduce areas of 

conflict is of interest. The REA has stated that: 

Modern telecommunications are essential to achieving 
better living conditions, to stimulating agriculture 
production and to economic and business development 
in general. 34 

Emphasis is placed on economic growth as a prerequisite for economic stability 

in the telecommunications industry. When Alaskan carriers originally 

received REA support, the REA transferred these criteria to the Alaska 

context. "Subsidies" for telecommunications development in areas that 

demonstrated economic growthwere justifiable. Economic growth produces 

sufficient demand for services and subsequent revenues to clearly indicate 

whether a carrier can become a self-sustaining financially stable operation. 

The REA has no mandate to finance projects that cannot provide evidence of - 

continuing economic stability. 

In Alaska, rural and remote areas that remain without adequate tele- 

communications services are just those areas that are unlikely to become 

major participants in the industrial development process. A trend toward 

industrial decentralization similar to what was expected to occur in the 



Lower 48 S t a t e s  i s  n o t  l i k e l y .  Subs id ies  i n  t h e  form of low i n t e r e s t  loans  

f o r  c a p i t a l  investment  i n  expanded telecommunications f a c i l i t i e s  cannot be 

j u s t i f i e d  i n  Alaska us ing  c r i t e r i a  drawn from t h i s  development model. How- 

ever ,  REA con t inues  t o  b e  o r i e n t e d  toward investment i n  p r o j e c t s  t h a t  provide 

s i g n i f i c a n t  proof t h a t  l o a n s  a r e  adequate ly  secu re  by sou the rn  s tandards .  

I n  t h e  Lower 48 S t a t e s  ev idence  f o r  l oan  s e c u r i t y  i s  based on surveys 

i n d i c a t i n g  r a t e s  of  r e g i o n a l  growth and economic development. I n  Alaska 

h i s t o r i c a l  p receden t s  a r e  l ack ing .  The surveys  t h a t  t h e  REA uses  t o  a s s e s s  

t h e  e l i g i b i l i t y  o f  p r o j e c t s  i n  r u r a l  Alaska cannot be  expected t o  provide 

s u b s t a n t i a l  ev idence  of growth t r e n d s  based on t r a d i t i o n a l  economic ind ica-  

t o r s .  For many i s o l a t e d  communities t h e r e  i s  no r e l i a b l e  h i s t o r i c a l  d a t a  t o  

i n d i c a t e  t r a f f i c  f lows ,  o r  communities of i n t e r e s t  f o r  b u s i n e s s  and indus t ry .  

Not only  h a s  t h e r e  been inadequate  telecommunications,  b u t  n a t i v e  bus ines s  

o rgan iza t ions  i n  these:,comrnunities have had l e s s  t ime t o  develop.  It is  

a l s o  p o s s i b l e  t h a t  telecommunications needs a r e  no t  measurable  by t r a d i t i o n a l  

i n d i c a t o r s  and t h a t  t h e  uses  of telecommunication s e r v i c e s  i n  r u r a l  and 

remote Alaska d e f y  t h e  a v a i l a b l e  methods of a n a l y s i s  f o r  q u a n t i f i c a t i o n  of 

c o s t s  and b e n e f i t s .  For t h e  REA t o  a s s e s s  t h e  a c c e p t a b i l i t y  of l oan  appl ica-  

t i o n s  from Alaska l o c a l  te lephone  c a r r i e r s  proposing t o  p rov ide  s e r v i c e  i n  

, r u r a l  a r e a s ,  i t  w i l l  b e  necessary  f o r  i t  t o  modify i t s  c r i t e r i a .  

A s tudy  commissioned by t h e  REA t o  a s s e s s  t h e  agency ' s  r o l e  i n  Alaska 

r e c e n t l y  concluded t h a t  Alaska l o c a l  te lephone companies should:  

... expand t h e i r  s e r v i c e  a r e a s  t o  s e r v e  a s  many r u r a l  
communities as i s  f e a s i b l e  from an  economic and 
o p e r a t i n g  s t andpo in t .  I n  t h o s e  l o c a t i o n s  where no 
l o c a l  te lephone  company e x i s t s ,  new ones should be  
formed t o  provide  t h e  needed s e r v i c e .  35 



Unfortunately, the REA may not be flexible enough to approve loans to local 

telephone companies which have trouble demonstrating their long term 

potential for financial stability. The REA is a highly centralized 

organization. Decisions are made primarily on the basis of criteria which 

have been developed on the basis of experience in another context. 

The study mentioned above was commissioned by the REA to "reformulate 

a realistic program for Alaska." It concluded that "some innovative and new 

techniques to provide modern telecommunications" were required. However it 

was unable to address fundamental problems relating to institutional arrange- 

ments and their impact on the allocations of financial resources to subsidize 

telecommunications development in Alaska. Stating that "economic considera- 

tions will probably be one of the key factors in determining the number of 

telephone cooperatives or companies established in Alaska in the immediate 

future,"36 the report provided no indication as to the REA's interpretation 

of the highly subjective and yet crucial determination as to what would be 

considered "feasible". Thus, the REA has provided no indication that it has 

either the interest or flexibility to provide the financial assistance 

required to promote telecommunications development in rural areas of Alaska. 

C. The Use of Subsidies and State Government Agencies for Telecommunicatiors 

Development: The Governor's Office of Telecommunications 

After Alascom's entry (1970) into the Alaska long distance telecomrnunica- 

tions market, agencies representing the State of Alaska became more actively 

involved in the decision-making process affecting subsidies for the develop- 

ment of all facets of the telecommunications system. One of the issues 

confronting all decision-making bodies was a search for an appropriate means 

of meeting rural telecommunications policy objectives. Policy statements 



from agencies represent ing  t h e  S t a t e  of Alaska i n d i c a t e  t h e  p r i o r i t y  t h a t  

t h i s  problem was given. 
Li 

f 
The importance of r u r a l  telecommunications development and reduct ion  

of t h e  d i s p a r i t y  i n  l e v e l ,  c o s t  and q u a l i t y  of s e r v i c e s  between r u r a l  and 

urban a reas  was c o n s i s t e n t l y  r e i t e r a t e d  by t h e  Governor's Of f i ce  of Tele- 

communications. 

The means t 6  communicate i s  a  b a s i c ,  fundamental r i g h t  
of every Alaska c i t i z e n  rega rd less  of where he o r  she 
l i v e s  and t h e  promotion of reasonably p r i ced ,  widely 
a v a i l a b l e  l o c a l  telephone exchange s e r v i c e  i n  r u r a l  
Alaska is  a  fundamental S t a t e  pol icy  a s  we l l  a s  a  pro- 
found na t iona l  commitment. 37 

The Alaska Publ ic  U t i l i t i e s  Commission (APUC) and the  Alaska S t a t e  Legisla-  

t u r e  a l s o  echoed t h e  importance of telecommunications development p a r t i c u l a r -  

l y  a s  i t  a f f e c t s  r u r a l  Alaska. 

The Commission observes t h a t  a l l  c i t i z e n s  of t h e  United 
S t a t e s  a r e  guaranteed, where a t  a l l  p r a c t i c a l ,  t hese  b a s i c  
communications services.. .The S t a t e  of Alaska through 
l e g i s l a t i o n  and its involvement i n  t h e  small  e a r t h  
s t a t i o n  program, has expressed a  po l i cy  of providing 
communications t o  r u r a l  Alaska. That po l i cy  as a r t i c u l a t e d  
i n  l e g i s l a t i v e  r e s o l u t i o n s  and funded through budget 
appropr ia t ions ,  speaks t o  t h e  need f o r  t o t a l  communications 
f o r  a l l  of t h e  c i t i z e n s  i n  t h e  S t a t e  of Alaska. 38 

The l e v e l  of se rv ices  requi red  t o  meet po l i cy  o b j e c t i v e s  was extended beyond 

a  minimum of 24-hour s i n g l e  channel access  t o  t h e  s ta tewide  telecommunica- 

t i o n s  network. Services a v a i l a b l e  i n  l a r g e r  Alaskan cen t res  and the  Lower 

48 S t a t e s  were the  s tandards  t o  b e  met. 

Subsidies were and continue t o  be necessary t o  implement t h i s  ob jec t ive .  
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The State has made an effort to implement telecommunications policy object- 

ives within the limitations of political and economic constraints. The role 

of the State government as an advocate of telecommunications policy before 

the State Legislature and regulatory agencies is examined in the following 

sections. 

The Governor's Office of Telecommunications (OT) was created by legis- 

lative order in 1974. Its responsibilities included planning and policy 

formulation, monitoring and coordinating the activities of other institutions 

participating in the telecommunications development process, and initiating 

and maintaining a comprehensive, long range communications plan for Alaska. 

It was also expected to consider the methods and costs of improving existing 

telecommunications systems, the need and justification for federal and State 

subsidies, and the costs and benefits of new technology. 3 9 

OT's role was intended to be advisory. Expertise, centralized in a 

single agency, was expected to provide a comprehensive perspective on issues 

confronting regulatory agencies (federal and State) and the Alaska Legis- 

lature. 

OT intervened in the decision process affecting telecommunications policy 

implementation by advocating policies and practices that would effectively 

subsidize the costs of telecommunications development. This role has been 

carried out in several ways. First, OT advocated regulatory intervention 

that would affect the flow of revenues within the industry to extend the 

limitations of internal subsidies to incentives for investment and expansion 

at the local exchange company level. Secondly, it pursued the Alaska Legis- 

lature as a source of financing for direct subsidies, arguing that the State 

had a responsibility to bear the cost of policy implementation. Represent- 

atiye examples of each of these forms of intervention in the decision process 
. - 



; 
are discussed below. 

1. Regulation and Internal Subsidies for 

Telecommunications Development 

OT has been concerned with issues confronting State and federal regula- 

tory agencies that affect the flow of revenues within the telecommunications 

industry in Alaska. The results of the process of distributing revenues 

generated by the inter-state long distance market can provide disincentives 

or incentives for development and expansion of the telecommunications system 

particularly in rural areas. The financial viability of all participants 

in the industry is dependent on the procedures and methods established thro* 

a complex process of negotiations for dividing available revenues. These 

methods, separations and cost allocation procedures and revenues settlements, 

affect rate structures and lkvels established for local and toll services 

in Alaska. Separation and cost allocation procedures are the means by which 

telephone property costs, expenses, taxes and revenues are apportioned. among 

a company's operations. Revenue settlements are the means by which revenues 

are divided among telephone companies participating in the national tele- : .I.... 

communications network. These procedures subsequently affect usage of the 

telecommunications system and the revenues generated to cover the costs 

allocated to respective carriers. 

Revenue settlements are based on formulae that apportion the costs of the 

telecommunications system, long distance and local, among the telecommunica~ 

tions carriers and among the State and Federal regulatory jurisdictions. The 

process is politicized because a fundamental principal rests on the assumption 

thatthe costs of jointly used telecommunications facilities should be shared 

by users of the telecommunications system. 
- .  . -  ---  - - 

Cost separations methodologies have been developed by regulatory 



commissions and t h e  telecommunications c a r r i e r s  t o  provide  telecommunications 

s e r v i c e s  t h a t  f u l f i l l  po l i cy  o b j e c t i v e s .  The procedures  a r e  a  means t o  an 

end, i . e . ,  they  a r e  designed t o  ensu re  t h a t  equa l ,  u n i v e r s a l ,  h igh  q u a l i t y ,  

e s s e n t i a l  b a s i c  te lephone s e r v i c e s  a r e  a v a i l a b l e  a t  reasonable  c o s t  through- 

o u t  t h e  United S t a t e s .  

The methods, c u r r e n t l y  i n  u s e  i n  t h e  Lower 48 S t a t e s ,  a r e  intended t o  

f u l f i l l  s e v e r a l  a s p e c t s  of n a t i o n a l  telecommunications p o l i c y  o b j e c t i v e s .  

For example, l o c a l  exchange s e r v i c e  r a t e s  a r e  kep t  low t o  promote acces s  t o  

t h e  n a t i o n a l  telecommunications network; i n t e r s t a t e  t o l l  r a t e s  a r e  uniform, 

averaging  t h e  c o s t  v a r i a b i l i t y  of d i f f e r e n t  l o c a t i o n s ,  and revenues a r e  

s u f f i c i e n t  t o  main ta in  p a r t i c i p a t i n g  c a r r i e r s  a t  a  l e v e l  t h a t  permi ts  them t o  

o f f e r  adequate  s e r v i c e s  i n  r u r a l  and urban a r e a s .  

S ince  t h e  1920's procedures  have been e s t a b l i s h e d  i n  t h e  Lower 48 S t a t e s  

t h a t  s h i f t  g r e a t e r  p ropor t ions  of t h e  c o s t s  of provid ing  s e r v i c e  t o  i n t e r s t a t e  

t o l l  c a r r i e r s  and f e d e r a l  j u r i s d i c t i o n .  I n  e f f e c t ,  t h e  c o s t s  of t h e  e n t i r e  

telecommunications network a r e  d i s t r i b u t e d  throughout t h e  system; t o l l  

s e r v i c e  s u b s i d i z i n g  l o c a l  exchange s e r v i c e ,  i n t e r s t a t e  s u b s i d i z i n g  i n t r a s t a t e  

s e r v i c e .  To vary ing  degrees t h e  major c a r r i e r ,  AT&T, has  borne an i n c r e a s i n g  

p ropor t ion  o f  t h e  t o t a l  c o s t s  of s e r v i c e ,  and t h e  independent te lephone 

companies have bene f i t ed  from a  g r e a t e r  s h a r e  of revenues a l l o c a t e d  t o  the; 

from t h e  t o l l  revenue pool .  

Alaska was n e i t h e r  a  p a r t i c i p a n t  i n  t h e  n e g o t i a t i o n s  t h a t  r e s u l t e d  i n  

e x i s t i n g  procedures  a l l o c a t i n g  revenues throughout t h e  telecommunications 

i n d u s t r y  n o r  a  b e n e f i c i a r y  of  t h e  process .  

