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TELECOMMUNICATIONS TRADE

TUESDAY, JUNE 26, 1984

U.S. SENATE,
SUBCOMMITTEE ON INTERNATIONAL TRADE,
CoMMITTEE ON FINANCE,
Washington, DC.

"‘The committee met, pursuant to notice, at 10 a.m., in room SD-
215, Dirksen Senate Office Building, Hon. John Danforth (chair-

man) presiding. :

Present: Senators Danforth, Bradley, and Grassley.

[The press release announcing the hearing and the prepared
statements of Senators Danforth and Bradley follow:]

[Press Release No. 84-152)

SUBCOMMITTEE ON INTERNATIONAL TRADE SETS HEARING ON TELECOMMUNICATIONS
TRADE

Senator John C. Danforth, Chairman of the Subcommittee on International
Trade, announced today that the Subcommittee would hold a hearing or: the inter-
national trade consequences of the AT&T divestiture and the future of invernational
trade in telecommunications.

The hearirg will be held on Tuesday, Jurie 26, 1984, at 10 a.m. in room SD-215 of
the Dirksen Senate Office Building.

In announcing the hearing, Senator Danforth noted that the report of the Inter-
national Trade Commission on the trade impact of divestiture is expected June 18.
Accordingly, the hearing will provide the first public opportunity to review the con-
clusions of the ITC’s report. Senator Danforth, who introduced S. 2618, the Telecom-
munications Trade Act of 1984, stated that a hearing on that bill will be scheduled

at a later date.

STATEMENT OF SENATOR JOHN C. DANFORTH

AT&T divestiture of its local operating companies is likely to have the greatest
impact on U.S. trade of any so-called “domestic” decision in recent decades. Unfor-
tunately, its impact on American trade was hardly considered by those involved in
this and other court and regulatory changes in telecommunications that preceded it.

For this reason, I have introduced legislation to address the trade impact of that
decision and to open major foreign markets to U.S. exports. This legislation, the
iI‘e;gsc?imtr:unications Trade Act (S. 2618), will be considered by the cominittee at a
ater date. :

The breakup of the Bell System came about after years of thought, litigation and
legislation focused on domestic considerations of competition and deregulation. Yet,
this domestic policy decision will have an enormous impact on the U.S. position in
world markets.

The purpose of today’s hearing is to explore the trade implications of AT&T dives-
titure and the court and regulatory decisions that came before it.

It seems to me that the restructuring of the U.S. telecommunications market is a
trade disaster in the making. In trade terms, divestiture represents the unilateral
dismantling of a major non-tariff barrier to imports through elimination of AT&T's
vertical integration relationship between the manufacturer of equipment and the
provision of service. That a number of American equipment manufacturers will be
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able to take advantage of the ending of this “captive” supplier relationship is a
healthy event. That this will also lay bare the U.S. market to many billions of dol-
lars in new sales by foreign manufacturers—without any corresponding improve-
ment in market access for U.S. exports—is unbelievably shortsighted.

The international situation with respect to telecommunications trade is unique
and makes the trade implications of divestiture that much more ominous: The
United States is virtually the only country in the world with a grivate telecommuni-
cations system. Practically all other industrialized countries have telecommunica-
tions entities that are controlled by—if not owned and operated by—their govern-
ment.

The world over, PTTs are protected, nurtured and supported by their govern-
ments. Equipment procurement is confined to the extent possible to domestic manu-
facturers, who in turn use government financial support to develop new equipment
and to promote their export drives. And what better target than the largest market
for telecommunications in the world! )

Recent trends in telecommunications trade only begin to tell the story: As a result
of court and regulatory changes such as the Carterfone decision in 1968 and other
recent FCC actions to further open the customer premises equipment market, we
have begun to see major shifts in telecommunications trade patterns. These deci-
sions have already contributed to America’s first negative balance of trade in tele-
communications. The 1983 deficit is expected to almost double in 1984—attributable
once again to flat exports and an increase in imports by over one-third.

One need look no further than the cumulative effect of these decisions to see the
dramatic impact a domestic decision can have on production and imports of telecom-
munications equipment: In the study just concluded by the ITC, import penetration
of the U.S. market in telecommunications increased from 3 percent to 11 percent. In
products such as telephone sets, PBXs and display terminals, import penetration
moved from 5 percent to almost 19 percent.

AT&T divestiture creates a major new market for imports of telecommunications
equipment—not only for customer premises equipment, but for network equipment
as well. While the ITC study may understate the magnitude of the cumulative effect
of these changes, the trends are nonetheless evident:

The value of telecommunications imports is expected to almost triple to over $5
billion in the coming decade.

The rate of growth of imports will be almost double that in the absence of divesti-
ture (6.3 percent vs. 11 percent); and

Imports of telecommunications equipment will be more than 25 percent higher by
1993 than they would have been in the absence of divestiture.

Today I would hope that we can further assess the trade implications of AT&T
divestiture and begin to consider alternatives for prompt action to deal with them.

STATEMENT OF SENATOR BILL BRADLEY ON THE TELECOMMUNICATIONS TRADE AcT

Mr. Chairman: I am pleased that the Subcommittee is holding this hearing on the
effect of the AT&T divestiture on international trade. The telecommunications in-
dustry is among the world’s fastest growing industries. It has been estimated that
the worldwide telecommunications market will expand from $59 billion in 1983 to
$88 billion in 1988. N

According to the ITC the U.S. market for telecommunications equipment was
$18.5 billion in 1983 and is expected to rise to over $41 billion in 1993. However,
access to much of this market has been opened up as a result of the AT&T divesti-
ture. In effect, we are unilaterally giving foreign companies new U.S. market oppor-
tunities and we are getting nothing for it. We can no longer afford to give some-
thing away for nothing. If the U.S. market is open and foreign markets remain
closed, foreign producers will have no incentive to pressure their governments to
ig{ive U.S. companies a chance to sell our telecommunications products in their mar-

ets.
I became an original cosponsor of the Telecommunications Trade Act because this
country needs to be more vigilant in opening up foreign markets for U.S. products.
The telecommunications industry is one of other countries’ most protected indus-
tries. According to the Department of Commerce, “other major markets (outside of
the United States) remain essentially closed, operating according to the established
system of government held PTT’s (postal-telephone and telegraph) and preferential
procurement procedures”. We must do more to open those markets for U.S. prod-

ucts.
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* In the words of the Commerce Department “As long as this type of asrymmetry
persists, firms based in open-market countries (and therefore without the luxury of
insulated domestic demand) could find themselves at a temporary competitive disad-
vantage before their protected counterparts. And since the United States has led the
way in terms of liberalization, American telecommunications equipment manufac-
turers, in particular, may face unreciprocated foreign competition.”

What the Act does is to grant to the President the authority for three years to
enter into trade agreements providing for more open trade in telecommunications
equipment. As leverage, the Act stipulates that U.S. tariffs on telecommunications
equipment will rise after the three years to the level that would have been in effect
without the commitments made during multilateral negotiations, unless the Presi-
dent successfully neiotiates a trade agreement opening up foreign markets for U.S.
products. In effect, the Act gives our trade negotiators some leverage when they sit
down with their counterparts from other countries.

While I am generally reluctant to increase trade restrictions, this country needs
to use whatever means available to force other countries back to the bargaining
table to liberalize trade. Let me emphasize, however, that the Act is consistent with
our international trade obligations under GATT. I hope that this legislation will be
fhe impetus for other countries to provide swift action to open more markets, not
ess.

Indeed, the objective of this legislation is to further liberalize trade. Liberalized
trade, developed under a set of rules which provide a discipline in the international
market place, has served the world well since World War II. But those rules are not
providing an effective international discipline today. Five years ago this Congress
passed the Trade Agreements Act of 1979 and we had high f‘{opes for the new codes,
including the one on government procurement. Yet five years later we find that pre-
cious little has been gained. Qur agreement with Nippon Telephone and Telegraph
[NTT] has resulted in less than $200 million in sales.

The policy issue today is not a question of free trade vs protectionism. It is a ques-
tion of discipline and rules, who obeys and who does not, what is fair and what is
not. Is it fair that foreign producers of telecommunications equipment continue to
receive protection and support from their governments, while we open up our
market to competition from these firms and their governments?

This country must stop treating trade po'icy as a stepchild of foreign policy and
domestic economic policy. Put bluntly, we do not have a trade policy. In this inter-
dependent world, all of our “domestic” policies have an effect on industry’s ability
to compete internationally. We have no idea what our inyriad of policies for defense
procurement, small businesses, subsidies, tax breaks, and all of our trade restric-
tions have on the structure of U.S. industry or its ability to compete internationally.
'The divestiture of AT&T is another in a long list of policy changes which are taken
without considering the implications for trade. Until this country adopts a more co-
herent trade strategy, we will be forced to use whatever leverage the Congress can
muster, on a piecemeal basis, to open up foreign markets.

In sum, the world market for telecommunications will be the source of rapid
growth in the coming decades. However, foreign telecommunications markets are
characterized by extensive government intervention, including restrictive import
Bractices and discriminatory government procurement. Only by using access to the

.S. market as leverage, can the United States achieve an open world market for
trade in telecommunications—thereby gaining access for U.S. exports and increas-
ing export-related employment. The time has come for the United States to use that
leverage, otherwise our firms will continue to operate at a competitive disadvantage
to the detriment of our economic base.

Senator DANFORTH. I have a statement which I am going to place
in the record. The subject of this hearing is the present state and
the future of telecommunications trade, especially after the divesti-
ture of AT&T. Prior to 1968, the telephone operating companies in
the United States were really a captive market for Western Elec-
tric. Beginning with the Carterfone decision, gradually certain ele-
ments of the U.S. market have been opened up to increased ¢ompe-
tition culminating most recently with the AT&T divestiture. We
are moving into a situation where U.S. telephone operating compa-
nies are going to be able to buy all sorts of equipment from all

sorts of suppliers.
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The effect of this is that foreign sources of telephone equipment
will be able to avail themselves of the U.S. market. And this result
was something which, to my knowledge, was not considered at the
time of the order of divestiture for AT&T.

The result is going to be that the market in the United States
will be open to competition, whereas markets in other countries
will almost all be closed to competition. Most telephone systems
abroad are government owned and government operated, and most
suppliers of telephone equipment are heavily influenced, subsi-
dized, or operated by the governments.

Therefore, the concern that Senator Lautenberg and I have had
is that the trend in the future will be that the U.S. market will be
open, other markets will be closed, and AT&T divestiture has
amounted to an uncompensated for concession—amounting to the
unilateral removal of a nontariff barrier to trade without any com-
pensation whatever from other countries.

So we have introduced a telecommunications bill with the aim of
trying to redress that situation and to provide greater leverage for
the United States for our producers to compete in foreign markets
to the extent that other countries will be able to compete in our
market.

I'm happy that Senator Lautenberg is here this morning. Sena-
tor, we have been seeing a lot of each other lately. It's good to have
you in the Finance Committee. Would you like to testify?

Senator LAUTENBERG. Yes, please, sir.

STATEMENT OF HON. FRANK R. LAUTENBERG, U.S. SENATOR
FROM THE STATE OF NEW JERSEY

Senator LAUTENBERG. I'm pleased to join you at this subcommit-
tee this morning. At the outset, I want to commend you for your
leadership in addressing the issue of trade in telecommunications
equipment. You are one of the first Members of the Senate to rec-
ognize the profound trade implications of the divestiture of AT&T.
And I'm pleased to join you in sponsoring S. 2618, which is intend-
ed to deal with these implications and will be addressed in depth at
a later hearing.

I note that the State of Missouri, known for many things, is not
particularly prominent in the production of telecommunications
equipment. The industry is not a major one in your State, but you
recognize that this is a matter of great national importance and
that at stake is the future of our domestic telecommunications
equipment industry.

We have embarked on a great experiment in telecommunications
policy, a policy marked by the breakup of AT&T. We have proceed-
ed farther than any other nation in testing the view that competi-
tion is the path to innovation, efficiency, and increased consumer
welfare. Judging by the most recent experience, it’s not going to be
a smooth or easy road to travel. We are all coping with problems of
ad%ustment. But for better or for worse, there’s no turning back.

he task before us in the Congress and at the FCC is to ensure
that this experiment succeed for the benefit of our industry, con-
sumers, and the economy at large. In the information era, the tate
of the telecommunications industry is a critical concern. And the
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tﬁsk before us is to recognize problems as they arise and to address
them.

The problem we approach today arises from a simple fact: The
U.S. telecommunications policy does not exist in a vacuum. The
United States provides the world’s largest market for telecommuni-
cations equipment. Each step that this country has taken in pro-
moting competition has also opened up our market to foreign
entry. The Hushafone and Carterfone decisions you referred to ear-
lier led to the opening of customer premises equipment. But no
step has been as significant as the divestiture of AT&T. The $13
billion market of local Bell operating companies, once captive of
AT&T, was opened to competition by all comers. Moreover, the
marketing of customer premises equipment—and Andy Griffith is
just one indication—has become more intense than ever before as
an indirect result of divestiture.

These steps have created new markets for foreign manufacturers,
and they are seizing the opportunity. Imports of telecommunica-
tions—and here I cite the figures of the ITC—will rise from rough-
ly $2 billion in 1983 to more than $5.4 billion in 1993. As an execu-
tive of Nippon Electric was quoted in BusinessWeek not long ago,
“All at once, the United States has become an open market. If you
have a good product, you can ride the wave.”

Mr. Chairman, the problem is not that we have opened our mar-
kets. The problem is that at the same time foreign markets remain
closed. Assuming open market policies, the ITC predicts that ex-
ports will rise from roughly $1.3 billion in 1983 to close to $2% bil-
lion in 1993. In other words, our trade deficit will widen from $648
fx‘nli:llion to about $3 billion in a decade, an increase of almost four-
old.

Just 2 years ago in this area we had a trade surplus. While we
have encouraged competition, most foreign nations maintain gov-
ernment-owned monopolies to operate their networks. These au-
thorities generally favor domestic manufacturing. They often set
standards that impede imports. So, it came as no surprise to me
that firms cite two major factors determining a sale abroad.

First, quality; second, domestic content.

American firms will compete one way or the other. They will
export from the United States, contributing new employment here.
Or they will build plants abroad with fewer direct benefits at
home. The problem is that such decisions will not be made on the
basis of economics alone. They are made on the basis of politics and
trade barriers.

For my State, the problem is one of great importance. New
Jersey ranks fourth in the Nation in shipments of telephone and
telegraph equipment. Some 40,000 men and women are employed
in the manufacturing of telecommunications equipment. They work
not just for AT&T, but for a variety of firms, small and large. For
the Nation as well, the problem is one that must not be ignored.
Telecommunications will be the infrastructure of an information
age economy. And the growth that will come in telecommunica-
tions is something America should enjoy.

I applaud the committee’s initiative in seeking the study by the
ITC. It's an important contribution to the information base, but by
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no means is it the final word. This hearing will also provide the
Congress with additional insights into the problem.

Then, Mr. Chairman, we must act. Not to protect a sick industry,
but to ensure the continued vitality of a healthy one; an industry
that has led the world in technological achievements.

Thank you for this opportunity.

Senator DaANFORTH. Thank you, Senator.

I think particularly your last sentence was very meaningful. This
is not a sick industry. This is an area where we are very competi-
tive, where we d¢ iead the world. The question is whether we are
going to have equal opportunity to compete abroad. My hope is
that free trade does not mean that the U.S. market is open to other
countries, if their markets are closed to the United States.

You don’t have any doubt, do you, that the United States can
maintain its leadership role in telecommunications if we have
equal opportunity?

Senator LAUTENBERG. If we have equal terms. I was in Japan two
weeks ago for an entire weekend, for an appearance before a world
computing services congress. I delivered a speech there. 1 come out
of the computer industry. And I had an opportunity to meet Mr.
Shinto, who is the head of Nippon Telephone and Telegraph. And
in the few minutes that we had to chat, I reminded him about how
anxious we were to do business and to have the opportunity to do
business. And he responded by saying, “Ah, but we now have a bi-
lateral agreement.” Well, we have had that for some time, but we
haven’t had any business to speak of. He said, “But, yes, we have
our agreement.”

And I think that reflects something of the insensitivity that we
face. We must insist, with your leadership, Mr. Chairman, that we
in America, our companies, have an equal opportunity to do busi-
ness with the firms abroad, just as they would like here. And if we
insist on that and we stick to our guns, I think we can give the
?mphasis required to share the growth of this industry in the

uture.

Senator DANFORTH. Senator, thank you very much.

Senator LAUTENBERG. Thank you, sir.
Senator DANFORTH. Our next witness is Chairman Paula Stern of

the International Trade Commission. Madam Chairman, it is great
to see you here in your new and exalted vole at the ITC.
Chairwoman SteErN. Thank you very much. It feels very good

being here.

STATEMENT OF HON. PAULA STERN, CHAIRWOMAN,
INTERNATIONAL TRADE COMMISSION

Chairwoman STERN. Mr. Chairman, it is an honor to appear here
today to present the Commission’s studies and changes in the U.S.
telecommunications industry and the impact on U.S. telecommuni-
cations trade. As you know, the Commission undertook this study
at your request on November 15, 1983, and our full report was pro-
vided to you June 15, 1984.

In the interest of brevity, I have provided a statement for the
record, and I will keep my remarks to a minimum.
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Our study tried to gauge the trade impact on telecommunications
equipment resulting from the recent regulatory changes and the di-
vestiture of the American Telephone and Telegraph Company. The
Commission found that the U.S. based telecommunications equip-

ment industry remains the largest in the world, accounting for ap-
proximately 32 percent of worldwide telecommunications industry
shipments. U.S. producer shipments of all telecommunications
equipment increased by 39.5 percent during 1979 through 1983,
from a figure of $12.8 billion to $17.8 billion.

Transmission equipment has been the fastest growing sector. Do-
mestic producer shipments increased by 120 percent during the
1979 to 1983 period.

Meanwhile, U.S. owned companies—primarily Western Electric,
ITT and GTE—accounted for approximately 40 percent of world-
wide sales. The Commission also found that U.S. imports are likely
to continue growing at a more rapid pace than U.S. exports. The
United States experienced trade deficits in telecommunications
equipment of over $600 million in 1983. And the deficit in 1983 dol-
lars, is expected to enlarge to just over $2 billion in 1993.