Although Alascom began t o  r e c e i v e  a s h a r e  of revenues from t h e  i n t e r -  

s t a t e  t o l l  revenue pool ,  agreements were concluded betwen AT&T and Alascom 

wi thout  r e f e r e n c e  t o  whether t h e  r e s u l t  m e t  t h e  second of t h e  two o b j e c t i v e s ,  



i . e . ,  promoting telecommunications development. 

A t  t h e  i n t r a s t a t e  l e v e l ,  t h e  f i n a n c i a l  v i a b i l i t y  of t h e  l o c a l  te lephone  

companies and t h e i r  i n c e n t i v e  f o r  expansion i s  a f f e c t e d  by t h e  revenue 

d i v i s i o n  procedures  adopted by Alascom. For many yea r s  Alaska ' s  l o c a l  

companies r ece ived  a s h a r e  of revenues equal  t o  Alascom's assessment .  This  

r e s u l t e d  i n  a c a p r i c i o u s  revenue a l l o c a t i o n  system favour ing  companies w i t h  

s u f f i c i e n t  f i n a n c i a l  r e s o u r c e s  and e x p e r t i s e  t o  ensure  t h a t  t h e i r  s h a r e  was 

' equ i t ab l e '  accord ing  t o  c r i t e r i a  e s t a b l i s h e d  i n  t h e  Lower 48 S t a t e s .  But 

even wi th  r e c e n t  r e g u l a t o r y  o r d e r s  p r e s c r i b i n g  c o s t  s e p a r a t i o n s  and revenue 

d i v i s i o n  procedures  t o  b e  used i n  Alaska, t h e  methods f a i l  t o  ach ieve  t h e i r  

o r i g i n a l  o b j e c t i v e s .  Revenues remain inadequate  and provide  l i t t l e  i n c e n t i v e  

f o r  expansion and development. An important  a spec t  of OT's r o l e  w a s  t o  

ensure t h a t  s e t t l e m e n t  procedures  developed a t  bo th  t h e  S t a t e  and f e d e r a l  

l e v e l  adequate ly  r e f l e c t  Alaska cond i t i ons .  OT's p o s i t i o n  r e f l e c t e d  t h e  

b e l i e f  t h a t  telecommunications development i n  r u r a l  a r e a s  i s  i n t i m a t e l y  

l i nked  t o  t h e  s u c c e s s f u l  i n c o r p o r a t i o n  of  p o l i c y  o b j e c t i v e s  i n  t h e  separat ions 

6rocess .  

I f  t h e  many i n t e r r e l a t e d  f a c t o r s  c o n t r i b u t i n g  t o  t e l e -  
communications s e r v i c e s  a r e  coord ina ted  from a t o t a l  
system viewpoint ,  i t  should be  p o s s i b l e  f o r  Alaska t o  
have t h e  f a c i l i t i e s  i t  needs a t  reasonable  c o s t s .  40 

OT was a b l e  t o  advoca te  planned development of l o c a l  exchanges i n  r u r a l  

Alaska, b u t  f i n a n c i a l  i n c e n t i v e s  were necessary  t o  i n t e r e s t  new o r  e x i s t i n g  

l o c a l  c a r r i e r s  i n  s e r v i n g  t h e s e  a r e a s .  An adequate  s h a r e  of t o l l  revenues 

t o  ensure  f i n a n c i a l  v i a b i l i t y  would provide  such an  i n c e n t i v e .  

OT at tempted t o  a i d  t h e  l o c a l  te lephone  c a r r i e r s  and Alascom t o  o b t a i n  



b e n e f i c i a l  c o s t  a l l o c a t i o n s  and revenue d i v i s i o n s  by advocat ing t h e  need f o r  

s p e c i a l  c o n s i d e r a t i o n  of  Alaska cond i t i ons  be fo re  r e g u l a t o r y  agencies .  I n  

e f f e c t ,  t h e  S t a t e  agency advocated a n  i n t e r - i n d u s t r y  subs idy ,  a l l o c a t i n g  a 

g r e a t e r  p ropor t ion  of c o s t s  t o  u s e r s  of t h e  nat ionwide network, r a t h e r  than  

t o  s u b s c r i b e r s  i n  Alaska and p a r t i c u l a r l y  t o  r u r a l  s u b s c r i b e r s .  

An ex tens ion  of  procedures  a l r eady  adopted i n  t h e  Lower 48 S t a t e s  i n  

o r d e r  t o  meet n a t i o n a l  telecommunications p o l i c y  o b j e c t i v e s  was r equ i r ed .  

E x i s t i n g  procedures  f a5 l ed  t o  accout  f o r  Alaska c o s t s  and revenue require-(  - 

ments i n  ~Alaska  were omitted from t h e  o r i g i n a l  c a l c u l a t i o n s  on which e x i s t i n g  

methodologies were based. 

Many arguments have been r a i s e d  t o  demonstrate t h a t  Alaska should not  

r e c e i v e  t h e  same b e n e f i t s  a s  t h e  Lower 48 S t a t e s  because t h e  r equ i r ed  subsidy 

would be extended beyond t h e  subsidy necessary  t o  accomplish t h e  same objec t -  

i v e s  i n  t h e  Lower 48 S t a t e s .  The oppos i t i on  t o  a p p r o p r i a t e  revenue s e t t l e -  

ments comes from c a r r i e r s  t h a t  would experience a minor decrease  i n  t h e i r  

l e v e l  of p r o f i t a b i l i t y ,  e .g . ,  AT&T.in i n t e r s t a t e  n e g o t i a t i o n s  and Alascom i n  

i n t r a s t a t e  n e g o t i a t i o n s .  But t h i s  reasoning i s  o f t e n  masked. Alascom has 

s t a t e d  t h a t :  

Local  exchange s e r v i c e  i n  t h e  bush is  d e s i r a b l e  b u t  
ques t ions  t h a t  t h e  a s soc i a t ed  burden of s u b s i d i z a t i o n  
u l t i m a t e l y  incu r red  by u s e r s  throughout Alaska may 
exceed t h e  b e n e f i t  t h a t  might o therwise  acc rue  t o  t h e  
u s e r s  i n  remote a r e a s  of Alaska. 41 

' The above quo ta t ion  exempl i f ies  t h e  erroneous argument r a i s e d  i n  defense  

of changes i n  t h e  e x i s t i n g  d i s t r i b u t i o n  of r e sou rces  w i t h i n  t h e  telecommuni- 

c a t i o n s  i n d u s t r y .  ~ e t h o d o l o ~ ~ ,  because of i t s  i n t r i c a c y  and t h e  myst i f  i ca-  

t i o n  sur rounding  formulae, weight ing f a c t o r s ,  and s e p a r a t i o n  of f a c i l i t i e s  



and costs into categories has been used to mask the arbitrary, subjective 

nature of the underlying assumptions. It has become increasingly possible 

for economists and financial experts to argue that existing arrangements 

for distribution of resources are based on objective criteria that 

the maintenance of an optimal level of telecommunications services through- 

out the United States. Any changes in revenue distribution to promote - 

further development of the nationwide telecommunications network must there- 

fore represent a 'subsidy'. 

This argument is raised wherever policy implementation requires 

increased revenues that must be derived from the dominant carriers. On 

behalf of the State, OT attempted to justify extensions of the boundaries 

of internal subsidies by demonstrating the social, economic, health, and 

educational value of services to Alaskan communiti&. The opposition from 

the industry and other government agencies argued the immediate cost 

implications of implementing policy policy objectives. An argument for 

'subsidies' to implement 'social objectives' was one with which the industry 

could easily agree. A demonstration that long-term economic benefits 

would accrue to the telecommunications 'industry if decisions were 

made to extend internal subsidies would have been countered by the carrier's 

short-term economic objectives. The decision-making power lies with those 

concerned with immediate costs and benefits which are interpreted in light 

of the telecommunications industry's and regulatory agencies' objectives. 

2: The Use of Direct Subsidies to 

Promote Telecommunications Development 

The use of direct government subsidies to meet the costs of telecommu- 
- - - -  --- 

nications development has been advocated by OT. The context was provided by 
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a s i t u a t i o n  where government p o l i c y  s ta tements  were i n  impending danger of 

being i r r e v e r s i b l y  d i s r ega rded  by Alascom. I n  1975, t h e  Alaska S t a t e  

L e g i s l a t u r e  passed a r e s o l u t i o n  a p p r o p r i a t i n g  $5 m i l l i o n  f o r  100 s m a l l  e a r t h  

s t a t i o n s  t o  p rov ide  long  d i s t a n c e  telecommunications s e r v i c e  t o  t h e  state's 

bush communities. With t h e  d i s c l a i m e r  t h a t  " the  L e g i s l a t u r e  of t h e  S t a t e  of 

Alaska does n o t  wish  t h e  S t a t e  t o  become e x t e n s i v e l y  involved i n  t h e  opera- 

t i o n  of t h e  S t a t e ' s  telecommunications network," and j u s t i f i e d  i n  terms of 

t h e  FCC's p o l i c y - o f  "promoting ownership of e a r t h  s t a t i o n s  by ' u s e r s 1  of 

s a t e l l i t e  s e r v i c e s . . . s i n c e  S t a t e  r e p r e s e n t s  a l l  u s e r s  i n  Alaska," t h e  S t a t e  

came t o  an i n t e r i m  agreement w i t h  Alascom. 42 

The move w a s  unusual ,  no t  because of S t a t e  ownership and investment  pe r  

s e ,  b u t  because i t  was a depa r tu re  from t h e  a r e a s  where d i r e c t  s u b s i d i e s  f o r  

c o m u n i c a t i o n s  development had found l e g i s l a t i v e  suppor t .  The L e g i s l a t u r e  

had provided j o i n t  f i n a n c i n g  wi th  NASA and t h e  Research and Development 

i ndus t ry  f o r  exper imenta l  s a t e l l i t e  demonstrat ion p r o j e c t s .  For example, i n  

1971, experimental  ATS 1 audio  s a t e l l i t e s  provided remote h e a l t h  c a r e  and 

educational/informational programming t o  bush communities. I n  1974, t h e  ATS 
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6 s a t e l l i t e s  d e l i v e r e d  exper imenta l  b roadcas t  s e r v i c e s .  These p r o j e c t s  

were j u s t i f i e d  by t h e  S t a t e ,  "so t h a t  S t a t e  planning and requi rements  f o r  

f u t u r e  o p e r a t i o n a l  communications could be  grounded i n  a c t u a l  exper ience .  ,144 

But i t  had n o t  d i r e c t l y  f inanced  commercial telecommunications systems i n  

Alaska i n  t h e  p a s t .  

A review of t h e  con tex t  i n  which t h e  d e c i s i o n  t o  s u b s i d i z e  telecommuni- 

c a t i o n s  development occurred  i n d i c a t e s  f a c t o r s  t h a t  combined t o  r e s u l t  i n  

this 'somewhat unprecedented i n t e r v e n t i o n  by t h e  S t a t e  of Alaska i n  t h e  t e l e -  

communications development process .  The f i n a n c i a l  r e s p o n s i b i l i t y  f o r  

expansion of telecommunications f a c i l i t i e s  i n  Alaska was debated du r ing  -.. 



d i scuss ions  i n  1970 concerning Alascom's c e r t i f i c a t i o n .  

The APUC expressed concern regard ing  t h e  a b i l i t y  of t h e  
bush te lephone s e r v i c e s  t o  pay f o r  themselves.  It 
i n d i c a t e d  t h a t  a q u e s t i o n  remains a s  t o  whether t h e  
d e f i c i t  incur red  i n  provid ing  bush te lephone  s e r v i c e  
should b e  borne by o t h e r  subsc r ibe r s  of t h e  S t a t e .  45 

The d i scuss ions  a t  t h i s  t i m e  r e l a t e d  s p e c i f i c a l l y  t o  s u b s i d i e s  f o r  bush 

te lephone s e r v i c e ,  not  t o  t h e  development of  f u l l  exchange s e r v i c e .  

When, i n  1974, Alascom p resen ted  i t s  p l ans  t o  implement i t s  c o n t r a c t  

commitment t o  supply telecommunications s e r v i c e s  t o  bush communities, they  

were found t o t a l l y  unacceptable .  46 The P lan  which proposed r u r a l  s e r v i c e  

v i a  38 s m a l l  e a r t h  s t a t i o n s  p l u s  microwave l i n k s  t o  108 communities w a s  

s e v e r e l y  c r i t i c i z e d  f o r  i t s  c o s t ,  urban o r i e n t a t i o n  and l i m i t e d  capac i ty .  

Subsequent r e v i s i o n s  t o  t h e  P lan  a l s o  proposed t e r r e s t r i a l  f a c i l i t i e s  f o r  

s e r v i c e  d e s p i t e  t h e  i n c o m p a t i b i l i t y  of t e r r a i n  and d i s t a n c e ,  and t h e  in-  

a b i l i t y  t o  provide  vo ice  channels  r equ i r ed  f o f  l o c a l  exchange development 

and broadcas t  c a p a b i l i t y .  

The S t a t e  l e g i s l a t u r e  f i n a l l y  became committed t o  f i nanc ing  and owning 

e a r t h  s t a t i o n s  a f t e r  f ac ing :  

... a cont inuing s e r i e s  of problems i n  a t t empt ing  t o  
g e t  Alascom t o  cormnit i t s e l f  t o  an  adequate  Alaska 
Communications p l a n  and t o  t h e  es tab l i shment  of a 
co rpora t e  s t r u c t u r e  t h a t  would permit  r e g u l a t i o n  by 
t h e  S t a t e .  47 

The s t a t e ' s  involvement i n  t h i s  program was no t  viewed a s  a subsidy.  It w a s  

regarded as a "means of provid ing  t h e  s t a t e  w i t h  permanent p r o p r i e t a r y  

p a r t i c i p a t i o n  i n  telecommunications p lanning  and policy"48 t h a t  would b e  
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impossible through an advisory capacity. There was no admission of an on- 

going need for State support or responsibility for continuing telecommunica- 

tions development in costly rural areas. 