For the most part, deregulation has been the driving force
behind the rapid increase in U.S. imports which began back in
1977. However, divestiture, which was decided in August 1982, and
which took effect on January 1, 1984, is also expected to offer new
opportunities for imrports now that the Bell operating companies
are no longer a captive market.

Customer premise equipment, such as telephone sets, key sys-
tems and subassemblies of private branch exchanges, is expected to
continue to dominate theé import list. The value of U.S. imports of
customer premises equipment increased from $214 million in 1978
to $1.6 billion in 1983, when they accounted for almost one-fifth of
apparent U.S. consumptlon :

The Commission projects U.S. 1mports of customer premises
equipment to account for slightly over one-fifth of apparent U.S.
consumption in 1993. The Bell operating companies are expected to
purchase for resale significant amounts of customer premises
equipment. These articles are particularly price sensitive and im-
ported products appear to have a price advantage.

There will also be some imports of transmission and light guide
equipment by the Bell operating companies for their own use. Most
capital equipment requiring customizing, service and maintenance
will likely remain the province of U.S. firms.

However, foreign owned U.S. producers are expected to increase
imports of subassemblies from their parent companies. These sub-
assemblies will then be further processed in the United States and
customized and serviced by the U.S. facility.

Mr. Chairman, that completes my brief statement. And I have in
the room members of the team at the United States International
Trade Commission who did pull togetlier the telecommunications
1t;eports. We would be happy to answer any questions you may

ave.

Senator DANFORTH. Thank you very much.

[The prepared statement of Chairwoman Stern follows:]
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CHANGES IN THE U.S. TELECOMMUNICATIONS INDUSTRY AND THE IMPACT ON U.S. TELE-
COMMUNICATIONS TRADE, REPORT BY PAULA STERN, CHAIRWOMAN, INTERNATIONAL
TRADE CoMMISSION, T0 THE COMMITTEE ON FINANCE, U.S. SENATE, ON INVESTIGA-
TION No. 332-172, UNDER SEcCTION 332 OF THE TARIFF AcT OF 1930

Good morning, Mr. Chairman and members of the committee. It is a pleasure and
and honor to testify before this hearing on the U.S. telecommunications equipment
industry.

We all know that the telecommunications industry touches. the life of every
American citizen, indeed most of the world's population. From telephone sets to
communications satellites, telecommunications is an ever present, essential element
in the growing togetherness of the world community. Most people think of telecom-
munications frorn the standpoint of the services—from the simple call to a friend all
the way to international data networks for settling banking transaction accounts.
But our telecommunications service depends on the equipment which is designed,
produced, and installed by highly skilled people.

The United States recently took steps in reorganizing its telecommunications
services by deregulating the sector to permit competition with the established net-
works, such as the FCC actions in the important Carterfone decision, the specialized
common carrier decision, and the computer II inquiry. In a separate action brought
by the Justice Department, Judge Harold Green of the District Court for the Dis-
trict of Columbia, directed that the major provider of telecommunications services,
AT&T, be divested of its 22 local operating companies. Articles in newspapers, mag-
azines, and journals each day cover some new facet of the impact of deregulation
and the divestiture. These activities have opened up the U.S. market of telecom-
munication equipment. Imports of telecommunications equipment have increased,
and foreign-owned manufacturers are commencing production in the United States.

In this environment, the U.S. International Trade Commission in November 1983
was requested by this Committee to study, under section 332 of the Tariff Act of
1930, deregulation and divestiture and assess their impact. We were asked to study
the possible implications of regule.ory changes and the divestiture on trade in tele-
communications equipment. More specifically, the Commission was asked to prepare
a profile of the U.S. telecommunications industry both present and future, to ana-
lyze key economic factors affecting the industry, to provide useful nomenclature for
monitoring U.S. imports and U.S. exports of telecommunications equipment, and to
predict the impact of the divestiture on U.S. trade in the short- and long-run.

The Commission has responded in its veport, entitled, “Changes in the U.S. Tele-
communications Industry and the Impact on U.S. Telecommunications Trade,” In-
vestigation No. 332-172. During the course of our investigation, the Commission en-
countered anxiety on the part of U.S. manufacturers, importers, purchasers, and
prospective purchasers of telecommunications equipment. Many of the firms report-
ed they do not know what they will be doing in the area of telecommunications pro-
duction and purchasin% in the next year, let alone the next 5 to 10 years. The Com-
mission collected data from the U.S. industry for 1981-83 which preceded divestiture
and collected projected data for the periods 1984-88 and 1989-93. In order to evalu-
ate the future prospects of trade, the Commission developed three scenarios depict-
ing the short-term, defined as 5 years, and long-term, defined as ten years, in the
United States. The first scenario is a projection using the historical trends of data
for 1967-83, the second uses estimates gy respondents to the Commission’s question-
naires to forecast the future, and the third represents the Commission’s estimate of
future trends based on trade articles and information obtained from discussions
with industry officials and financial analysts.

For the purpose. of this study, the term “telecommunications equipment”’ covered
voice, data, and record point-to-point communications equipment, but excluded en-
tertainment broadcast equipment, installation and repair, and engineering services.
Here, in capsule, is what we have reported.

The U.S. telecommunications equipment market is the largest in the world, with
1983 consumption totaling $18.5 billion, and accounts for approximately one-third of
the world’s consumption. As a result of deregulation and technological advances, the
structure of the equipment market has broadened to include an increasing number
of common carriers and private networks. This expansion, together with the
demand for more advanced, more flexible, and more inexpensive services has in-
creased the demand for telecommunications equipment. During the period 1973-77,
when the effects of deregulation were minimal and technological change was slow,
the demand in real terms for telecommunications equipment remained flat. In the
following 5 years, when deregulation and technological innovation were exerting
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more influence on the market, demand grew at an average annual rate of 5 percent
in real terms—or 13 percent unadjusted for inflation.

To meet this demand, U.S. iproducers‘ shipments grew, in constant dollars, from
$14.9 billion in 1978 to $17.8 billion in 1983, or at nearly the same rate as consump-
tion. New markets and new olpgortunities were opened to telecommunications equip-
ment producers as a result of deregulation and technological advances. Consequent-
ly, the number of firms in the industry rose from about 380 in 1978 to approximate-
ly 550 in 1983. Many of the new entrants are small consumer product or high tech-
nology firms that have targeted a particular niche in the market. However, there
are also a significant number of manufacturers of radio and computer equipment
that have entered the telecommunications equipment industry by adapting their
products and technologies to telecommunications applications. During this period,
competition, which had been almost non-existent in this industry, began to increase,
especially in the customer premises equipment sector.

his increasing competition and the resulting imports led in 1983 to the first neg-
ative trade balance in telecommunications equipment. Chieﬂ%r as a result of deregu-
lation which began to impact the industry significantly in 1978, imports grew rapid-
ly from 1978 to 1983, increasing nearly 400 percent, in real terms. Over these 5
ears, imports increased from $426 million to $2.0 billion, and their share of the

.S. market grew from 3 percent to almost 11 percent.

However, all telecommunications equipment sectors were not affected equally.
The largest influx of foreign-made equipment was at\the low end of the customer
premises equipment market—telephone instruments and key systems—and in trans-
mission equipment for private networks. These areas were the most vulnerable to
imports because the purchasers were mostly end users whose primary consideration
was price. The growth of imports includes not only goods manufactured in foreign
countries by foreign firms, but also goods manufactured offshore by U.S. companies
for sale in the United States. Offshore production by U.S. firms increased as these
firms, facing stiff price competition from imports of foreign manufacturers, sought
ways to cut costs and become more competitive.

uring the same period, 1978-83, exports grew more slowly than imports, increas-
ing 35 gercent, in real terms, over 5 years from $1.0 billion to $1.34 billion. Foreign
demand, measured in constant dollars, showed no growth during this period. Those
countries that did experience growth in their telecommunications equipment mar-
kets were also telecommunications equipment producers. These countries have gov-
ernment-owned and operated telephone companies, and industry analysts allege
that these markets are very difﬁcuft to penetrate. Due to the limited response from
U.S. industry our investigation could not provide conclusory evidence on this issue.
However, it is clearly a candidate for future study and evaluation.

The Commission’s projection of the most likely future of the U.S. telecommunica-
tions equipment industry is scenario 3 in the study. It depicts a growth of consum
tion in excess of 8 percent annually, measured in constant dollars, over the next 10
years, compared to only 2.5 percent annually over the last decade. Domestic con-
sumption is expected to grow from $18.5 billion in 1983 to $41.3 billion in 1993. .

One of the fundamental changes in the market that should drive demand is the
?uickening rate of technological change, particularly from the new venture capital

irms. Products are now cbsolete almost as soon as they are installed. Customer de-

mands for expanded services provided by the latest tecgnology are expected to force
more rapid replacement schedules for both public and private networks. Technologi-
cally, the United States should remain a leader througﬂ the next decade but foreign
producers are expected to narrow the gap in the long run. Through 1993, U.S. ex-
ports are expected to consist mainly of high technology products such as digital
switches and transmitters, and imports should be greatest at the low technology end
of t}ll'le spectrum—telephone sets, key systems, and subassemblies of private branch
exchanges.

Advancing technology has also opened up new applications for telecommunica-
tions equipment that present substantial growth opportunities, such as cellular car
telephones and the fully automated office. The business community’s belief that en-
hanced telecommunications capabilities result in more successful operations should
raise the demand for telecommunications equipment. Telephone and telegraph com-
panies are expected to increase their consumption of telecommunications equipment
in order to meet the demands of business customers. Further, companies choosing to
by¥m the common carriers should also cause consumption by end users to increase.

he trade balance is expected to remain negative and the gag between imports
and exports is expected to grow from $650 million in 1983 to $3.0 billion in 1993.
Low-cost foreign manufacturers, primarily in the Far East—such as Japan and
Taiwan, are expected to continue to gain market share in the United States because
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U.S. firms are high-cost producers and cannot compete on the basis of price. Again,
we see the pattern where the greatest loss of market share is expected in those rela-
tively low technology products which are price sensitive. Little gain is expected to
be made by imports in the sophisticated, high technology sectors, such as digital
central office switching equipment. Price is not the most important factor in this
sector because of the size of the purchaser’s investment and the large amount of
pe;‘ifheral equipment with which it must be compatible. In this instance, domestic

roducers are expected to lose very little market share because of both their techno-
ngical superiority and their ability to service the equipment promptly.

Thus, the growth in imrorts, which the Commission estimates will be from $2.0
billion in 1983 to $5.4 billion in 1993, in constant dollars, should be much slower
than that during 1978-83. This is due to the increased competitiveness of U.S. firms
and the growing number of foreign producers that choose to manufacture all or part
of their products in the United States. U.S. firms will tend to move labor intensive
component production and low-end customer premises equipment to off-shore pro-
duction. On the other hand, foreign producers will tend to move high-end customer
premises equipment and other capital equipment production to the United States in
order to be competitive in maintenance and service.

The Commission estimates that exports will grow, in constant dollars, from $1.3
billion to $2.5 billion from 1983 to 1993, Industry experts allege that the slow
growth in exports is dae to both foreign barriers to trade and the inexperience of
U.S. telecommunications equipmert firms in foreign markets. Industry representa-
tives agree that even if foreign markets were deregulated—legally open to all manu-
facturers—the tendency for government-owned and operated telephone companies
to maintain historical supplier relationships will remain a barrier. Local content re-
quirements and import restrictions must also be faced. Of course to the extent these
barriers are diminished, U.S. exports will benefit. Nevertheless, U.S. firms are ex-
pected to get around many import barriers by increasing offshore production in
target markets and forming joint ventures or marketing agreements.

In addition to deregulation we have examined the effects of the divestiture of
AT&T which severed the affiliation of Western Electric and the 22 Bell operating
companies on January 1, 1984. This event opened the Beil operatirg company
market to all producers, both domestic and foreign. Most industry analysts agree
that Western Electric’s share of this market will decline. This is not a new trend.
Since deregulation, Western Electric’s portion of the Bell operating company
market has been declining. However, as a result of the compatibility requirement
for add-on and ;egﬂacement equipment, the bulk of the Bell operating companies’
market is expected by many industry experts to remain with Western Electric.

The divestiture opened up the Bell operating company market to all producers of
telecommunications equipment and eliminated the captive-supplier relationship.
The result was to create two markets—one for the companies’ own equipment needs
and another for customer premises equipment which the operating companies retail
to end users. The equipment bought by the Bell operating companies for their own
use-——such as central office switches and transmission equipment—is expected to be
manufactured domestically because it must be compatible with existing equipment
and it requires a relatively large amount of service by the supplier. Price consider-
ations are often primary in the customer premises equipment purchases by the Bell
operating companies for resale. Therefore, a large porticn of the resale market may
be supplied by imports.

There is no indication that divestiture is expected to produce a surge in telecom-
munications equipment imports. In all sectors of telecommunications equipment
there are many domestic producers, in addition to Western Electric, who can contin-
ue to supply the Bell operating companies. The majority of foreign-manufactured
goods purchased in the next 5 to 10 years will Likely Le in the customer premises
equipment sector. For the most part, this equipment will be for resale to the end
user. Bell operating company sugﬁliers of lar%t; scale, high technology equipment”
are mainly domestic producers. This relationship is expected to continue because
any change would require expensive switching of auxiliary equipment. Further,
servicing of foreign-made equipment is not in general as responsive as that for do-
mestically manufactured equipment.

An additional question on pro‘rosed nomenclature was posed in the Finance Com-
mittee’s request. We have provided current and proposed nomenclature for U.S. im-

orts and the recommended changes in nomenclature for the TSUS and for schedule

(including certain communications satellites and also providing for preentry regis-
tration of imports of telecommunications equipment). Tﬁe Commission recommends
that the 16 items containing a substantial value of telecommunications equipment
in the 1984 TSUSA be expanded (principally in the areas of home computers and
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radio apparatus) to 38 redefined provisions. In schedule B, the Commission recom-
mends that the current 6 export provisions be expanded to 15 items. The proposed
data collection mechanism should provide a more accurate data base upon which to

monitor import penetration levels and export trade.

In conclusion, the trade consequences of regulatory changes and the AT&T dives-
titure are expected to result in U.S. imports increasing more rapidly vhan exports
and a negative U.S. telecommunications trade account balance throughout the next
decade. Deregulations should be the driving force in the growth of imports and con-

sumption; the divestiture should play only a minor role.

Technologically, the United States should remain a leader through the next
decade but foreign producers are expected to narrow the gap in the leng run.
Through 1993, U.S. exports are expected to consist mostly of high technology prod-
ucts such as digital switches and transmitters, and imports should be greatest at the
low technogy end of the spectrum—telephone sets, key systems, and subassemblies

of private branch exchanges.

Senator DaNForTH. The Carterfone decision was made in 1968,
and it's my understanding that since that time, and particularly
since 1977, there has been a significant increase in import penetra-
tion for customer premises equipment—that is, the kind of equip-
ment that was within the scope of the Carterfone decision. That
import penetration between 1978 and 1983 increased from 3 to 11
percent.

What does that indicate to you? I mean it would indicate to me
the fact that when a U.S. market is available to everybody and not
Jjust to Western Electric it is going to be taken advantage of by ev-
erybody at home and abroad.

Chairwoman STerN. I think that’s right. You are talking about
their very price sensitive items, items to the end user, to the home,
if you will. And where the imports do have a price advantage and
where the market is open, the customer will seek the least expen-
sive item if it fits the bill. And I think those numbers do reflect the
opportunities that these imports found.

Senator DANFORTH. From my brief look at the ITC report—I
have to say that I have not mastered the 1 inch or so of material—
it’s my understanding that the projections are that there will be a
significant increase in both switching equipment imports and
transmission equipment imports.

Chairwoman StTerN. That is correct.

Senator DANFORTH. A 53-percent increase for switching and 72
percent for transmission. Would that largely be as a result of
AT&T divestiture?

Chairwoman StErN. I think that you will see a pickup as a result
of the divestiture. I think that you have already seen actually the
transmission equipment had already shown an increase in import
growth in the period before the divestiture as well. Transmission
equipment, for example, followed the same pattern of import
growth as the customer premises equipment sector did, but not to
the same degree. But we did see increases probably resulting from
the customer premises equipment, which also requires the trans-
mission equipment. And it also reflected both economic recovery,
as well as the deregulation environment up until 1984. But after
1984, it is expected that the divestiture should continue to encour-
age that trend which we are already beginning to see.

Senator DANFORTH. Now the AT&T divestiture has been analo-
gized to an elimination of a nontariff barrier. Is that a fair analogy

in your opinion?
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Chairwoman STeRN. I think that’s a fair analogy, yes. It was not
a tariff. It did constitute a barrier. However, it was not something
which was, on the other hand, limited only to foreign products. It
was an across the board barrier so it was not intended to be a bar-
rier to imports.

Senator DANFORTH. Maybe vou have some knowledge as to
whether there was any consideration of the trade effects of divesti-
ture, but as far as I know, trade never entered into it.

Chairwoman STERN. I share your impression. I do believe that
both the erection of the system, as well as the dismantling of the
system did not have in mind the targeting of imports. To that
extent, it was not a nontariff barrier when it was raised or when it
came down,

Senator DANForTH. But the lifting of it has exactly the same
effect as the removal of the nontariff barrier for which there was

no compensation.

Chairwoman STERN. Really not.

Senator DANFORTH. Are you aware of any particular leverage
that the United States has to gain compensation from other coun-
tries at this point? I mean it would seem to me as though, other
than maybe jawboning them, there is no particular reason why
other markets would open themselves up to U.S. telecommunica-
tions equipment.

Chairwonian STERN. Senator Danforth, I, personally, am not
aware of such leverage. I have not studied the negotiating history,
however, of this very important sector of our economy. However,
again, I share the same impressions that you have. That at this
point there‘'doesn’t seem to be that leverage, absent the bill which
you are considering.

Senator DANFORTH. Thank you very much for your testimony.

Chairwoman STerN. My pleasure.

Senator DANFORTH. The next witness will be Harald Malmgren

of Malmgren, Inc.

STATEMENT OF DR. HARALD MALMGREN, MALMGREN, INC,,
WASHINGTON, DC

Dr. MALMGREN. Thank you, Mr. Chairman.

I'm honored to be invited by this committee to appear as an inde-
pendent witness. I have a statement which I prepared that I would
like to submit for the record, and then just highlight the points
that I would like to make.