Public funds continued to be made available to support commercial broad- 

cast development. The government provided financial assistance for delivery 

of a commercial broadcast network in 1976. 4 9 
$1.5 million was allocated to 

supply service in larger communities and 24 bush communities. Funds were 

provided so that construction, operation and maintenance would be economically 

feasible in the long term when supported by the users. A report prepared for 

OT noted that: 

A commitment to support commercial broadcasters which 
imposes continuing demands on the general fund would be 
improper. The question becomes one of deciding the 
extent to which the State government should help compensate 
for the isolation of Alaska from the rest of the United 
States. The objective in formulating any subsidy plan 
should be to have the broadcaster contribute at a minimum, 
to the point where it is a wash, so remaining funding 
requirements may be evaluated in terms of supporting the 
viewers. 50 

Although subsidies allocated directly to support the development of a 

television distribution system were believed to be frought with dangers of 

self perpetuation, the government opted for short-term financial support. 

The State did not venture into areas traditionally considered the 

purvue of the private telecommunications industry in order to provide 

commercial services. The State's financial involvement in the earth station 

program must be viewed as a single departure from the State government's 

perception of its role in the telecommunications development process. It was 

not an admission of the need for subsidies to support the development of a 



commercial system in the short or long term. It was an effort to institu- 

tionalize a means of control over industry planning and to implement the 

minimum level of service required by communications policy. It was stated 

that : 

Because of the State's involvement, economic and 
technical data relevant to the program can be sub- 
stantiated and its relationship, hence effect, on 
other State telecommunications components, (i.e., 
need for subsidy, etc.) can be identified. 51 

In a reiteration of the State's policy concerning telecommunications develop- 

ment, OT made its intention to remain uninvolved financially in the commer- 

cial t,elecommunications sector clear. "The State does not want to own or 

operate telephone facilities or provide telephone services to rural 

communities. ,152 The initial action was regarded as stimulative. It 

provided encouragement for further telecommunications development and 

legitimized the government's commitment to its stated policy objectives. 

The state's position is to continue to rely on the structure of existing 

institutional arrangements, and political pressure on the inter- and intra- 

industry economic decision-making process as a means of creating incentives 

for further telecommunications development. 

3. ' Analysis 

By creating an agency within a degree of autonomy from the legislative, 

regulatory and judicial decision process, OT was placed in a position where 

policy positions could theoretically reflect its interpretation of the 

Ipublic interest', unencumbered by the dominant economic and political forces 

participating in the decision process. If the problems encountered by OT 
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cons idered  i n  a  s t r u c t u r a l  sense  i t  appears  t h a t  t h e  p o t e n t i a l  s t r e n g t h  of 

OT was undermined by i t s  i n a b i l i t y  t o  implement p o l i c y .  It was faced with 

two opposing a l t e r n a t i v e s .  Advocacy of subs idy  p o l i c i e s  moderated by 

c o n s i d e r a t i o n  of t h e i r  a c c e p t a b i l i t y  t o  t h e  APUC and t h e  Alaska ~ e ~ i s l a t u r e ,  

v e r s u s  promotion of p o s i t i o n s  t h a t  would c o n f l i c t  w i t h  t h e  dominant economic 

i n t e r e s t s  a c t i v e l y  p a r t i c i p a t i n g  i n  t h e  d e c i s i o n  p roces s .  However, when t h e  

r o l e  of  t h e  agency i s  loca t ed  w i t h i n  a broader  con tex t ,  i t  becomes ev ident  

t h a t  i t s  e f f e c t i v e n e s s  w a s  cons t r a ined  n o t  so much by i ts  s t r u c t u r a l  short-  

comings, b u t  by t h e  u n a c c e p t a b i l i t y  of i t s  p roposa l s  g iven  t h e  economic 

i n t e r e s t s  of o t h e r s  represented  at  d i f f e r e n t  l e v e l s  i n  

The c h a r a c t e r i s t i c s ,  geographica l ,  i n s t i t u t i o n a l ,  

Alaska telecommunications development tended t o  r e s u l t  

s u b s i d i e s  t o  r e d i s t r i b u t e  cos t / revenue  r e l a t i o n s h i p s .  

t h e  d e c i s i o n  process.  

and t e c h n i c a l ,  of 

i n  OT's advocacy of 

This  was p a r t i c u l a r l y  

t r u e  where t h e  c o s t s  of expansion of telecommunications s e r v i c e s  i n  r u r a l  

a r e a s  r e q u i r e d  s u b s t a n t i a l  ex t ens ions  of e x i s t i n g  s u b s i d i e s .  The agency 

became more than  a  purveyor of in format ion ,  bu t  an  advocate  ' r i s k i n g '  

c o n t r a d i c t i o n  of t h e  major economic i n t e r e s t s  of government and indus t ry .  

An i n d i c a t i o n  of i t s  s t r e n g t h  was provided by a c c u s a t i o n s  of a  l a c k  of 

p o l i t i c a l  a c c o u n t a b i l i t y  and t h e  demise of OT on J u l y  1 ,  1979. 

R e s p o n s i b i l i t y  f o r  communications p lanning  and p o l i c y  formulat ion was 

d i spe r sed .  Other  agen t s  of government would have, less e x p e r t i s e  t o  examine 

complex telecommunications i s s u e s .  The r e s u l t i n g  f ragmenta t ion  would 

e f f e c t i v e l y  d i s p e r s e  a  p o t e n t i a l  source  of government i n f l u e n c e  over  t h e  

d e c i s i o n  p roces s .  One of  OT'S paramount o b j e c t i v e s  w a s  " to  ensure t h a t  t h e  

s t a t e  of Alaska r e t a i n s  a u t h o r i t y  t o  determine i t s  communications dest iny".  

It became c l e a r  t h a t  dominate p o l i t i c a l  i n t e r e s t s  p r e f e r r e d  t h a t  t h i s  be t h e  - 

c a s e  a s  l ong  a s  t h e  means of c o n t r o l  d i d  no t  c o n t r a d i c t  t h e  economic i n t e r e s t s  



of Alascom, AT&T and o t h e r  r e p r e s e n t a t i v e s  of government. 

I n  Alaska i n t e r v e n t i o n  i s  p o s s i b l e  a t  both t h e  S t a t e  and f e d e r a l  l e v e l .  

The S t a t e ' s  ' i n t e r e s t '  i s  i n t e r p r e t e d  through t h e  S t a t e  l e g i s l a t u r e ,  OT, t h e  

APUC and o t h e r  agencies  funded by t h e  S t a t e  which r ep re sen t  a  d i v e r s i t y  of 

. n a t i v e  and non-native, urban and r u r a l  i n t e r e s t s .  What is  p re sen ted  a s  the 

p o l i c y  of t h e  S t a t e  of  Alaska r e f l e c t s  a  combination of t h e  p o s i t i o n s  h e l d  by 

numerous groups. It i s  n o t  u n t i l  one examines t h e  process  through which t h i s  

p o l i c y  i s  implemented t h a t  o n e  can beg in  t o  s e e  t h e  way i n  which t h e  dominant 

i n t e r e s t s  f i n d  expres s ion  i n  p r i o r i t i e s  and d e c i s i o n s  a f f e c t i n g  t h e  u s e  of 

s u b s i d i e s  t o  promote telecommunications development. 
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CKAPTEX I X  

ANALYSIS AND CONCLUSION 

Different subsidy methods which have been used to promote telecommunica- 

tions development in Northwest Canada and Alaska have been examined in the 

preceding chapters. Some of the key factors that have either restricted or 

promoted the implementation of stated national telecommunications policy 

objectives are examined in the following analysis. These factors are related 

to the changing structure of institutional relationships. They are a&so 

related to changes in the importance of telecommunications in the development 

process. National and, occasionally, regional economic and political prior- 

ities have provided incentives for implementing subsidy policy. 

The contribution that an institutional analysis can provide in developing 

insights as to constraints to the effective implementation of subsidy policy 

objectives and the use of alternative subsidy methods to promote telecomuni- 

cations development in Northwest Canada and Alaska are indicated. The third 

part of the analysis examines the way that characteristics of existing 

institutional arrangements prevent subsidy policy from being fully effective. 

Finally, suggestions are made for changes in institutional arrangements and 

subsidy methods that could be expected to be more effective in promoting 

telecommunications policy implementation. 

A. A Context for Institutional Analysis 

In this study policy implementation has been examined as an ongoing 

process of decision-making that occurs within the context of a system of 

changing institutional relationships. An analytic framework has been developd 



which has  made i t  p o s s i b l e  t o  examine c r i t e r i a  t h a t  a r e  used a s  a  b a s i s  f o r  

decision-making and t h e  i n c e n t i v e s  i nhe ren t  i n  i n s t i t u t i o n a l  arrangements 

t h a t  have h i s t o r i c a l  an tecedents .  The weight given t o  t h e s e  c r i t e r i a  a f f e c t s  

d e c i s i o n s  t o  a l l o c a t e  f i n a n c i a l  r e sou rces  f o r  t h e  development of telecommuni- .- 

c a t i o n s  s e r v i c e s .  The advantage of a n  approach concerned w i t h  h i s t o r i c a l  

con tex t  i s  t h a t  i t  overcomes problems t h a t  a r i s e  when a s t a t i c  a n a l y s i s  of 

i s o l a t e d  government and c o r p o r a t e  e n t i t i e s  i s  used. S t r u c t u r a l  r eo rgan iza t ion  

without  r e f e r e n c e  t o  con tex t  i n v a r i a b l y  r e s u l t s  i n  a r e -c rea t ion  of pre- 

e x i s t i n g  problems, Th i s  i s  because c o n s t r a i n t s  t h a t  a r e  h i s t o r i c a l  o r  t h a t  

e x i s t  because of r e l a t i o n s  between o t h e r  l e v e l s  i n  t h e  i n s t i t u t i o n a l  h i e r -  

a rchy  a r e  n o t  t aken  i n t o  cons ide ra t ion .  

The fo l lowing  p e r s p e c t i v e  o f t e n  r e s u l t s  from s t a t i c  and a h i s t o r i c a l  

a n a l y s i s  of t h e  p o l i c y  implementation process .  The i n c e n t i v e s  under ly ing  

d e c i s i o n s  a r e  exainined on ly  a t  one l e v e l  and a t  one per iod  i n  t ime. C o n f l i c t s  

between t h e  apparent  o b j e c t i v e s  of co rpo ra t ions  and government agencies  become 

t h e  f o c a l  concern.  The r e s u l t  is i l l u s t r a t e d  by t h e  fo l lowing  approach. 

Desc r ip t ion  of problems a s s o c i a t e d  w i t h  telecommunications p o l i c y  implementa- 

t i o n  i n  remote n o r t h e r n  r eg ions  i n  terms of an  oppos i t i on  between two objec t -  

i v e s  i s  encouraged. The government's s t a t e d  p o l i c y  o b j e c t i v e s  ( s o c i a l  ob jec t -  

i v e s )  appear  t o  be i n  c o n f l i c t  w i t h  t hose  which t h e  telecommunications 

i n d u s t r i e s  s e e k  t o  implement (economic e f f i c i e n c y )  . 
An a n a l y s i s  of  CNT and Alascom co rpora t e  o b j e c t i v e s  i n d i c a t e s  t h a t  they  

a r e  i n t e r e s t e d  p r i m a r i l y  i n  p r o f i t s .  This  reduces t h e i r  i n c e n t i v e  t o  i n v e s t  

i n  telecommunications f a c i l i t i e s  i n  h igh  c o s t  a r e a s .  Corporate  p o l i c y  and 

p r a c t i c e  c o n f l i c t  w i t h  n a t i o n a l  telecommunications p o l i c y ,  i .e . ,  t h e  p rov i s ion  

of adequate  b a s i c  telecommunications s e r v i c e s  t o  a l l  c i t i z e n s .  From t h i s  

pe r spec t ive ,  t h e  p o l i c i e s  and performance of t h e  telecommunications c a r r i e r s  



are seen as emerging only as a direct consequence of their internal structure. 

Other factors that affect corporate decision making, i.e., incentives created 

by the location of the carrier within the larger telecommunications industry, 

are ignored. If the role of government agencies is described as "superimpos- 

ing a public interest priority upon pre-existing and antagonistic commercial 

11 1 incentives, evidence of a continuing disparity in telecommunications 

services can be attributed to an imbalance of power between the government 

and the industry in the decision-making process. 

This explanation depends on the assumption that a simple opposition or 

conflict between government and corporate interests suffices to explain 

decisions to implement policy. It is impossible to interpret the implicit 

meaning of policy objectives, or to undertake an,-analysis of many of the 

factors that prevent effective policy implementation using this type of 

analysis. The appearance of this superficial conflict, i.e., the failure of 

the government's 'public interest' effort and the success of private corporate 

interests, is maintained only if one relies on stated policy objectives as an 

expression of the incentives guiding the decision-making process. 

If policy implementation is re-examined over a period of time in the 

context of a system of institutional relationships, it becomes clear that 

this explanation is too simplistic. One if forced to examine whether industry 

incentives really conflict with policy priorities that government agencies 

seek to implement. The foregoing explanation ignores the complexity of the 

economic and political relationships that influence decision-making. An 

analysis of the impact of government intervention, i.e., subsidy policy, on 

telecommunications development must consider shifts in government and industry 

priorities determined by other levels in the policy process. This is only 

possible if policy implementation is examined in the context of a system of 



i n s t i t u t i o n a l  arrangements.  

The d i f f e r e n c e  between t h e  approach descr ibed  above, and t h e  one adopted 

i n  t h i s  s tudy  l i e s  i n  t h e  a n a l y s i s  of i n c e n t i v e s  t h a t  underly t h e  dec is ion-  

making process .  Th i s  s tudy  h a s  a t tempted  t o  l i n k  t h e  i n c e n t i v e  system under- 

l y i n g  dec i s ions  r e l a t e d  t o  telecommunications development t o  changes i n  p o l i c y  

p r i o r i t i e s  a t  o t h e r  l e v e l s  i n  t h e  i n s t i t u t i o n a l  system. It has  been important  

n o t  simply t o  examine e x p l i c i t  government and i n d u s t r y  o b j e c t i v e s .  Indus t ry  

performance has  been examined i n  t e r m s  of t h e  l o c a t i o n  of t h e s e  co rpo ra t ions  

w i t h i n  t h e  l a r g e r  telecommunications i n d u s t r y  s t r u c t u r e .  No thorough a n a l y s i s  

of co rpo ra t e  i n f luence  on government p o l i c y  has been at tempted.  