My interest in this subject began with a biased point of view.
That is to say I was an expert witness for AT&T in the court case.
On December 14, 1981, I testified before Judge Harold Greene in
the matter of what would be the international implications of the
divestiture, if it were to take place. That was before the 1982 Jus-
tice Department settlement.

The reason I want to review that briefly, just for a moment, is to
say simply that it was then clearly foreseeable what has taken
place since. There was a golicymaking process tragedy in that we
didn’t take into account what was clearly foreseeable.

It was then argued—and I argued myself—that the divestiture
should be viewed in an international context; particularly, taking
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into account the competitive pressures from other countries, the
status of those competitive pressures, and the fact that govern-
ments throughout the world were at that time not only reassessing
economic strategies in general, because of all the troubles of the
1970’s, but had focused in on this particular area—the computer
and communications interface.

There had been reached the conclusion by most governments
that this broad interface was vital to their national interest; that
governments must play a strong and direct role to work with pri-
vate enterprises rather closely in the development of relevant tech-
nologies and their commercial application. In other words, this
whole sector had risen in priority gradually in the 1970’s and had
become a major priority area of almost all governments in the
early 1980’s, developed and developing countries alike.

It was my opinion then and remains my opinion now that the
most important influence of the governments in most countries
was not exercised through direct official assistance through R&D—
that is, not through subsidies directly, but rather through coordina-
tion and integration of private industry, independent research fa-
cilities, universities and government agencies. I told the court that
in many nations cooperation, coordination and technology sharing
are viewed as procompetitive. Thus, in the United States we often
tend to think of intraindustry cooperation and integration of effort
as anticompetitive. The governments of most of our competitors
considered it to be procompetitive.

That is where one of the big problems arose. I predicted with di-
vestiture that the new AT&T would have to restrict the flow of its
technology—which had previously been rather liberally made
available both to domestic and foreign producers.

Mind you, I also said that the main damage of that would be to
domestic producers rather than to foreign. It would have to seek to
embody its technology and equipment for sale by AT&T to replace
the revenue loss of the operating companies to build a new base of
revenue based on the technology of Bell labs. Therefore, it would
have to make a strong effort to increase sales and equipment at
home and abroad. And to succeed in a global market endeavor, I
told the court that I felt that AT&T would have to engage in a
growing variety of international joint ventures and greater sharing
of technology with enterprises in other nations, not this nation, to
penetrate foreign markets.

In the meantime, I also said at that time that foreign producers
would be better positioned than U.S. firms to sell equipment to the
new divested, deregulated opcrating companies in the United
States because many foreign firms at that time had already
reached a scale of production and productivity required to compete
head on with AT&T in an open market situation. In other words,
the starting gun that was fired in 1982 by the settlement put the
foreign competition in a better position relatively.

There were concerns in the executive branch in 1981 and 1982
about the potential dangers to Bell labs, thus to American techno-
logical leadership, and even about the national security conse-
quences. But these wider international questions were not given at-
tention by the Justice Department.

38-521 O0—84——2
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In effect, the divestiture formula and its timetable failed to take
into account the international competition and the fact that the
American telecommunications market was a global, not a national,
marketplace.

In other words, what I have described has pretty much taken
place. And a lot of that is in the ITC report that you have. There
was a policymaking failure in Washington. It was not a matter of
failure of party politics. Nor was it a matter of failure of a particu-
lar agency. It was simply a matter that the policy process did not
pull together the national and the global issues and potential con-
sequences.

hus, before the 1982 settlement, the U.S. Government should
have devised a strategy for enhancing American competitiveness
and offsetting the competitive disadvantages that were foreseeable
in an abrupt shift in the structure of their network and of the com-
munication services of our country.

I don’t want to leave only criticism to the executive branch. If I
may, I would like also to mention the fact that in Congress there
have been a number of proposals which also would have done fur-
ther damage. This is also true in the regulatory commissions and
in the courts since the 1982 settlement.

For example, the proposal, S. 1660, that was before Congress ear-
lier this year, would have done even more harm to the American
coml;;etitive position because it would have changed the economics
of the situation for the major producers, major communication
companies. The R&D side of their activities would have encouraged
bypass technologies, which are already taking place, but acceler-
ated their development in the long run and would have had damag-
ing consequences for consumers. )

The tragedy of our policymaking process lies in the continuing
tendency even now to devise policy alternatives without first con-
sidering their worldwide effect. This then leads me to the present
context. There are certain issues that I would like to call to your
attention. Some of them are obvious, but I want to explain the
complexity of these issues to give you something to think about
and to ask our executive branch friends to deal with.

First, the reality continues of heavy government assistance,
1i{ntervention and guidance in the world telecommunications mar-

ets.
Markets of other nations are often closed to foreign suppliers
completely or major segments of those markets cannot be penetrat-
ed because of state monopolies, national standards set with the ap-
proval of government, government purchasing policies and so on.
The list is before you.

We need to seek changes in national laws, regulaticns and poli-
cies of other governments. But this is a technical field and there
are no simple solutions. For example, if we sought internationaliza-
tion of technical standards, we would have certain problems. First
of all, the bodies that are set up for that purpose, like the Interna-
tional Telecommunications Union, have hecome highly politicized
and they are not very useful. The EEC governments are planning
new standards, but they are not planning standards that the
United States could meet, but rather standards that European com-

panies could share.
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But beyond that, there is another question. And that is: To what
extent can companies competing internationally continue to seek
to differentiate their own technology in order to gain advantage if
at the same time we want international standardization? That
brings to mind the case of IBM versus tne EEC. There is a quarrel.
IBM says they want to differentiate their product and announce at
the suitable time their own technological characteristics. And the
EEC says in that case we can’t have compatible equipment plug-
ging into yours until it’s too late. Therefore, IBM must announce
its ‘;cechnical specifications early. Do you want standardization or
not?

We gain by not having standardization in some cases, and we
lose by not having it in others. It’s a controversial question.

Similarly, if we want to examine other governments’ R&D sup-
port policies, we will have to accept foreign government scrutiny of
our own. Our own programs in DOD, NASA, the national laborato-
ries and other agencies would have to be looked at by other govern-
ments.

In the terminology of a national security specialist, much of com-
puter communications technology is dual use, and government-sup-
ported programs do have commercial consequences, even in this
country.

Second, American policies which regulate transfer of technology
abroad and use of that technology in other nations need to be reas-
sessed. This is a matter of bargaining, because we do have some-
thing to bargain about, although it will be highly controversial.

Let me explain what the problem is. Our export licensing and
control policies impede our competitiveness in at least two major
ways. First, our delays in licensing and our continuing strictures
on foreign use discourage buyers in other nations to encourage for-
gifi:;n governments to seek alternatives or to develop domestic capa-

ilities.

The second, and in my view more important, problem is the po-
tential for extraterritorial intervention by the American Govern-
ment in the future. This is encouraging foreign governments and
private enterprises to seek alternatives now to avoid future disrup-
tion of their communications and information processing system. I
think that is becoming clear in a number of countries. I know I'm
quite aware of cases in Europe where that policy is now being es-
poused by heads of government to their major companies.

But you will not make headway in international trade in this
area until we completely reorient our export control systems to
take this problem into account. Rather our present policies are in-
tensifying efforts by foreign enterprises to delink from U.S. tech-
nology where they can.

Third, our export financing policies will have to be reassessed.
And I simplf note that in this case American multinational enter-
prises have long since learned that sales from their European sub-
sidiaries to China or other developing countries are far easier to
make than sales from the parent in the the United States. I will
give you the example of ITC, which has recently had a major sale
in China from its Belgium subsidiary; not from the United States.

Fourth, our present array of regulatory and executive policies
have to be made coherent. If we are going to bargain with other
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countries about what they do, we will have to make some adjust-
ments in what we do. It doesn’t mean it will be reciprocal, but
there certainly will be changes necessary not only in the hardware,
but in the software that drives the hardware. For example, our
laws on software protection are completely inadequate. The prob-
lem is you need something international in character.

Finally, we must stop devising regulatory and legislative changes
without considering the international competitive circumstances.
The past and the present predominance of domestically oriented
agencies must be counterbalanced by globally oriented policies im-
posed upon them.

I note in the statement a few points about the ITC report. I think
it's a good report, but it does leave some unanswered questions. For
example, it d‘:)esn’t pay enough attention, I think, to who the new
buyers are in the new situation. We not only have the new operat-
ing companies who are free to buy from anyone—they can buy for-
eign—but we have new carriers 1n the new deregulated situation.
We also have noncommunication companies carrying on communi-
cation services such as Merrill Lynch, American Express, and in-
formation companies. We have the railroads enterin% the commu-
nications business by using their right of way to lay fibevoptic
cables. And we have also the new phenomena of intracorporate
bypass, which, I believe, will grow very rapidly because of the
economies of scale of handling all information systems in a secure
way within a company on your own grid, and then offering services
to others.

So these new buyers are spreading in number. There is a prolif-
eration, more than seems from the report. I think the demand will
grow rather faster.

The other point I would like to make is that in overall terms of
the economy, investment as a percentage of GNP hasn’t changed
much for the last 10 or 15 years. Nonetheless, investment growth
has been slow. What has also happened is that the composition of
investment in our economy has been shifting. More and more of
that investment is going toward this communications computer
sector. I would call this the infrastructure of the next technological
revolution, the new grid that provides productivity for our factories
and our farms and our services.

Investment in steel and the basic industries has been declining
relatively, while the investment of this sector has been growing
rapidly. I think that this rapid growth will continue for the next
several years and have a profound effect on the economy, and that
market will grow, I think, rather faster than is visualized in the
report of the ITC.

Thank you.

Senator DANFORTH. Thank you.

[The prepared statement of Dr. Malingren follows:]

STATEMENT OF DR. HARALD B. MALMGREN BEFORE THE SUBCOMMITTEE ON
INTERNATIONAL TRADE, CoMMITTEE ON FINANCE, U.S. SENATE, JUNE 25, 1984

THE CHANGING COMPETITIVE ENVIRONMENT OF THE AMERICAN TELECOMMUNICATIONS
INDUSTRY

I am honored to be invited by this committee to express my views on the outlook
for the American telecommunications industry.



17

On December 14, 1981, I testified on behalf of AT&T before Judge Harold Greene,
in the U.S. District Court for the District of Columbia, in the matter of the Justice
Department antitrust case against AT&T. I agpeared as an expert witness on the
international competitive context in which AT&T then functioned, and expressed
views on the implications of divestiture and restructuring of the AT&T system.

I would like to summarize for you the views I set out at that time, in order to
show that the recently experienced evolution of domestic and worldwide telecom-
munications markets was clearly foreseeable more than 3 years ago—and clearly
&){%i%eable before the ill-fated 1982 settlement between the Justice Department and

I said in court that it was “‘my firm conviction that the markets in which the Bell
System operates—as well as Bell’s ability to operate in those markets if it were frag-
mented—must be assessed in a global context. The assessment must be made in an
environment in which the parameters of competition are determined by technologi-
cal change and by government policies of various nations which are aimed at shap-
ing the direction of that change. Moreover, I strongly believe that any structural
reorganization of the telecommunications industry in this country will have a pro-
found effect on the competitiveness of a major part of the high technology sector of
our economy. This effect goes far beyond Bell itself, for the role of computers and
communications technology later in this decade, and in the next, will affect the
entire structure of our economic activities and our job needs as we develop “factory
of the future” and “office of the future” technologies, and as our burgeoning serv-
ices sector becomes interwoven by computer memories and sophisticated communi-
cations systems.”

I explained at that time that, spurred by many economic shocks and slow growth
of the 1970’s, governments throughout the world were reassessing economic strate-
gies, and stepping up efforts to guide industrial and technological change. Increas-
ingly, the computer-telecommunications interface came to be considered in man
capitals as the highest priority area in developing new competitive thrusts, as well
as in improving productivity and quality in traditional industrial and service sec-
tors. In other words, a conclusion was reached in many parts of the world that
grogress made in the telecommunications-computer interface would provide the

asis for modernization and improved competitiveness for the entire national econo-
my.
In this process of rethinking in most capitals, there has emerged a view that gov-
ernments must play a strong and direct role and work closely with private enter-
{)_rises in the development of the relevant technologies and their commercial applica-
ions.
It was my opinion then—and it remains my opinion now—that the most impor-
tant influence of governments in most countries has not been exercised through
direct official assistance to R&D, but rather through coordination and integration of
private industry, independent research facilities, universities, and government agen-
cies. I told the Court that in many nations, “Cooperation, coordination and technolo-
gy sharing are viewed as procompetitive. A closely supervised integration of effort is
seen as a means of reducing risks, cutting down on duplication of effort, exploiting
division of labor, and assuring adequate finance.”

Thus, in the United States, we often tend to think of intra-industry cooperation
and integration of effort as anticompetitive in the development of new technologies,
especially in this sector; the governments of most of our competitors consider it to
be procompetitive.

As regards what was then called the Bell System, I stated to the Court that “It
seems evident to me that the Bell System has overcome the institutional impedi-
ments to R&D in our country by achieving through its internal structure what
other countries are trying to do with complex efforts to coordinate and direct the
R&D efforts of various manufacturing enterprises, research labs, service entities,
and government agencies.”

Thus, while we were considering the dismantlement of the Bell System, the perva-
sive trend elsewhere was toward emulation of the integrative strengths of the Bell
System. I expressed the view that AT&T had “evolved a uniquely American alterna-
tive to the centrally guided systems of other nations.” Indeed, the Bell System then
had a unique advantage, the greater efficiency and freedom of action derived from
acting as a private enterprise.

In this connection, I observed that Bell Laboratories, America’s preeminent scien-
tific institution, had been supported by the large, steady earnings flow of the entire
Bell S]y;stem. On this basis, Bell Labs had been able to generate many scientific
Lreakthroughs and commercial innovations, and Bell Labs had liberally made these
technologies available to American and foreign competitors. With divestiture, I pre-
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dicted that the new AT&T would have to restrict the flow of technology out of Bell
Labs, and instead seek to embody that technology in equipment for sale by AT&T.
There would have to be a strong effort to increase sales of equipment at home and
abroad, to replace gradually the sales volume and earnings lost by divestiture of the
operating companies.

To succeed in a new global endeavor, I told the Court then that I felt that AT&T
would have to engage in a growing variety of international joint ventures and great-
ﬁr sharing of technology with enterprises in other nations, to penetrate foreign mar-

ets.

In the meantime, foreign producers would be better positioned than U.S. firms to
sell equipment to the new, divested, deregulated operating companies in the U.S,
because many foreign firms had already reached the scale of production and produc-
tivity required to compete head on with AT&T in an open market situation. Scale of
competitors was an essential factor when the starting gun was fired by the Justice
Department’s settlement in 1982. Foreigners were already better placed at that
moment in time than most American firms.

There were concerns in the executive branch in 1981 and 1982 about the potential
dangers to Bell labs, and thus to American technological leadership, and even about
the national security consequences, but these wider international questions were
given little attention by the Justice Department.

In effect, the divestiture formula, and its time table, failed to take into account
the international competition, and the fact that the American telecommunications
market was a global, not a national marketplace.

Thus, much of what I had suggested to the Court would happen has happened.
The problems which give rise to complaints from our industry now are problems
that should have been foreseen 3 or 4 years ago.

There was a policymaking failure in Washington. It was not a matter of failure in
party politics, or in a particular agency. Rather, the policy process simply did not
pull together the national and global issues and potential consequences. Our govern-
ment acted without adequate attention to the intimate interaction of our own econo-
my with that of the rest of the world—and without adequate attention to the strong
role of governments in most of the rest of the world marketplace.

Thus, before outlining the 1982 settlement, the U.S. Government should have de-
vised a strategy for enhancing American competitiveness and offsetting the competi-
tive disadvantages that were foreseeable in an abrupt shift in the structure of our
communications networks and services. If greater competition was deemed to be
necessary, then far greater thought should have been given to who the new competi-
tors would be, and how American firms would fare among them.

It would not be fair to limit my criticism to the executive branch alone. Some ef-
forts have also been made in Congress and the regulatory agencies, since the 1982
settlement, which would have hampered further the competitive evolution of the
American telecommunications industry. For example, ] wrote letters to the Majority
Leader and to the Minority Leader of the Senate on January 20 of this year, ex-
pressing my personal dismay with S. 1660 and H.R. 4102, regarding proposed limita-
tions on access charges. I again stressed that there was danger from such proposals
of further erosion of our industrial base and our leadership in leading-edge technol-
ogies. I said in those letters that “Meeting foreign competition goes far deeper than
just winning an end sale; it goes directly to the ability of U.S. firms to maintain the
demand and revenue streams necessary to fund research and create new jobs.” The
problem in such proposals lay in the nature of the access charge solutions proposed,
which might have favored end-consumers briefly, but which would have also proven
uneconomic for the industry as a whole, and which would have greatly accelerated
the drive for bypass systems, which would hurt consumers in the long run by rais-
ing costs of the common network. Moreover, accelerated opening of bypass networks
would no doubt provide yet another new area for those foreign competitors ready to
provide volume supplies based on existing large scale of production in their own do-
mestic markets. .

The reality of our telecommunications industry is that it must compete in a global
framework, both at home and abroad. Every domestic action—every legislative step,
every regulatory change, every court decision, affects American competitiveness.
There can be no isolated, insulated actions that have purely domestic effects.

The tragedy of our policymaking process lies precisely in this continuing tendency
to devise policy alterations without first considering their world-wide effect, and the
competitive consequences for the U.S. industry.

This then leads me to the outlook for the American industry. Certain issues

should be considered in making policies for the future:
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First, the reality continues of heavy government assistance, intervention, and
guidance in the world telecommunications markets.

Similarly, if the U.S. Government wants other governments to change their forms
of intervention, it will have to accept foreign government scrutiny of American gov-
ernment policies and practices. Thus, R&D assistance, and cooperation, by DOD,
NASA, National Laboratories, and other agencies would have to be looked at to de-
termine the extent of commercial benefit from U.S. Government assistance. In the
terminology of national security specialists, much of computer-communications tech-
nology is “dual-use,” and government programs do have commercial consequences.