S imi l a r ly ,  t h e  a n a l y s i s  of p o l i c i e s  t h a t  a r e  given a p r i o r i t y  by govern- 

ment agencies  i s  n o t  de r ived  s o l e l y  from an examination of c u r r e n t l y  s t a t e d  

p o l i c y  o b j e c t i v e s .  It i s  based on an  a n a l y s i s  of i m p l i c i t  p r i o r i t i e s .  These 

a r e  i n f e r r e d  from changes i n  economic and p o l i t i c a l  o b j e c t i v e s  t h a t  have 

inf luenced  t h e  context  i n  which d e c i s i o n s  concerning telecommunications 

development a r e  made. Thus, t h e  a n a l y s i s  of t h e  r o l e  and impact of d i f f e r e n t  

subs idy  methods r e s t s  on an  examinat ion of p a t t e r n s  and changes i n  t h e  import- 

ance of telecommunications i n  t h e  p o l i t i c a l  and economic development process .  

Although subs idy  p o l i c y  has  been examined i n  an  i n s t i t u t i o n a l  con tex t ,  

t h e  conclus ions  t h a t  can b e  drawn concerning t h e  n a t u r e  of t h e  p o l i c y  p roces s  

a r e  l imi t ed .  This  a n a l y s i s  drawn on informat ion  t h a t  is  r e s t r i c t e d  t o  t h e  

h i s t o r y  and evo lu t ion  of agenc ie s  and co rpora t ions  t h a t  p a r t i c i p a t e  d i r e c t l y  

i n  telecommunications p o l i c y  implementation. Furthermore, t h e  a n a l y s i s  is  

based on documentary ev idence  r e l e a s e d  f o r  t h e  most p a r t  by t h e s e  organiza-  

t i o n s .  Th i s  in format ion  p rov ides  a b a s i s  f o r  understanding some a s p e c t s  of 

i n s t i t u t i o n a l  r e l a t i o n s h i p s .  However, i t  does n o t  r e f l e c t  t h e  multi-dimension- 

a 1  n a t u r e  of t hese  r e l a t i o n s h i p s  t h a t  would be r equ i r ed  f o r  a comprehensive 
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a n a l y s i s  of  t h e  p o l i c y  process .  Never the less ,  i t  provides  a b a s i s  t o  develop 

i n f e r e n c e s  about  t h e  impact of i n s t i t u t i o n a l  r e l a t i o n s h i p s  and s t r u c t u r e  on 

d e c i s i o n s  t o  implement telecommunications subsidy po l i cy .  

B. Subsidy P o l i c y  and S h i f t s  i n  Nat iona l  Po l i cy  Ob jec t ives  

and P r i o r i t i e s  

The ev idence  p re sen ted  i n  t h i s  s tudy  has  i n d i c a t e d  t h a t  t h e  h i s t o r y  of 

subs idy  p o l i c i e s  and t h e i r  impact on telecommunications development i n  North- 

wes t  Canada and Alaska h a s  been l i nked  t o  changes i n  t h e  p o l i t i c a l  and 

economic s i g n i f i c a n c e  of bo th  r eg ions  t o  t h e i r  r e s p e c t i v e  n a t i o n a l  governments. 

Subsidy p o l i c i e s  and methods have changed wi th  changes i n  t h e  r o l e  def ined  

f o r  te leconnnunicat ions s e r v i c e s  i n  t h e  economic and p o l i t i c a l  development 

p roces s .  

The pr imary r o l e  of te lecomnunicat ions dur ing  t h e  f i r s t  phase of develop- 

ment i n  Northwest Canada and Alaska between t h e  1850's and 1900's was 

a s s o c i a t e d  w i t h  t h e  American government's d e s i r e  t o  extend i t s  sphe re  of 

p o l i t i c a l  and economic c o n t r o l .  Subs id ies ,  i n  t h e  form of monopoly c h a r t e r s  

and o t h e r  i n d i r e c t  f i n a n c i a l  b e n e f i t s ,  were used t o  i n c r e a s e  t h e  a t t r a c t i v e -  

n e s s  of t h e  proposed i n t e r - c o n t i n e n t a l  t e l eg raph  r o u t e  t o  p r i v a t e  i n v e s t o r s .  

D i r e c t  s u b s i d i e s  and/or  government ownership was unnecessary i n  view of t h e  

a n t i c i p a t e d  p r o f i t a b i l i t y  of t h e  proposed s e r v i c e .  

The second major phase i n  telecommunications development demonstrates  

t h e  connec t ion  between s u b s i d i e s  and t h e  p r i o r i t y  of n a t i o n a l  defense  objec t -  

ives i n  t h e  United S t a t e s  and Canada between t h e  1900's and 1950's .  Spending 

by b o t h  f e d e r a l  governments f inanced  s e r v i c e  development t h a t  met dominant 

m i l i t a r y  o b j e c t i v e s .  F a c i l i t i e s  f o r  commercial telecommunications use  were 

secondary importance.  I n  t h i s  phase, s u b s i d i e s  took t h e  form of government 
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ownership because t h e  p r o f i t a b i l i t y  of t h e  r e q u i r e d  s e r v i c e s  could no t  

be  expected t o  a t t r a c t  an  immediate response  from p r i v a t e  i n v e s t o r s .  

Throughout t h e s e  per&ods, t r a d i t i o n a l  economic criteria w e r e  sub- 

s e r v i e n t  i n  t h e  decision-making p roces s  t o  t h e  importance of implementing 

n a t i o n a l  p o l i c i e s  t h a t  were of paramount importance. The e x t e n t  of govern- 

ment spending was determined by t h e  c o s t s  of  f a c i l i t i e s  t o  meet m i l i t a r y  

requi rements ,  no t  by s h o r t  term cos t / revenue  r e l a t i o n s h i p s .  The subs idy  

method, i .e. ,  government ownership, was a r e f l e c t i o n  of t h e  e x t e n t  t o  which 

t h e  governments had t o  i n t e r v e n e  t o  supply s e r v i c e s  beyond t h e  l e v e l  t h a t  

t h e  p r i v a t e  market was l i k e l y  t o  supply.  M i l i t a r y  p r i o r i t i e s  and o b j e c t i v e s  

were l a r g e l y  r e s p o n s i b l e  f o r  t h e  telecommunications systems t h a t  evolved i n  

Northwest Canada and Alaska. These o b j e c t i v e s  shaped i n s t i t u t i o n a l  r e l a t i o n -  

s h i p s  and t h e  s t r u c t u r e  of t h e  telecommunicetions i n d u s t r y  t h a t  emerged t o  

provide  commercial s e r v i c e s  i n  t h e  1950's .  

Beginning i n  t h e  1 3 5 0 ' ~ ~  t h e  r o l e  of telecommunications s e r v i c e s  i n  

Northwest Canada and Alaska began t o  b e  r e - i n t e r p r e t e d .  The s t r a t e g i c  

m i l i t a r y  importance of t h e  Canadian nor thwes t  and Alaska cont inued t o  

i n f l u e n c e  t h e  development of telecommunications i n  b o t h  a r e a s .  However, 

t h e  p o l i t i c a l  and economic s i g n i f i c a n c e  of t h e  r eg ions  began t o  supercede 

m i l i t a r y  o b j e c t i v e s ,  p rovid ing  new r o l e s  f o r  telecommunications s e r v i c e s .  

New demands f o r  commercial telecommunications c a p a c i t y  imposed new requ i r e -  - 

ments and modif ied bo th  t e c h n i c a l  a s p e c t s  of t h e  n o r t h e r n  telecommunications 

systems and t h e  i n s t i t u t i o n s  which provided s e r v i c e s .  The o b j e c t i v e s  

t h a t  provided j u s t i f i c a t i o n  f o r  government i n t e r v e n t i o n ,  and t h a t  shaped 

i n s t i t u t i o n a l  arrangements,  i n c e n t i v e s  f o r  inves tment ,  and determined 



subsidy p o l i c i e s  and methods were d i s t i n c t l y  d i f f e r e n t .  

1. Subsidy Po l i cy  i n  Northwest Canada: 

1950's t o  1970's  

Communications c a p a b i l i t y  w i t h i n  Northwest Canada and between t h e  

n o r t h  and t h e  south  became of i n c r e a s i n g  importance i n  view of changes i n  

t h e  r eg ion ' s  economic s i g n i f i c a n c e  i n  t h e  1950's. The Canadian govern- 

ment's a t t empt s  t o  f o s t e r  r e sou rce  development were thought t o  r e q u i r e  

t h e  development of oommercial telecommunications s e r v i c e s .  The j u s t i f i c a -  

t i o n  f o r  government s u b s i d i e s  was eva lua t ed  i n  terms of p o t e n t i a l  b e n e f i t s .  

These were de f ined  by n a t i o n a l  economic po l i cy  o b j e c t i v e s  t h a t  p l aced  

p r i o r i t y  on promoting i n d u s t r i a l  development i n  t h e  no r th .  The expected 
I 

b e n e f i t s  t o  b e  obtained from implementing t h i s  p o l i c y  o b j e c t i v e  s i g n i f i -  

c a n t l y  outweighed s h o r t  term c o n s i d e r a t i o n s .  

The analogy between n a t i o n a l  economic po l i cy ,  telecommunications,  

and t h e  Canadian government's subs idy  p o l i c y  i n  Northwest Canada, and t h e  

r o l e  of t r a n s p o r t a t i o n  i n  t h e  development of  t h e  Canadian economy a t  t h e  

t u r n  of t h e  century  cannot  b e  overlooked.  I n n i s  h a s  noted t h a t  t h e  

f e d e r a l  government's c o n s i d e r a t i o n  o f  t h e  c o s t s  of r a i lway  t r a n s p o r t a t i o n  

was focused: 

. . .on t h e  importance o f  t h e  road a s  a  p o l i t i c a l  
measure and on i t s  p robab le  d i f f i c u l t i e s  a s  a 
commercial measure. . .no amount of s t a t i s t i c a l  
a n a l y s i s  of s u r p l u s  o r  d e f i c i t  c an  prove o r  d i s -  
prove  i t s  succes s ,  i . e . ,  s u c c e s s  should b e  
measured i n  terms of t h e  v a l u e  t o  Confederation. 2 

Decis ions concerning t h e  a c c e p t a b i l i t y  of government expendi tures  t o  meet 
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the costs of construction of transportation systems were weighed in terms 

of the long-term economic benefits to those who stood to gain from the 

political and economic unification of Canada. In a similar way, the short 

term costs of telecommunications development were given less weight than 

the long-term economic benefits. These benefits could be expected if 

foreign private investors became interested in exploiting natural resources 

in Northwest Canada. Telecommunications services were to provide additional 

incentives to resource developers to locate in the north. 

The Canadian government's willingness to subsidize the costs of 

telecommunications services in the 1950's and 19601s, fits within Innis' 

theoretical conception of the role of communication in the process of 

economic development. For example. 

The rapid and extensive dissemination of information 
was essential to the effective planning of labour, 
capital, raw materials, and finished products ... the 
demand for private information hastened the develop- 
ment for communications. 3 

There was a need for a viable commercial telecommunications system to 

support the communications needs of resource industries locating in 

isolated northern regions. Government ownership and the subsidies implicit 

in this institutional arrangement were justifiable methods of implementing 

an important aspect of national economic policy. These subsidies were 

necessary in the absence of profits sufficient to attract private investors. 

r- 

Direct subsidies, in the form of financial grants to meet operating 

costs, government/corporate contracts subsidizing the capital costs of 



expanded facilities, and reduced costs of capital associated with 

government ownership, promoted telecommunications service development 

that met the government's objectives. It was unlikely that a commercial 

telecommunications system would have been provided if the government 

had relied on the private market. Subsidies were justified by the need 

to fulfill stated national telecommunications policy objectives. How- 

ever, subsidies benefited resource industries and government agencies 

that were expanding their presence in the Northwest. Consideration of 

subsidy benefits for local residents was of secondary importance. The 

telecommunications system was designed to meet higher priority needs 

of government and industry. It appears that in IJorthwest Canada, "the 

standard interpretation of the entire history of the Canadian economy 

[which] assigns to the state a major role in guiding and stimulating 

development, 114 held for the federal government's role in subsidizing 

the costs of telecommunications development in the 1950's. 

The selection of a crown corporation as the appropriate institutional 

structure to provide telecommunications was a response to the need to 

implement dominant national policy objectives. A crown corporation 

with access to low interest capital and potentially subject to direct 

government control was the logical outcome, given the importance of 

communication in the Northwest and the lack of private investor interest. 

A government-owned corporation would permit direct subsidies to be used 

without a high degree of public scrutiny. Substantial financial transfers 

would be made between institutions within the public sector. The 

corporation's legislated mandate, i.e., the requirement for commercial 



v i a b i l i t y ,  provided i n c e n t i v e s  f o r  telecommunications s e r v i c e  develop- 

ment on r o u t e s  where a reasonable  r e t u r n  on investment could be expected. 

These c h a r a c t e r i s t i c s  corresponded t o  t h e  f e d e r a l  government's need 

t o  ensure t h a t  adequate commercial telecommunications f a c i l i t i e s  were 

provided t o  meet economic development p r i o r i t i e s .  Few at tempts were 

made t o  provide i n c e n t i v e s  t o  encourage investment i n  f a c i l i t i e s  t o  

meet communications needs i n  remote loca t ions .  Exceptions were made 

where communities w e r e  important from t h e  perspect ive  of southern based 

government and corpora te  i n t e r e s t s .  