Second, American policies which regulate transfer of technology abroad, and use
of that technology in other nations, need to be reassessed in order to ascertain
whether such policies are counterproductive to American long-term interests. In

articular, our export controls and export licensing requirements stand as a major
impediment to American competitiveness in foreign markets, in at least two major
ways. First, our delays in licensing and strictures in foreign use discourage buyers
in other nations, and encourage foreign governments to seek alternatives or develop
domestic capabilities. Second, the potential for extraterritorial intervention by the
American Government in the future is encouraging foreign governments and pri-
vate enterprises to seek alternatives, to avoid future disruption of their communica-
tions and information-processing systems.

We shall not make major headway in world markets if we maintain the present
orientation of our export control system and our emexﬁing licies on technology
transfer. Rather, our present policies are intensifying e orts%(;' foreign enterprises
to de-link from U.S. technology and to seek autoromous technologies of their own.

Third, our export financing policies will have to be reassessed if there is a real
intention to promote major project sales in developing countries. American multina-
tional enterprises have long since learned that sales from their European subsidiar-

" ies to China or other developing countries are far easier to make than sales from

the parent in the U.S.
Fourth, our present array of regulatory and Executive policies have to be made

coherent, if our negotiators are to have any positive results in trade talks with other
governments. We shall have to bargain to get results, but that will mean changes in
the U.S. as well as abroad—not necessarily on a reciprocal basis, but certainly in-
vohgng some degree of adjustment in what have been considered domestic matters
in the past.

Finally, we must stop devising regulatory and legislative changes affecting our
telecommunications industry—both equipment and services—without considering
the international competitive consequences. Justice, the FCC, and the various Exec-
utive agencies involved with trade and finance need to get their thoughts together.
The past and present predominance of domestically oriented agencies must be coun-
terbalanced by globally oriented policies imposed upon them.

The ITC report which has just been released provides some general background
for your evaluation of the economic scope of the industry, and its foreign competi-
tion. I have not had time to study it adequately. However, I would note that it prob-
ably does not give adequate attention to the fundamentally changed economics of
AT&T, or of the new operating companies. The operating companies are now free to
buy from any supplier, and are considering even producing and selling equipment
themselves. I do not think it adequately examines the fact that foreign competitors
are not only exporters to the United States, but are producing inside the United
States as well, some of them on a very large scale, with others seemingly ready to
expand U.S. production. The ITC report also does not adequately consider the regu-
latory changes, and proposals for changes, since the 1982 divestiture of AT&T.
Moreover, since divestiture has only in 1984 taken effect, past trends are a poor
guide to the future.

We do not yet know enough. But we can say with confidence that we have been
very careless, and very myglgic in our policymaking regarding the American tele-
communications industry. That has been damaging to our national economic
strength, but we can still turn the situation around, by more coherent public policy
thinking, and better global strategies.

Senator DANFORTH. Do you think the ITC report attempts to
quantify the effects of the divestiture on ‘rade in telecommunica-
tions? Do you think that the ITC report understates, overstates, or

correctly states it?
Dr. MALMGREN. I think it may understate the import possibility,

the import potential in a number of areas. The consumer premises
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equipment obviously has already been moving rather rapidly, and
there has been a rise to something like 18 percent penetration now.

On the overall, the penetration is not that big in this economy
yet, but in many of the areas, the potential is there for significant
inroads unless the competitive circumstances here are more favor-
able. That means that the scale of producers here has to be fairly
big. The technology change has to be fairly rapid, which means
high profit requirements, which means that the regulatory process
shouldn’t squeeze them too much; that we should recognize the
need for rather rapid movement in R&D. But also that they have
to develop export markets as well. Therefore, the export market
side of our possibility of strengthening the base at home, getting
the scale necessary, is very important. I suppose you have been
thinl%i.rlllg about that quite a bit in making the proposal for your
own bill.

Senator DanrForTH. How will the openness of the U.S. market
compare with the openness of other markets? \

Dr. MALMGREN. Well, it's clear, and I don’t think there is any
real argument about it, that most of the markets are closed or to
the extent they are open, they are open in very narrowly defined
ways. But there are a couple of changes going on. First let me say
that the British system is being changed. And, theoretically, at
least the Japanese system will soon be changed. There is already
evidence that the Japanese themselves believe the system will be
deregulated along American lines, restructured along American
lines, because there has been a new company formed already to set
up an alternative communication system in Japan. I think you will
have other witnesses talking about that.

In Britain, there is an attempt to restructure and decentralize as
well. So far, the British experience has been not so successful. But
there is hope in the EEC to integrate the British and the other Eu-
ropean producers in some new direction. I think that is a danger.
That is to say that there is an attempt to construct a European-
wide market, and that could be a market which is somewhat closed
to outsiders, such as American companies unless they are inside.

What is happening, though, now is that there is a second level of

activity taking place: Our companies are finding partners in other
countries, in Japan and in Europe, to do joint development. That is
often economically sound, but it is also a desperation measure on
the part of some companies. That’s the only way they can get into
those markets. Not only has AT&T arranged with Phillips and Oli-
vetti, but you have the example of IBM negotiating with Italy now,
with a likely announcement any day. And there are other compa-
nies.
And certainly ITT must be considered at least as much a Europe-
an company now as an American company, because of the very big
base ITT has in Europe and the very big R&D of ITT that takes
place there.

So there is an internationalization of this market which is accel-
erated by the policies of other governments. In the developed coun-
tries the PTT systems generally don’t buy much from outsiders
except where the technology is very good. You know, clearly supe-
rior. The most extreme cases have been the Japanese and the
French and the Italians. The German Bundespost is aiso rather re-
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stricted. There is intense use of standards as well as other policies
to make it difficult for outsiders to be party to internal develop-
ment in projects. So there is clearly an unbalanced situation in the
world marketplace. It was never addressed by U.S. negotiators. It
was simply not addressed in the decision of 1982. And it should
have been. Frankly, it's a little bit——

Senator DANFORTH. The horse galloping down the path.

Dr. MALMGREN. I say in the final sentence of my written state-
ment that this has damaged our national economic strength, but
we can still turn the situation around with more coherent public
policies and some kind of strategy. And I listed some of the ele-
ments that would be involved. But I warn you, this committee, that
the strategy that we take internationally will involve some soul
searching about our own policies. And we will have to bargain
about some uncomfortable issues, like extraterritorial controls
under export controls, or like some of our protection of software
and other issues. There is a bargaining situation.

The bargain is going to require bigger concessions on the part of
other countries, but some on the part of us as well. It cannot be
done any other way because a lot of what we are doing is forcing
others to become more autonomous. I think we are encouraging
some of the foreign governments to play even bigger roles by our
periodic reach into their system.

Senator DANFORTH. Senator Bradley.

Senator BRADLEY. Thank you, Mr. Chairman. I would ask to have
a statement put in the record.

I think maybe it’s this last point that you are referring to where
[v’ou say our present array of regulatory executive policies have to

e made coherent if our negotiators are to have any positive results
in trade talks with other governments. We shall have to bargain to
get results, but that will mean change in the United States as well
as abroad. Not necessarily on a reciprocal basis, but certainly in-
volving some degree of adjustment.

What are you referring to there?

Dr. MaLMGREN. Well, such matters as export controls and extra-
territorial jurisdiction. But it can get into other questions such as
protection of software. We have been relying more or less on anti-
quated rules. And we stick with a position that really doesn’t
match even what we ourselves think ought to be done.

The relationship between software and hardware, how much you
embody in a machine that can make something and how much you
send in the form of an instruction from another place, is the ques-
tion of the relationship between software and hardware. Software
is the brain part of what you are telling the machine to do. And if
you have more of that brain in one place than in another, we have
got to think how do we protect the software content internationally
in a more sensible way. We are using copyright laws, but they are
really irrelevant, because this is a much more intricate field than
copying a book or a poem or a music score.

We have to change also the way in which we approach the regu-
latory requirements, the licensing certifications. All of this whole
area is ambiguous and it is handled by people who know nothing
about the world market. We have, in fact, a lot of ignorance domi-

nating policymaking. :
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Senator BRADLEY. I want to read a statement to you and ask if
you agree with this statement.

This country has got to stop treating trade policy as the step-child of forei
policy or domestic economic policy. Put bluntly, we don’t have a trade policy. In the
interdependent world, all of our domestic policies have an effect on industry’s abili-
ty to compete internationally. We have no idea what our myriad of policies for de-
fense procurement, small businesses, subsidies, tax breaks and all of our trade re-
strictions have on the structure of the U.S. industry or its ability to compete inter-
nationally. The divestiture of AT&T is another in a long list of falicy changes which
were taken without considering the implication for trade. Until this country adopts
a more coherent trade strategy, we will be forced to use whatever leverage the Con-
gress can muster on a piecemeal basis to open up the foreign markets.

Do you agree with that?
Dr. MALMGREN. Yes, I think I do. Regarding what you mean by

what Congress can do on a piecemeal basis, I have to see what the
proposals are. But I think that is right.

Senator BRADLEY. Well, they are piecemeal.

Dr. MALMGREN. But, Senator Bradley, I think you and 1 have dis-
cussed this in the past before this committee. Before you came in, I
was describing the court deliberation and the fact that I had laid
out to the court before the 1982 settlement most of these problems
that would arise if divestiture took place without taking into ac-
count other consequences. In my view, the right way to have gone
about it—it’s water over the dam—but what we should have done
was thought through a trade negotiating strategy that was conver-
gent with the restructuring domestically. And there should have
been a timetable that was somehow interactive. We should, at that
time, when trade was smaller, sought to unbind some of the tariffs.
It is already becoming expensive to do this now, as in the idea em-
bodied in Senator Danforth’s proposal.