It i s  i n t e r e s t i n g  t h a t  t h e  s t r u c t u r e  and organizat ion chosen f o r  

t h e  telecommunications indus t ry  would a l s o  serve  t o  p ro tec t  the  f e d e r a l  

government from an o b l i g a t i o n  t o  provide subs id ies  f o r  uneconomic remote 

s e r v i c e  development. I n  l a t e r  years  when a t t e n t i o n  s h i f t e d  t o  the  r o l e  

of telecommunications i n  f u l f i l l i n g  s o c i a l  ob jec t ives ,  t h e  requirement 

t h a t  teleconununications opera t ions  be commercially v i a b l e  woQld se rve  

t o  j u s t i f y  'temporary' d i s p a r i t i e s  i n  s e r v i c e  a v a i l a b i l i t y  throughout 

t h e  Northwest .: 

2. Subsidy Po l i cy  i n  Alaska: 

1950's t o  1970's 

I n  Alaska, t h e  r o l e  of telecommunications appears t o  have been 

defined d i f f e r e n t l y  during t h e  per iod  between the  1950's and 1970's when 

t h e  military-owned Alaska Cormnunications System was f i n a l l y  re l inquished 

t o  t h e  p r i v a t e  s e c t o r .  Although t h e  economic s ign i f i cance  of Alaska's 

resouice  base  t o  t h e  American economy increased,  t h e  t r a d i t i o n  of subs id ies  



i n  t h e  form of government ownership of telecommunications t o  promote 

i n f r a s t r u c t u r a l  s e r v i c e  development was absent .  

The p a r a l l e l  wi th  t h e  t r a n s p o r t a t i o n  s e c t o r  i s  evident  again  i n  t h i s  

context .  I n  t h e  Lower 48 S t a t e s ,  e a r l y  rai lway expansion was charac ter ized  

by t h e  absence of d i r e c t  public  ownership. The government r e l i e d  on :. .I , 

regula ted  p r i v a t e  investor-owned companies t o  provide t h e  u t i l i t y  s e r v i c e s  

5 
necessary f o r  economic development. Other forms of s u b s i d i e s  supported 

t h e  p r i v a t e  market,  r a t h e r  than replac ing i t .  Although the  nedd f o r  

expanded telecommunications s e r v i c e s  i n  Alaska was assoc ia ted  wi th  n a t i o n a l  

and S t a t e  economic development p r i o r i t i e s  t h e r e  was no t r a d i t i o n  t o  

j u s t i f y  d i r e c t  government ownership t o  subs id ize  t h e  c o s t s  of a sepa ra te  

commercial teleconununications system. The incen t ive  f o r  government ownership 

of commercial telecommunications f a c i l i t i e s  provided by t h e  importance of 

i n f r a s t r u c t u r a l  development was absent  during t h i s  period i n  Alaska. 

The f e d e r a l  government's l ack  of i n t e r e s t  i n  continued ownership of 

telecommunications f a c i l i t i e s  can a l s o  be l inked  t o  t e c h n i c a l  advances i n  

t h e  s o p h i s t i c a t i o n  of telecommunications technology. The s t r a t e g i c  

s i g n i f i c a n c e  of Alaska i n  in te r -con t inen ta l  communications systems f o r  

defense was dec l in ing .  The Alaska Communications System was i n  t h e  process 

of becoming obso le te  i n  the  f ace  of s a t e l l i t e  technology wi th  t h e  

c a p a c i l i t y  of performing t h e  Alaskan system's m i l i t a r y  d e t e c t i o n  and 

su rve i l l ance  funct ions .  

Government subsidized loans had been acceptable  i n  t h e  1950's and 1960's 

t o  support r u r a l  telecommunications development i n  t h e  Lower 48 S t a t e s .  

These subs id ies  had e n t a i l e d  t h e  t r a d f t i o n s l  t r a n s f e r  of f i n a n c i a l  resources 
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from the public to the private sector. However, they had never been required 

on the scale necessary to convert the aging Alaska Communications System to a 

viable commercial statewide telecommunications network. Subsidies had not 

been considered in the Lower 48 States until after privately-owned carriers 

had failed to provide adequate services. Direct subsidies were a response 
\ 

to a market deficiency, they were not integral to the telecommunications 

planning and policy implementation process. 

After 1959, the State government in Alaska began to define the need 

commercial telecommunications in terms of a range of policy priorities. 

were related to the economic, political, cultural and social development 

for 

These 

objectives of the State. However, access to large capital requirements that 

would have been necessary to provide subsidies was restricted throughout this 

period. It was not until the late 1960's and 1970's that royalties from 

Alaska's oil and gas reserves became available. 

Until 1968, when oil and gas exploitation became of paramount economic 

and political importance to both federal and State governments, there was 

little incentive to implement the subsidies needed to promote statewide tele- 

communications development. Existing subsidies inherent in the military's 

ownership of the Alaska Communications System continued to be acceptable as 

long as they remained hidden in military budgets and required no substantial 

increase. 

The growth and importance of the Alaska economy failed to produce an 

overwhelming demand for expanded telecommunications services between the 

1950's and 1960's. Telecommunications development tended to be regarded 

from the same perspective as it had been in the Lower 48 States. Regulated 

private carriers were expected to 

tions services. Where they might 

provide adequate commercial telecommunica- 

fail in more costly areas, direct govern- 



ment subsidies would ensure that national telecommunications policies would 

he implemented. The privately-owned telecommunications structure, relying 

on traditional economic criteria as a guide to decision-making was expected 

to be sufficient to promote development of adequate services throughout 

Alaska. 

The choice of a private investor-owned telecommunications carrier to 

provide long distance services and the emergence of independent local exchange 

carriers serving locations that were economically viable reflected this 

perspective. Alascom was expected to implement national telecommunications 

policies by operating according to the same economic principles that had 

permitted telecommunications development in the Lower 48 States. Subsidies 

had been required to implement national telecommunications policy objectives 

in the Lower 48 States. They would be necessary and would require modifica- 

tion and extension to meet the same objectives in Alaska. However, this was 

overlooked to the extent that subsidies were not regarded as an integral 

aspect of effective telecommunications policy implementation. Subsidies 

required to meet costs of development in Alaska were defined as inappropriate 

by the dominant carriers and government representatives wherever they involved 

a possible decline in potential revenues. 

3. Summary 

Decisions related to investment in telecommunications services in Alaska 

have been evaluated in terms of traditional economic criteria assessing their 

profitability. Co-operatives and municipal companies have been unable to 

extend local exchange services in the majority of Alaskan rural and remote 

comunities. Despite their tendency to operate according to less stringent 

economic criteria, existing subsidies have not provided incentives for service 



development under the extreme cost conditions that characterize rura1,and 

remote villages throughout Alaska. By employing subsidies in the same form 

and to the same extent that would be considered appropriate in the Lower 48 

States, the telecommunications industry has not succeeded in providing 

services at the level or quality required by stated national telecommunica- 

tions policy objectives. This is particularly true in communities where 

costs diverge significantly from the average in the Lower 48 States. 

In Northwest Canada, the pattern of telecommunications development has 

been similar although the extent of the problem is less severe. Subsidy 

methods have not been modified to meet changes in national telecommunications 

policy objectives. Subsidies have been available to promote telecommunica- 

tions development to meet the requirements of industry, business and govern- 

ment agencies located in the north. In areas where costs are most extreme 

and the role of telecommunications has been defined in terms of implementing 

social policy objectives, subsidies have been labelled as uneconomic by both 

the carrier and government agencies responsible for policy implementation. 

In both cases, where the role of telecommunications services has been 

less clearly associated with the dominant interpretation of the 'national 

interest', subsidy policy has been relatively ineffective. It has not 

resulted in the full implementation of stated national policy objectives in 

Northwest Canada or Alaska. The further that remote communities have 

deviated from average costs in other parts of the country, the more often the 

extension of subsidies has been considered to be an unjustifiable, uneconomic 

expenditure by both government agencies and telecommunications carriers. 

It is apparent that there is an arbitrary distinction between subsidies 

that are considered economically justifiable and those that are condemned as 

inefficient. The demarcation line is not drawn on the basis of the economic 



principles of profitability. Instead, it often seems to be decided by the 

priority ascribed at any particular period in time to telecommunications in 

implementing larger economic and political objectives. 

In Northwest Canada and Alaska, it has been politically unacceptable to 

provide extended subsidies to compensate the northern carriers for costs 

beyond those experienced under average conditions in southern areas. 

Exceptions have occurred in cases where a sufficient political justification 

has existed for the use of criteria other than traditional economic criteria 

to allocate financial resources. Subsidies have been effectively used to 

implement telecommunications policy objectives, irrespective of short term 

economic criteria, if they have promoted dominant economic or political 

interests. When the 'national interest', however defined, hhs required, the 

Canadian and American governments have both intervened in the telecommunica- 

tions development process. 

In both Northwest Canada and Alaska, when the need for telecommunications 

services has been associated with social policy, formal policy statements 

reflect the governments' commitment to ensure that services meet stated 

national telecommunications policy objectives. However, service development 

requiring extended subsidies has not been regarded as an area where Rhe 

government is necessarily justified in intervening without reference to short 

term economic costs. Under these circumstances there has been a noticeable 

increase in the reliance placed on the telecommunications industry and its 

determination of economically viable telecommunications services. The use 

of other criteria in the decision process that would result in monetary 11  - 

contributions that would lead to more effective policy implementation is 

reduced. 

Under existing institutional arrangements, some aspects of telecommunica- 



tions policy have been implemented. However, 'economic limitations' or 

decisions based on traditional economic criteria have limited the availability 

of subsidies for telecommunications development. Use of these criteria has 

resulted in a process of decision-making in which insufficient financial 

resources have been allocated to encourage telecommunications development in 

areas characterized by high costs and isolation. 

The structure of the telecommunications industry in Northwest Canada and 

Alaska and the governments' emphasis on subsidy policy and methods of 

implementation has illustrated differences in the role of private markets in 

Canada and the United States. Despite the exceptional circumstances in which 

national telecommunications policy must be implemented in Alaska, private 

carriers have been relied on to provide telecommunications services. Govern- 

ment intervention has been intededto modify the allocation of financial 

resources to meet policy objectives that have not been met by carriers operat- 

ing according to traditional economic criteria. 

The telecommunications industry structure and subsidy policies in North- 

west Canada demonstrate the Canadian government's willingness to over-ride 

market criteria as a basis for decisions affecting telecommunications develop- 

ment. Government ownership and a more widespread use of direct subsidies has 

ensured that services needed to implement broader national economic policy 

objectives would be provided despite short term cost considerations. In both 

cases government subsidy methods have changed the nature of the criteria used 

as a basis for allocating financial resources. Telecommunications development 

has been 'regulated' in order to ensure that services have developed in 

accordance with changing national and, less frequently, regional priorities. 

In neither Northwest Canada nor Alaska has the development of telecommunica- 

tions systems occurred on the basis of strict adherence to economic criteria 



r e f l e c t i n g  p r i v a t e  market cond i t i ons .  Decis ions  a s  t o  t h e  development of 

telecommunications s e r v i c e s  have always been based on a c o n s i d e r a t i o n  of 

o t h e r  than  t r a d i t i o n a l  economic c r i t e r i a .  This  suppor t s  t h e  argument a s  t o  

l eg i t imacy  of i nco rpora t ing  s o c i a l  p o l i c y  o b j e c t i v e s  i n  t h e  decision-making 

process  through t h e  u s e  of subsidy methods t h a t  a r e  designed t o  implement 

t h e s e  o b j e c t i v e s .  

C .  The Impact of  Subs id ies  on Telecommunications Development 

i n  Remote Areas 

The fo l lowing  d i s c u s s i o n  provides  a more d e t a i l e d  a n a l y s i s  of s p e c i f i c  

methods of subs idy  t h a t  have been used i n  Northwest Canada and Alaska. 

F a c t o r s  i n  t h e  e x i s t i n g  i n s t i t u t i o n a l  arrangement of t h e  telecommunications 

i n d u s t r i e s  and government agencies  t h a t  a f f e c t  t h e  form and e f f e c t i v e n e s s  of 

s u b s i d i e s  a r e  examined. In  Canada and t h e  United S t a t e s ,  s t a t emen t s  of 
- 

n a t i o n a l  telecommunications p o l i c y  g i v e  a p r i o r i t y  t o  reducing  e x i s t i n g  

d i s p a r i t i e s  between t h e  l e v e l  and q u a l i t y  of  s e r v i c e s .  This  s e c t i o n  provides  

a n  a n a l y s i s  of  how e f f e c t i v e  subsidy methods have been i n  implementing these  

o b j e c t i v e s .  

1. A l t e r n a t i v e  Subsidy Methods i n  t h e  Canadian I n s t i t u t i o n a l  Context 

In Canada, t h e  f e d e r a l  government's r e l i a n c e  on i n t e r n a l  s u b s i d i e s  has  

played a l e s s  s i g n i f i c a n t  r o l e  i n  i n f l u e n c i n g  telecommunications development 

t han  h a s  i t s  u s e  of  d i r e c t  s u b s i d i e s  and government ownership. However, none 

of t h e s e  methods have been p a r t i c u l a r l y  e f f e c t i v e  i n  promoting s e r v i c e  

development i n  remote a r e a s .  

The i n a c t i v i t y  of f e d e r a l  r e g u l a t o r y  agenc ie s  throughout  most of t h e  

h i s t o r y  of Canadian Na t iona l  Telecommunications (CNT) i n  t h e  Northwest has  



enabled t h e  company t o  pursue i t s  own co rpora t e  o b j e c t i v e s .  This  has been 

t h e  c a s e  d e s p i t e  t h e  f a c t  t h a t  t h i s  i s  a  p u b l i c  (crown) co rpo ra t ion .  A s  a 

d i v i s i o n ,  and now a  s u b s i d i a r y ,  of t h e  crown-owned Canadian Railways System, 

management d e c i s i o n s  have n o t  been s u b j e c t  t o  government review under t h e  i. 

terms of t h e  F i n a n c i a l  Adminis t ra t ion  Act.  CNT's u se  of i n t e r n a l  s u b s i d i e s  

has  been considered t o  b e  o u t s i d e  t h e  boundaries  of r e g u l a t o r y  a u t h o r i t y .  

Success ive  r e g u l a t o r y  agenc ie s  have n o t  ob ta ined  s u f f i c i e n t  f i n a n c i a l  inform- 

a t i o n  t o  permit  review o f  t h e  company's investment p o l i c i e s ,  o r  t h e  b a s i s  on 

which f i n a n c i a l  r e sou rces  a r e  a l l o c a t e d  t o  cover  t h e  c o s t s  of d i f f e r e n t  

s e r v i c e s .  The e x t e n t  and d i r e c t i o n  of i n t e r n a l  s u b s i d i e s  i s  almost impossible  

t o  a s s e s s .  For example, t h e r e  is  no ev idence  a s  t o  whether b a s i c  telecommu- 

n i c a t i o n s  s e r v i c e s  have subs id i zed  compe t i t i ve  d a t a  s e r v i c e s  o r  whether and 

t o  what e x t e n t  e x i s t i n g  s e r v i c e s  i n  r u r a l  a r e a s  a r e  being subs id i zed .  

The CRTC's r e c e n t  concern ove r  f i n a n c i a l  r e p o r t i n g  requirements  may 

even tua l ly  enable  i t  t o  examine subs idy  i s s u e s .  Its c u r r e n t  p o l i c y  t h a t  
4 

i n t e r n a l  s u b s i d i e s  should be  implemented on t h e  b a s i s  of 'sound p u b l i c  po l i cy '  

w i l l  have l i t t l e  impact on telecommunications development i n  t h e  Northwest 

u n t i l  CNT's p o l i c i e s  and p r a c t i c e s  a r e  opened t o  more d e t a i l e d  r e g u l a t o r y  

s c r u t i n y .  The e f f e c t i v e n e s s  of r e g u l a t o r y  procedures  w i l l  a l s o  depend on 

t h e  p r i o r i t y  t h a t  t h e  CRTC and o t h e r  government agencies  g ive  t o  implementing 

subs idy  po l i cy .  The l a r g e r  p o l i t i c a l  and economic problem as t o  whether 

i n t e r n a l  s u b s i d i e s  can  be extended t o  implement s o c i a l  p o l i c y  o b j e c t i v e s  under 

c o s t l y  no r the rn  cond i t i ons  remains unresolved.  

The combined use  of government ownership and d i r e c t  s u b s i d i e s  has  a l s o  

been ' r e l a t i v e l y  i n e f f e c t i v e  a s  a method of f u l l y  implementing n a t i o n a l  t e l e -  

communications po l i cy  i n  n o r t h e r n  remote communities. CNT's p o l i c i e s  a r e  

d i c t a t e d  l a r g e l y  by t h e  CNR System which h a s  r equ i r ed  i ts  s u b s i d i a r y  t o  o p e r a t e  
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p r o f i t a b l y .  Corpora te  p o l i c y  has  provided l i t t l e  i n c e n t i v e  t o  i n v e s t  i n  

telecommunications f a c i l i t i e s  i n  remote a r e a s  where ex t ens ive  i n t e r n a l  sub- 

s i d i e s  would b e  needed t o  cover  t h e  c o s t s .  CNT has met tBlecommunications 

p o l i c y  o b j e c t i v e s  i n  a r e a s  which have been commercially v i a b l e  because of 

demographic o r  geographic c h a r a c t e r i s t i c s .  It has  a l s o  provided s e r v i c e s  

where c a p i t a l  and o p e r a t i n g  c o s t s  have been subs id ized  by i n d u s t r i a l  u s e r s  and 

t h e  f e d e r a l  government. 

CNT's performance does  n o t  appear  t o  c o n t r a d i c t  t h e  f e d e r a l  government's 

p r i o r i t i e s .  A rev iew of  h i s t o r i c a l  de$elopments sugges ts  t h a t  CNT was 

encouraged t o  o p e r a t e  on a  commercial b a s i s .  The f a c t  t h a t  t h i s  p o l i c y  

r e s u l t e d  i n  a  d i s p a r i t y  i n  s e r v i c e s  i n  more i s o l a t e d  communities d i d  no t  

become a  s u b j e c t  f o r  concern t o  t h e  f e d e r a l  government u n t i l  r e c e n t l y .  CNT 

obta ined  d i r e c t  s u b s i d i e s  t o  promote t h e  development of a  t e l e c o m u n i c a t i o n s  

system t h a t  f a c i l i t a t e d  communication between t h e  n o r t h  and t h e  sou th ,  and 

between n o r t h e r n  i n t r a - r e g i o n a l  c e n t r e s .  D i r ec t  and i n t e r n a l  s u b s i d i e s  

a l l o c a t e d  s p e c i f i c a l l y  f o r  telecommunications development i n  remote a r e a s  have 

l a r g e l y  been absen t .  

Recent a t t e m p t s  by t h e  f e d e r a l  government t o  i n t roduce  d i r e c t  s u b s i d i e s  

seem t o  have been s h o r t  term s o l u t i o n s .  They have r e f l e c t e d  a temporary 

concern f o r  t h e  telecommunications ppoblems i n  remote a r e a s .  This  is  

i l l u s t r a t e d  by t h e  subs idy  programme in t roduced  by t h e  f e d e r a l  government i n  

1976 t o  cover  t h e  i n i t i a l  c o s t s  of provid ing  s e r v i c e  i n  remote a r e a s .  It 

was withdrawn b e f o r e  i t  had f u l f i l l e d  i t s  o b j e c t i v e  a s  soon a s  n a t i o n a l  f i s c a l  

spending r e s t r a i n t s  were imposed. The b r i e f  h i s t o r y  of t h i s  programme sugges t s  

t h a t '  i t  was a  r e f l e c t i o n  of changes i n  t h e  a v a i l a b i l i t y  of excess  c a p i t a l  with- 

i n  t h e  f e d e r a l  department r a t h e r  t han  a n  i n d i c a t i o n  of a commitment t o  reduce 

t h e  d i s p a r i t y  i n  s e r v i c e s  i n  t h e  long  term. Remote communities t h a t  have no t  
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met CNT's c r i t e r i a  f o r  economic v i a b i l i t y  have r ece ived  l i t t l e  b e n e f i t  

from t h e  f e d e r a l  government's subs idy  p o l i c i e s .  I n c e n t i v e s  have no t  

been provided f o r  t h e  development of  adequate  telecommunications s e r v i c e s  

i n  t h e s e  a r e a s .  

Con t ro l  and r e s p o n s i b i l i t y  over  s u b s i d i e s  f o r  telecommunications 

development i n  t h e  Canadian Northwest has  r e s t e d  w i t h  t h e  f e d e r a l  govern- 

ment and t h e  dominant telecommunications c a r r i e r s .  The oppor tun i ty  f o r  

nor thern(  T e r r i t o r i a l  government r e p r e s e n t a t i v e s  t o  p a r t i c i p a t e  i n  

d e c i s i o n s  a f f e c t i n g  telecommunications development h a s  been minimal. 

T e r r i t o r i a l  governments have been excluded because of t h e  h i s t o r i c a l  

l a c k  o f  power they  have exe rc i sed  i n  d e c i s i o n s  r e l a t i n g  t o  a l l  a s p e c t s  

of p o l i t i c a l  and economic development i n  t h e  Northwest. Furthermore, 

they  p r i m a r i l y  r e p r e s e n t  t h e  i n t e r e s t s  of t h e  b u s i n e s s  and i n d u s t r i a l  

community which h a s  been t h e  b e n e f i c i a r y  of  s u b s i d i e s  t h a t  t h e  f e d e r a l  

government h a s  made a v a i l a b l e .  

The f e d e r a l  government's subs idy  p o l i c i e s  have n o t  been respons ive  

t o  t h e  telecommunications needs expressed by r e s i d e n t s  of  remote no r the rn  

communities. An example i s  provided by s u b s i d i e s  t h a t  were a l l o c a t e d  f o r  

t h e  development of  Canada's domest ic  s a t e l l i t e  system. Subs id i e s  were 

p a r t i a l l y  j u s t i f i e d  by t h e  p o t e n t i a l  of s a t e l l i t e s  t o  f u l f i l l  no r the rn  

telecommunications needs. S t a t e d  p o l i c y  o b j e c t i v e s  f o r  s a t e l l i t e  develop- 

ment i n  Canada i n d i c a t e d  t h a t  t h e  co rpo ra t ion ,  T e l e s a t  Canada (1969), 

which was c r e a t e d  t o  provide domest ic  s a t e l l i t e  s e r v i c e s  had a s o c i a l  

r e s p o n s i b i l i t y  t o  ensure  t h a t  t h e  b e n e f i t s  of s a t e l l i t e  technology would 

become a v a i l a b l e  t o  a l l  Canadians and p a r t i c u l a r l y  t o  no r the rne r s .  
6 



P o l i c i e s  s t a t e d  t h a t  s o c i a l  o b j e c t i v e s  would be  a  f a c t o r  i n  d e c i s i o n s  

t o  i n t roduce  s a t e l l i t e  s e r v i c e s .  But i n  f a c t  they weren ' t ,  a s  cont inuing  

d i s p a r i t i e s  i n  t h e  a v a i l a b i l i t y  of b a s i c  telecommunications s e r v i c e s  

i n d i c a t e .  D i s p a r i t i e s  p o i n t  t o  t h e  secondary importance tha t -Ll i i s  

o b j e c t i v e  r ece ived  d e s p i t e  t h e  a v a i l a b i l i t y  of a  c o s t - e f f e c t i v e  technology. 

Provis ion  of  s a t e l l i t e  s e r v i c e s  w a s  i n s t i t u t i o n a l i z e d  w i t h i n  t h e  

e x i s t i n g  telecommunications i n d u s t r y  s t r u c t u r e .  The dominant c a r r i e r s ,  

i . e . ,  Trans Canada Telephone System, c o n t r o l  t h e  c o s t  and des ign  of t h e  

new technology. They have ensured t h a t  i t s  advantages over  more c o s t l y  

t e r r e s t r i a l  telecommunications systems i n  no r the rn  a r e a s  a r e  minimized. 

The economic v i a b i l i t y  of n o r t h e r n  s e r v i c e s  cont inues  t o  be eva lua ted  

on t h e  b a s i s  of c r i t e r i a  t h a t  do n o t  r e f l e c t  t h e  c o s t  advantages of 

s a t e l l i t e  technology. The r e s u l t  has  been t h a t  remote no r the rn  s e r v i c e  

development h a s  remained dependent on s h o r t  t e r n  spo rad ic  d i r e c t  subs idy  

programmes. The needs of  no r the rn  remote cozmunit ies  f o r  adequate  

telecommunications s e r v i c e s  were expressed i n  s t a t e d  government .pol icy 

concerning t h e  i n t r o d u c t i o n  of  s a t e l l i t e  s e r v i c e s .  However, f a c t o r s  

i nhe ren t  i n  t h e  system of i n s t i t u t i o n a l  r e l a t i o n s h i p s  have e f f e c t i v e l y  

precluded many no r the rn  communities from b e n e f i t t i n g .  C r i t e r i a  under- 

l y i n g  dec i s ions  a f f e c t i n g  telecommunications development i n  c o s t l y  remote 

a r e a s  have n o t  been modified t o  r e f l e c t  changes i n  technology. 

2. A l t e r n a t i v e  Subsidy Nethods i n  Alaska1U.S. I n s t i t u t i o n a l  Context 

I n  t h e  United S t a t e s ,  t h e  r e g u l a t o r y  p roces s  has  been t h e  major 

means of  i m p l e ~ e n t i n g  subs idy  po l i cy .  However, i c t e r n a l  subs idy  p r a c t i c e s  



have no t  been e f f e c t i v e  i n  providing s u f f i c i e n t  revenues t o  promote 

telecommunications development i n  r u r a l  r eaas  of Alaska. S t a t e  and 

f e d e r a l  regula tory  commissions have r e l i e d  on i n t e r n a l  subsidy p r a c t i c e s  

developed i n  t h e  Lower 48 S t a t e s  t o  implement pol icy .  The regu la to ry  

agencies have been genera l ly  unwil l ing t o  extend subs id ies  t o  meet 

condit ions i n  high cos t  a reas .  These agencies and t h e  dominant c a r r i e r s  

a r e  no t  adverse t o  changes i n  methods of c a l c u l a t i n g  t h e  d i v i s i o n  of 

revenues between c a r r i e r s .  However, they a r e  adverse t o  changes t h a t  

would involve a t r a n s f e r  of a d d i t i o n a l  revenues t o  Alaska. F u l l  

implementation of n a t i o n a l  telecommunications pol icy  o b j e c t i v e s  i n  

Alaska r e q u i r e s  a l a r g e r  subsidy than was needed i n  t h e  Lower 48 S t a t e s  

t o  implement t h e  same pol icy  objec t ives .  

Representat ives of government and t h e  telecomnunications indus t ry  

i n  t h e  Lower 48 S t a t e s  oppose t h e  extension of Lower 48 S t a t e s  t e l e -  

communications pol icy  t o  Alaska i f  e x t r a  subs id ies  a r e  involved. They 

have argued t h a t  e x i s t i n g  i n t e r n a l  subs id ies  permit t h e  indus t ry  t o  

opera te  e f f i c i e n t l y .  Any depar ture  from these  p r a c t i c e s  i s  regarded 2 

a s  i n e f f i c i e n t  and de t r imen ta l  t o  both t h e  indus t ry  and t h e - m a j o r i t y  of 

i ts  customers. 

Al t e rna t ive  methods of providing s u f f i c i e n t  revenues f o r  r u r a l  

telecommunications development i n  Alaska depend on whether r egu la to ry  

c o m i s s i o n s  f i n d  i t  acceptable  t o  a rgue  f o r  s o c i a l  po l i cy  implementation 

over and above a c e r t a i n  l e v e l .  I n t e r n a l  subs id ies  i n  t h e  Lower 48 S t a t e s  

a r e  e f f e c t i v e  because they average across  varying condi t ions  t h a t  do not  

dev ia te  t o  t h e  extreme t h a t  condi t ions  i n  Alaska do. Revenues a r e  



d i s t r i b u t e d  throughout t h e  telecommunications system t o  ensu re  t h a t ,  

d e s p i t e  r e g i o n a l  d i f f e r e n c e s ,  acces s  t o  adequate  b a s i c  t e l e c ~ ~ u n i c a t i o n s  

s e r v i c e s  i s  maintained.  The l i k e l i h o o d  t h a t - t h e  r e g u l a t o r y  agenc ie s  

w i l l  b e  i n  a p o s i t i o n  t o  r e q u i r e  ex t ens ions  of  i n t e r n a l  subs idy  p o l i c y  

w i l l  depend on t h e  weight given i n  t h e  decision-making p roces s  t o  

s o c i a l  c r i t e r i a  r a t h e r  than  accepted  economic c r i t e r i a .  

The q u e s t i o n  a s  t o  whether i n t e r n a l  s u b s i d i e s  provide  a  v i a b l e  

method of implementing n a t i o n a l  telecommunications p o l i c y  has  been 

r a i s e d  i n  t h e  con tex t  of t h e  p o s s i b l e  de- regula t ion  of t h e  compet i t ive  

telecommunications market. The U.S. Congress i s  p r e s e n t l y  cons ide r ing  

7 
s e v e r a l  p roposa ls .  The Comunica t ions  Act r e w r i t e s  a d v o c a t e - s i g n i f i c a n t  

changes i n  e x i s t i n g  t e l e c o m u n i c a t i o n s  p o l i c i e s  and r e g u l a t o r y  p r a c t i c e s .  

The B i l l s  encompass a  range of o p t i o n s  f o r  de- regula t ion .  Each would 

have an  impact on t h e  a l l o c a t i o n  of revenues t h a t  permit  b a s i c  exchange 

and long  d i s t a n c e  s e r v i c e s  t o  be  u n i v e r s a l l y  a v a i l a b l e  a t  reasonable  

r a t e s .  A l l  t h e  proposa ls  assume t h a t  b a s i c  telecommunications s e r v i c e s  

are a v a i l a b l e  now, a n d r t h a t  s e r v i c e s  are adequate ly  provided throughout 

t h e  United S t a t e s .  Xew i n s t i t u t i o n a l  arrangements  a r e  designed t o  

main ta in  t h e s e  s e r v i c e s  a t  t h e i r  p r e s e n t  l e v e l s  w i t h  some allowance f o r  

growth. 

Revenue c o n t r i b u t i o n s  f o r  l o c a l  exchange development a r e  viewed a s  

s u b s i d i e s  thay  should b e  reduced wherever p o s s i b l e .  

From t h e  p e r s p e c t i v e  of cont inued t e l e c o m u n i c a t i o n s  development 

i n  Alaska, none of t h e  proposa ls  r ecogn ize  t h e  inadequacy,of  c u r r e n t  

i n t e r n a l  s u b s i d i e s  o r  t h e  need f o r  s u b s t a n t i d l y  inc reased  revenues t o  



promote pol icy  implementation. The e s sence  of t h e  debate  over subs idy  

p o l i c y  c e n t r e s  on t h e  l o c a t i o n  of r e s p o n s i b i l i t y  f o r  t h e  c o s t s  of f u l l y  

implementing c o s t l y  p o l i c y  o b j e c t i v e s  a t  e x i s t i n g  l e v e l s  of development. 

The Alaskan telecomnunicat ions i n d u s t r y ' s  acces s  t o  s u f f i c i e n t  revenues 

i s  l i k e l y  t o  cont inue  t o  be  r e s t r i c t e d  i f  t h e  dominant i n t e r e s t s  of t h e  

te1ecomn;unications i n d u s t r y  and government a r e  r e f i e c t e d  i n  r e v i s i o n s  

t o  t h e  Communications Act. 

The r u r a l  telecommunications c a r r i e r s  i n  t h e  Lower 48 S t a t e s  can 

be expected t o  argue f o r  l e g i s l a t i v e  p r o t e c t i o n  f o r  t h e  cont inuing  

economic v i a b i l i t y  of r u r a l  s e r v i c e s .  However, t h e  i n t e r e s t s  of t h i s  

group of c a r r i e r s  do n o t  p a r a l l e l  t h o s e  of Alaskan c a r r i e r s .  The Rura l  

Telephone C o a l i t i o n  has  argued t h a t :  

The development and expansion of long  d i s t a n c e  
s e r v i c e s  and t h e  a s s o c i a t e d  revenues used t o  
main ta in  reasonable  l o c a l  exchange r a t e s ,  a r e  
e s s e n t i a l  t o  t h e  f i n a n c i a l  i n t e g r i t y  of r u r a l  
telecommunications. 8 

These c a r r i e r s  a r e  concerned w i t h  ensu r ing  t h a t  f u r t h e r  t echno log ica l  

innovat ions  i n  t h e  form of c a b l e  and broadband i n t e r a c t i v e  s e r v i c e s  f i n d  

t h e i r  way i n t o  l e g i s l a t e d  c l a s s i f i c a t i o n s  of ' e s s e n t i a l  s e r v i c e s ' .  This  

would i n c r e a s e  t h e i r  e l i g i b i l i t y  f o r  revenues from i n t e r n a l  s u b s i d i e s .  

D i r ec t  s u b s i d i e s  have played a r o l e  i n  telecommunications develcpment 

i n  Alaska. However, t h e  l end ing  p o l i c i e s  of t h e  Rura l  E l e c t r i f i c a t i o n  

Adminis t ra t ion  (REA) a r e  c o n s e r v a t i v e  and have n o t  been modified t o  r e f l e c t  

Alaskan condi t ions .  C r i t e r i a  used t o  a s s e s s  borrower e l i g i b i l i t y  a r e  

based on judgements a s  t o  economic v i a b i l i t y  drawn from t h e  p r i v a t e  s e c t o r .  
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The REA r e q u i r e s  evidence of economic v i a b i l i t y  t h a t  presupposes r e g i o n a l  

economic growth t o  gene ra t e  revenues t o  main ta in  a  c a r r i e r ' s  economic 

s e l f - s u f f i c i e n c y .  H i s t o r i c a l l y ,  t h e  ma jo r i t y  of r e c i p i e n t s  of REA c a p i t a l  

i n  Alaska have been c a r r i e r s  t h a t  provide  s e r v i c e  i n  more l u c r a t i v e  

markets.  

Although t h e  form of t h e  subsidy,  i . e . ,  government subs id i zed  loans ,  

d i f f e r s  from t h e  d i r e c t  g ran t  methods used by t h e  Canadian government, 

t h e  r e s u l t  h a s  been s i m i l a r .  Subs id ies  have b e n e f i t t e d  t h o s e  r eg ions  t h a t  

a r e  a b l e  t o  provide  revenues, i n  aggrega te ,  s u f f i c i e n t  t o  cover  ope ra t ing  

c o s t s .  S ince  1975, t h e  REA has  i nc reased  t h e  f l e x i b i l i t y  of i t s  lending  

c r i t e r i a  and s e v e r a l  Alaskan telephone companies s e r v i n g  s m a l l  i s o l a t e d  

communities have q u a l i f i e d .  However, remote communities t h a t  do n o t  

experience economic growth a r e  n o t  l i k e l y  t o  meet REA s t a n d a r d s  t h a t  r e q u i r e  

t h a t  revenues a t  l e a s t  cover ope ra t ing  c o s t s .  

The REA does n o t  r e p r e s e n t  a  long-term s o l u t i o n  t o  t h e  need f o r  s u b s i d i e s  

i n  Alaska. Its r e c e n t  a c t i v i t i e s  can be  a t t r i b u t e d  t o  t h e  i n t e r e s t s  of t h e  

independent r u r a l  telecommunications c a r r i e r s  i n  t h e  Lower 48 S t a t e s .  These 

c a r r i e r s  i n f l u e n c e  REA p o l i c y  and investment p r d c t i c e s  through t h e i r  

r e p r e s e n t a t i o n  on t h e  agencies  Board of D i r e c t o r s .  By main ta in ing  an  a c t i v e  

r o l e  f o r  t h e  agency, t h e  f a c t  t h a t  i t  has l a r g e l y  f u l f i l l e d  i t s  o r i g i n a l  

mandate has  been overlooked and acces s  t o  low i n t e r e s t  c a p i t a l  has  been 

r e t a i l e d .  These companies a r e  seeking  a d d i t i o n a l  s u b s i d i z e d  c a p i t a l  t o  

a s s i s t  i n  t h e i r  e n t r y  i n t o  t h e  l u c r a t i v e  r u r a l  c a b l e  market i n  t h e  Lower 48 

Sta t e s .  

The REA's a c t i v i t y  i n  Alaska can be expected t o  con t inue  u n t i l n l e g i s l a t i v e  

changes permi t  investment i n  c o s t l y  i nnova t ive  telecommunications s e r v i c e s  i n  

r u r a l  a r e a s  of t h e  Lower 48 S t a t e s .  The proposed Communications Act r e v i s i o n s  



may affect the availability of direct subsidies. The Bills contain 

provisions for involving the REA more closely in telecommunications develop- 

ment in rural areas of the Lower 48  States. The proposals do not address the 

disparity between basic services and rates available in Alaska as compared 

to the Lower 48 States. 

The federal government's commitment to provide subsidies for Alaska 

telecommunications development seems to be in a precarious position. iegula- 

tory procedures and institutional arrangements that are emerging out of 

legislative proposals have not given consideration to the special needs of 

Alaska or to the need for continuing and expanded subsidies. The question of 

subsidies between levels within the telecommunications industry and between 

industry and federal/State governments remains unresolved. 

The political organization of Alaska as a State with equivalent, if 

isolated, powers to other States in the Lower 48 has had implications for 

subsidy policy implementation in Alaska. Alaska has been able to make its 

position known to the federal and State regulatory agencies, to Congressional 

committees, etc. The Alaska Governor's Office of Telecommunications was 

structurally located to permit some autonomy from dominant corporate/govern- 

ment interests. It was able to bring pressure to bear on the decision process. 

A series of decisions resulted that contributed additional financial resources 

to promote policy implementation in rural areas. Unfortunately, there were 

problems. Subsidies that were introduced were essentially short term 

answers. The long-term problem continues to be embedded in factors inherent 

in institutional arrangements that reflect the interests of dominant tele- 

communications carriers. Resistance to providing sufficient subsidies has 

been apparent in many ways. The most visible has been that Alaska's advocacy 

agency is no longer in existence.(terminated July 1 9 7 9 ) .  The agency's effect- 



iveness in arguing for a re-distribution of the State's financial resources 

to support costly rural telecommunications development, and within the 

industry between AT&T, Alascom and the local exchange carriers, was not 

consistent with dominant economic interests. 

The removal of a central telecomunications agency which had advocated 

the necessity of allocating financial resources on the basis of social policy 

has made it easier for other government representatives, i.e, the State 

Legislature and State and federal regulatory agencies to employ traditional 

economic criteria as a basis for decision-making. Thus, a structural change 

in institutional relationships has had important consequences for the -future 

availability of subsidies for Alaska telecommunications development. 

D. Conclusion: Implications for Subsidy Policy Implementation 

Subsidy methods have been used successfully to promote telecommunications 

system development in southern Canada and the Lower 48 States. However, in 

rural and remote regions of Northwest Canada and Alaska, similar subsidy 

methods have been relatively ineffective. Problems have stemmed from failures 

to modify these methods to account for northern conditions. Subsidies have 

been implemented without consideration of the specific characteristics of 

institutional systems of relationships. Subsidies can be expected to be more 

effective in implementing telecommunications policy objectives to the extent 

that their design reflects an undetstanding of the complexity of these 

relationships and an adequate assessment of the reasons for the problem of 

disparities in telecommunications services. 

The analysis of issues related to subsidy policy should not be isolated 

from the institutional systems where it is expected to have an impact. The 

telecommunications industries allocate financial resources on the basis of 



c r i t e r i a  t h a t  r e f l e c t  t h e i r  i n t e r e s t s .  Depending on t h e i r  o b j e c t i v e s ,  

i n t e r n a l  s u b s i d i e s  may o r  may not  be  implemented and they may o r  may not  

provide t h e  f i n a n c i a l  resources  requi red  t o  promote s e r v i c e  development i n  

h igh  c o s t  a r e a s .  The same reasoning  a p p l i e s  t o  o t h e r  subs idy  methods t h a t  

a r e  in tended  t o  modify the  a l l o c a t i o n  of f i n a n c i a l  r e sou rces  t o  meet t e l e -  

communications p o l i c y  p r i o r i t i e s  e s t a b l i s h e d  by government agencies .  

Decis ions t o  implement s u b s i d i e s  a r e  def ined  i n  r e l a t i o n  t o  changes i n  t h e  

con tex t  of  t h e  system of i n s t i t u t i o n a l  r e l a t i o n s h i p s .  The decision-making 

process  t h a t  a f f e c t s  subsidy implementation cannot b e  understood i f  i t  is  

a r b i t r a r i l y  segmented on t h e  b a s i s  of d i v i s i o n s  between government agencies  

and t h e  telecommunications c a r r i e r s  t h a t  p a r t i c i p a t e .  

There a r e  many f a c t o r s  t h a t  determine whether s u f f i c i e n t  f i n a n c i a l  

r e sou rces  w i l l  b e  a l l o c a t e d  t o  promote telecommunications system development 

t h a t  meets s t a t e d  n a t i o n a l  telecommunications p o l i c y  o b j e c t i v e s .  The 

preceding a n a l y s i s  has  i l l u s t r a t e d  some of t h e  key f a c t o r s  t h a t  have i n f l u -  

enced t h e  r o l e  of  subs id i e s .  These f a c t o r s  a f f e c t  i n c e n t i v e s  t o  implement 

s u b s i d i e s  and t h e  c r i t e r i a  t h a t  a r e  used a s  a b a s i s  f o r  a l l o c a t i n g  f i n a n c i a l  

resources .  E x i s t i n g  r e l a t i o n s h i p s  between and w i t h i n  t h e  telecommunications 

i n d u s t r y  and government agencies  have tended t o  provide  i n c e n t i v e s  t o  base 

dec i s ions  on t r a d i t i o n a l  economic c r i t e r i a .  Given t h e  c o s t  cond i t i ons  i n  

r u r a l  and remote communities i n  Northwest Canada and Alaska, t h e s e  have been 

inappropr i a t e .  I f  adequate  b a s i c  telecommunications s e r v i c e s  a r e  t o  be 

provided, d e c i s i o n s  a s  t o  subsidy po l i cy  must r e f l e c t  c r i t e r i a  t h a t  g ive  some 

weight t o  t h e  need t o  implement s o c i a l  o b j e c t i v e s .  

This  s tudy  h a s  addressed those  f a c t o r s  t h a t  d i r e c t l y  concern i n s t i t u t i o n -  

a l  s t r u c t u r a l  r e l a t i o n s h i p s  and t h e i r  impact on d e c i s i o n s  a f f e c t i n g  subsidy 

implementation. F a i l u r e  t o  implement p o l i c y  o b j e c t i v e s  a r e  a t t r i b u t e d  t o  



factors beyond the institutional relationships which have been discussed. 

The extent of the political power exercised by the State of Alaska, the 

Yukon and Northwest Territories governments, and other northern organizations, 

is an important factor that affects decision-making changes in the effective- 

ness with which subsidy policies are implemented must depend in part on 

changes in the political power exercised by northern groups. However, future 

opportunities to influence decisions require an adequate understanding of the 

institutional relationships addressed in this study. 

Changes in institutional arrangements and the criteria underlying the 

decision-making process are necessary if subsidies are to become more 

compatible with statements of telecommunications policy intent. If changes 

are not made, existing subsidies will continue to be ineffective in fully 

implementing telecommunications policy objectives. The pattern observed in 

this study, whereby internal subsidies have been insufficient and direct 

subsidies have been short-tern solutions to an ongoing problem, will continue 

to result in disparities in service development in remote and rural areas. 

The government agencies and carriers that participate in the policy implenent- 

ation process have failed to recognize that existing subsidy methods do not 

reflect northern conditions. 

Constraints to effective subsidy policy implementation in Northwest 

Canada and Alaska are related to the nature of the existing structure of 

institutional arrangements. The telecommunications industries and government 

agencies have placed a higher priority on implementing subsidies to promote 

service development that fulfills dominant national economic and political 

objectives. The interests of northern residents in rural and remote 

communities have not been reflected adequately in existing subsidy methods. 

The holding company corporate structure of the telecommunications 



industry in Northwest Canada and Alaska has been a major factor that bas 

affected subsidy policy and methods. CNT and Alascom are both subsidiaries 

of large holding companies. Management decisions have tended to be more 

responsive to parent company priorities and objectives than to the need for 

expanded telecommunications services. Incentives to operate according to 

traditional economic criteria have affected the availability of financial 

resources for service development especially in high cost areas. Both 

companies are prinarily concerned with the profitability of telecommunications 

services. Few incentives to extend internal subsidies beyond levels that 

have been typical for privately-owned carriers operating in southern areas 

have existed. The holding company structure has also increased the 

difficulty experienced by government agencies in ascertaining the extent of 

existing internal subsidies. Financial information and criteria underlying 

management investment decisions also have been difficult to obtain. 

The availability of internal subsidies has also been affected by the 

location of northern carriers within the larger telecommunications industry 

structure. Decisions affecting the allocation of revenues have been 

dominated by carriers operating in southern Canada and the Lower 38 States. 

It has been in the interest of these carriers to restrict the flow of 

revenues to CNT and Alascom to levels that have been successful in promoting 

the development and ~aintenance of adequate basic services in the south. 

In Canada, the methods of dividing revenues that result in internal 

subsidies have been developed by the Trans Canada Telephone System (TCTS), 

largely in response to Bell Canada priorities. Until recently, this decision- 

making process was not investigated by Canadian regulatory authorities. 

Consequently, the extent to which internal subsidies could be extended if 

decisions were based on criteria that reflected the need to implement 



telecommunications policy in Northwest Canada remains unknown. 

The CRTC has recently undertaken a study of revenue separation methods 

between members of the Trans Canada Telephone System. Attention should be 

focused on the ramifications of existing methods for northern service 

development. If criteria reflecting policy considerations were given greater 

priority relative to criteria reflecting the interests of Bell Canada and 

other TCTS members, it is conceivable that a significantly larger portion of 

revenues could be allocated to promote service development in Northwest Canada. 

In the United States, regulatory commissions have attempted to ensure 

that internal subsidies are implemented with some attention to telecommuni- 

cations policy objectives. However, the interests of Alaskan carriers have 

tended to be merged with southern carriers. Existing subsidy methods do not 

promote objectives under Alaskan conditions. To date, dominant carrier 

interests, i.e., AT&T, have successfully resisted modifications to existing 

subsidy methods. They have argued that the present system is economically 

justified, and that changes would result in inefficiencies in the operation 

of the nationwide telecommunications network. Presumably, dominant carriers 

in Canada will use the same argument to justify the continuation of internal 

subsidies that are to their benefit. 

The dominant carriers in the telecommunications industry in Canada and 

the United States have an interest in resisting changes in inter-industry 

subsidy practices. Further, both CNT and Alascom's objectives, as defined 

by their parent companies, have increased their resistance to allocating 

revenues to promote service development in remote areas. In Alaska, the 

problem is aggravated further by the separation of responsibility for 

operating the long distance and local exchange portions of the telecommunica- 

tions system. Alascom has resisted modifications to subsidy practices that 



would provide additional revenues to the existing local exchange carriers. 

Insufficient subsidies at the intrastate level have restricted incentives 

to new or expanding local carriers to provide telecommunications services in 

remote areas. 

The effective use of subsidies to implement national telecommunications 

policy in Northwest Canada and Alaska has also been limited by several 

characteristics related to the structural arrangemene-of government agencies 

and the interests that have prevailed in the decision-making process.' 

Regulatory agencies have exercised relatively little control over the 

telecommunications industries' use of internal subsidies for Northwest Canada 

and Alaska. 

In the Alaskan context, both federal and State regulatory commissions 

have separated subsidy issues from other policy issues related to the 

regulation of industry performance. There have been no detailed analyses of 

the extent of the economic problems faced by northern carriers providing 

services under extreme northern conditions, initiated by regulatory agencies. 

A recognized need for subsidies has not precipitated an adequate assessment 

of the extent of additional financing that is required. The State regulatory 

agency has adopted internal subsidy methods based on procedures developed 

to meet financial requirements equivalent to those experienced by rural 

carriers in the Lower 48 States. There is an imminent danger that the Federal 

Communications Commission will accept the same procedures at the interstate 

level. There has been a tendency to emphasize the importance of uniformiLy 

of procedures and criteria used to allocate financial resources throughout 

the telecommunications industry. A sufficiently high priority has not been 

given to developing innovative subsidy methods needed to implement national 

and State telecommunications policy objectives. 



In Northwest Canada, the inadequacy of the regulatory process in dealing 

with subsidy issues has been aggravated by several factors. The CRTC has 

only recently interpreted its mandate to include a responsibility for 

exercising control over telecommunications carrier policies and practices 

related to internal subsidies. Bistorically, the regulatory process has not 

been concerned with the impact of these policies on the development of 

telecommunications systems, In the particular instance of CNT, its corporate 

status as a public corporation also seems to have enabled it to escape the 

attention of the regulatory process to an even greater extent than other 

privately-owned carriers. Since the disparity in basic telecommunications 

services in the Northwest is less severe than in Alaska, it could well be 

that modifications to existing internal subsidies required to promote 

development in remote areas would be relatively minor. However, the CRTC 

currently does not have the information available to it to make this 

determination. The CRTC has also not expressed an interest in pursuing 

investigations of subsidy issues in sufficient depth to permit regulatory 

decisions to be based on innovative criteria reflecting northern needs for 

telecommunications services. 

Regulatory agencies with jurisdiction over northern telecommunications 

, carriers have made few active attempts to assess the need for subsidies. 

The predominate approach has been to take incremental steps toward providing 

additional revenues for telecommunications development. It must be recogn- 

ized that minor changes in subsidy methods, while representing steps in the 

appropriate direction, continue to fall short of providing the financial 

resources needed to provide a long-term incentive for telecommunications 

development in remote areas. Steps have not been taken to ensure that the 

interests nQ northern communities are represented adequately in the decision- 
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making process. No comprehensive studies of the need for additional 

subsidies have been undertaken. No analyses of the weight that should be 

given to criteria that reflect northern conditions have been initiated. 

Instead, an acceptance of existing procedures and methods has prevailed. 

The seemingly self-evident admission that effective policy implementation 

requires the development of alternative subsidy methods has not been 

forthcoming. 

In summary, the holding company structure of the telecommunications 

industry and the location of northern carriers within the larger industry 

structures must be recognized as a source of continuing problems in Northwest 

Canada and Alaska. This relationship affects the carriers' willingness to 

extend subsidies, and reduces the incentive to provide adequate telecommuni- 

cations services under high cost conditions. Regulatory agencies must pay 

significantly more attention to the consequences of these relationships. 

The carriers must be required to provide information as to the extent of 

existing subsidies. Regulatory decisions concerning appropriate internal 

subsidy methods must be based on criteria that reflect the policies that 

these agencies have a mandate to implement. This study has indicated that 

resistance to changes on the part of dominant carriers are a reflection of 

their incentive to protect their own interests. It is not derived from 

economic principles that dictate the methods required for the efficient 

provision of telecommunications services. Regulatory agencies must base 

decisions on an assessment of the need for additional revenues and the actual 

impact shifts in the distribution of revenues would have on the carriers that 

provide services. Their primary concern should be to develop subsidy methods 

that achieve the level of services that are required. 

Other government agencies that have access to financial resources needed 



to promote telecommunications service development have not sought to 

establish the extent of the need for subsidies or the most effective means 

of implementing them. In both the United States and Canada, the agencies or 

departments that have a mandate for telecommunications policy implementation 

and the capability of providing direct subsidies have a greater interest 

in allocating available funds for other purposes. For example, the Rural 

Electrification Administration (REA) has made only limited attempts to adjust 

its lending criteria to reflect Alaskan conditions. The carriers that control 

REA lending policy have a temporary interest in allocating investment capital 

to Alaskan carriers. In Canada, financing of research and development 

activities by the Department of Communications (DOC) has taken precedence 

over subsidies required to promote the ongoing development of northern tele- 

communications services. The DOC has implemented subsidies in the north to 

support commercial services in remote areas only as funds over and above 2ts 

primary activities become available. Subsidies supporting the development 

of innovative technology have typically not benefitted northern remote 

comnunities. When technological advances, i.e., satellites, have been 

incorporated by the existing telecommunications industry, they have been too 

costly to be implemented without recourse to further direct subsidies that 

have only been sporadically available.. 

The lack of co-ordination between government agencies responsible for 

telecommunications development has been a contributing factor that has 

reduced the effectiveness of existing subsidy methods. Direct subsidies 

that have been available have been implemented in isolation from an analysis 

of the impact of internal subsidies. They have tended to be implemented 

without investigation as to whether disparities in teleconmunications services 
.- 

could best be reduced by providing subsidized investment capital, financial 



assistance to cover operating costs, or both. 

In Northwest Canada and Alaska, direct subsidies have been oriented to 

ameliorating short-term shortages in capital and/or operating revenues 

experienced at particular periods in time by the carriers. In Alaska, the 

majority of R E 3  capital has been allocated for the expansion of existing 

facilities in more populous areas. In those remote areas where funds have 

been allocated, subsidies have not been available to cover operating costs. 

In Northwest Canada, direct subsidies have supported, in all but a few cases, 

the expansion of existing facilities between communities of economic or 

political importance to southern corporate and government interests. 

The approach to subsidy issues taken by government agencies provides 

little indication of any serious attempt to resolve the problem. There has 

been an implicit acceptance of the status quo. Existing subsidy policies 

and methods are condoned by regulatory commissions and other government 

agencies because of their failure to confront the problem. Government 

agencies in both Canada and the United States have only a peripheral interest 

in subsidy issues as they apply to telecomunications system development in 

remote and rural northern regions. For a variety of reasons that have been 

indicated in this study, other concerns have taken priority. The result has 

been that neither regulatory nor funding agencies have maintained an effect- 

ive or continuing interest in implementing subsidies in the north. 

If government statements as to national telecommunications policy 

objectives are to be more than rhetoric as far as remote communities in 

Northwest Canada and Alaska are concerned, there must be a recognition on the 

part of government agencies that the structure of the telecommunications 

industries does not provide incentives for telecommunications development in 

remote areas. Therefore, there must be an acceptance of the fact that 



subsidies are as necessary to ensure policy implementation under these 

conditions as they have been historically for the development of basic tele- 

communications services in other areas of both Canada and the United States. 

Attention must be actively focused on subsidy issues. Carrier perform- 

ance and decisions should be subjected to continuing review as to their 

effect on the telecommunications development process in remote and rural 

areas. The extent of existing financial deficiencies related to both 

operating costs and the cost of providing expanded facilities must be deter- 

mined. Subsidies must be allocated on the basis of criteria established to 

reflect the nature of the context in which they are to be implemented. It 

should be clear what the objectives are and who the beneficiaries are to be. 

Existing government agencies are unlikely to devote sufficient time and 

resources to developing the information required to implement effective 

subsidy programmes. In both Northwest Canada and Alaska there is a need for 

an agency with a specific mandate to review and implement subsidy programmes. 

This concept could be. extended to include a responsibility for investigating 

problems associated with subsidies for the development of other essential 

services in rural and remote areas, i.e., electricity. If access to inform- 

ation required to determine effective subsidy methods and industry practices 

was ensured, recommendations to regulatory agencies and other government 

sources of financing could be made on the basis of a clear understanding of . 

the nature of the problem. 

An analysis of telecommunications subsidy policy has illustrated factors 

that prevent existing subsidies from promoting telecommunications development 

under remote and rural northern conditions. Existing institutional relation- 

ships create incentives for the continuation of subsidies that allocate 

insufficient financial resources for telecommunications development in high 
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cost areas. This analysis has provided a comprehensive basis for recommend- 

ations that are founded on an assessment of where areas of concern lie. A 

discussion of changes in institutional arrangements and subsidy policies is 

provided which recognizes the context in which the decision-making process 

occurs. 
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