But we should have been thinking how do we restructure taking
into account the foreign competition. And the courts were well
aware. Justice Department chose to ignore all these issues saying,
well, we are not concerned with that; we want more competition;
we don’t care where it comes from.

Senator BRADLEY. So you basically say that before divestiture
was granted that it should have taken place over a longer period of
time and it should have taken place in conjunction with attempts
to get other markets open. Is that right.

Dr. MaLMGREN. That is correct.

Senator BRADLEY. In your last point you say that we have to stop
devising regulatory, legislative changes affecting our telecommuni-
cations industry without considering international competitive con-
‘sequences. And it's the next sentence that I want to ask about:
“Justice, the FCC, and various executive agencies involved with
trade and finance need to get their thoughts together.” How?

Dr. MaLMGREN. Well, I don’t want to make an organization pro-
posal because they can simply sit down in the same room and ex-
change views. That is conceivable. But in my experience of nearl
20 years with the executive branch and with this committee as ad-
viser in this field, I have yet to know about a case where the Jus-
tice Department listened to anybody on these matters. Nor do I
know of any case where the FCC actually sought the advice of the
trade negotiators or the Commerce Department as to what would

make international sense.
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Senator BRADLEY. So you are suggesting no specific institutional
remedy, but just more talk. -

Dr. MALMGREN. I think it is possible for sensible people, if they
listen to each other, to come to terms.

Senator BRADLEY. But doesn’t that proceed from the top? You are
saying that every administration in the last 20 years hasn't put an
emphasis on the international dimension of communications policy.

Dr. MaLMGRreN. Well, I think correctly spoken, Senator Bradley,
every administration, regardless of party, has failed to interlink
commercial consequences, whether it's telecommunications or
other industrial policies, with our international competitive cir-
cumstances. We made many decisions. For example, in the anti-
trust field, we have often decided to restrain cooperation of two or
more firms, and so the firms have then chosen to go to foreign com-
panies to make a joint venture, pushing our technology out, which
makes no sense whatever. It would have been better to let them
cooperate internally than pushing the technology to another
nation. We have met many examples of this.

But it’s a failure at the top to understand that we need to inte-
grate the international and the domestic in our thinking, and that
most of the traditional thinking on antitrust or on cooperative ac-
tivity in the economy is antiquated at this time.

Senator BrRADLEY. One last question on extraterritoriality. You
say that that is something that we will have to give on. And that
you say that failure to give could be damaging to our longrun in-
tege%t in telecommunications. And could you explain once more
why?

Dr. MALMGREN. Well, let me put it this way. Telecommunications
and computers and the broad information processing interface is
conceived as vital to economic progress in almost every country, be-
cause it’s the new infrastructure, like the railroads were 100 years
ago, to provide productivity improvement to the factory, the farms,
and services. It allows you to develop the newest technologies and
be on line with technologies in other parts of the world. In that
case, then if you feel, as the government—let’s suppose Timbuctu—
the communication system you have, the computers and the infor-
mation processing capabilivy you have, couid be shut down in some
specific areas at some future time by the United States, if you use
U.S. equipment or technology. Tken you bloody well will not use
that technology. You will find somebody else’s, even if it cost more
and it is less good.

There is this problem in other capitals of the world of having the
fear that, later, somebody can reach into what is the heart of your
system, the part that pumps the blood to the rest of the body. And
I think that is a fundamental problem we have to face. That the
more we try to reach into other nations decisions the more we will
frighten off others from using what it is we can reach, which is our
technology—and the more we encourage others to develop their
own autonomous technologies.

So we have a fundamental problem in export controls. We want
to deny our technology to certain parties around the world, but the
process of pursuing that objective is damaging to our own sales

abroad.
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Senator BRADLEY. So that you not only damage the sales of goods
produced in the United States abroad, but you push our own tech-
nologies abroad and encourage other countries to develop their own

technologies.

Dr. MALMGREN. Yes.

Senator BRADLEY. Or to purchase from other countries that are
less likely to interrupt their supply.

Dr. MALMGREN. Yes. I even think we get to the further prob-
lem—it’s more subtle and most companies will not admit to it—but
there are plenty of times when companies that have a base in sev-
eral places—here, Europe and Japan—will think before they decide
to lodge that technology in the United States with a patent or say
this is an American R&D result. They may well decide, well, let’s
just dump a new idea through the international telecommunica-
ticns grid and the computer to some other point and call it a
French invention or a Japanese invention, because that way we
keep out of the American control system. I think that is going on
in some companies. That is not good for America.
~ Senator BRADLEY. It certainly is not. I find that very interesting.

Do you have evidence of that?

Dr. MALMGREN. As I say, most companies don't like to discuss it
because it's not very patriotic, let’s put it that way. But it's a natu-
ral bias in business planning. It's common that companies will do
this. I am aware of it happening, but I'm not at liberty to discuss
it.

Senator BRADLEY. Thank you, Mr. Chairman.

Senator DANFORTH. Senator Grassley.

Senator GrassLEY. I just have one general question. Considering .
the increased market share of foreign competition in our domestic
market, is it possible to delineate—and if it is, then that is what I
would like to have you do—the extent to which increased market
share comes from whal might be generally recognized as superior
technology from abroad as opposed to just our ability to compete
pricewise? .

Dr. MALMGREN. I have looked at the technology in this broad
sector. It’s very broad. I've looked at it with some care over the last
3 or 4 years. I would say that the American technology is generally
superior in most of the areas of telecommunications, computers, in-
formation processing, including the software.

But there are some areas where the technology is converging,
particularly with Japan. For example, in the area of photo optical
transmission, the so-called fiber optic method of transmission, long
wave lasers and fiber optic technology itself, there seems to be con-
siderable progress in Japan, that is, a degree of progress that it is
converging with ours. Maybe even in some respects accelerating
ahead of ours.

Another area is in galium arsenide which is the base for the next
round of chips, and miniaturization of memory. In that area, we
and Japan have made substantial advances recently. But it seems
that Japan can produce in volume a lot cheaper in that area than
we can so far. So there are little areas where Japan is perhaps
pulling ahead. But generally the American technology is superior.

But I don’t think it’s useful to focus on what we most see in our
daily life because that’s a kind of market that is already evolving
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rather rapidly and may even get saturated pretty shortly, such as
consumer premises equipment but rather on the hidden market,
the real guts of the telecommunications network, the transmission
equipment, the switches, the more sophisticated infrastructure of
our economy. In that area I think America is very strong, but for a
few cases. But if we continue to haphazardly develop our policies,
then we will see a stronger and stronger position of Japan in that
wider race. And they will begin to pull ahead in a number of areas.
We are still very strong, and will remain so for a number of years.
But it is very important to remember in this area that scale of pro-
duction and use is very important, not only in R&D development in
the major systems, but in producing something cheap, you need a
very large scale. Just a few companies can service the entire
market in some of the areas that we are talking about. And that’s
something we just haven’t quite reckoned with. The Japanese have
speciulized in volume production: If we can make it, taen let’s
make it in large volume from the start. It's a very different way of
approaching this field than we have and that’s w¥xy they enter our
market real cheap.

Senator GrassLEY. So the answer is that most of the increasing
market share is going to come as a result of their being able to
{)roduce cheaper products or ones that sell here more competitive-
y.

Dr. MALMGREN. In volume. That relates to our pelicy.

By the way, let me just say that in the bargaining area there are
other areas we can use in relation to telecommunications. It has
always been the case that a nation can bargain trade in general for
specific objectives. I have no proposals in mind now, but in a wider
negotiation there are many other kinds of issues that can be
brought up and there is room for bargaining.

So if there were a multilateral trade negotiation starting tomor-
row, there would be plenty of room to bargain. And there would be
room to be difficult in other areas.

That’s why I said that whatever we do, bear in mind there are
some uncomfortable aspects that will affect this sector, and will
cause us to review our own policies. And this will not go down well
with some of the traditionalists

Senator DANrorTH. Thank you very much for your return en-
gagement. As always, you have been very helpful.

Dr. MALMGREN. Thank you very much.

Senator DANFORTH. The next witness is Lionel Olmer, Under Sec-
retary for International Trade, Department of Commerce.

STATEMENT OF THE HONORABLE LIONEL OLMER, UNDER SEC-
RETARY OF INTERNATIONAL TRADE, DEPARTMENT OF COM-
MERCE
Under Secretary OLMER. Thank you, Mr. Chairman.

I have a rather lengthy statement for the record. I would like to
introduce it and make a few brief oral remarks before making
myself available for questions.

We have in our country a great domestic and international tele-
communications industry, one that creates jobs, that is known for
its quality, reliability, and product innovation. Deregulation, which
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we have been pursuing with some vigor in recent years, is going to
increase the value to Americans generally of our telecommunica-
tions industry. Due to the ripple effect, this includes the promotion
of greater efficiencies in workplaces of industries outside of tele-
communications.

Deregulation does bring with it some problems in terms of our
foreign trade interest. Our markets are open and foreign markets
are not. Over time, that is going to reduce the ability of our indus-
try to compete because foreigners will have more sales opportuni-
ties. They will have their own protected markets, and they will
have our already open market which will enable them to develop
economies of scale which will be difficult for our industry to match.

We are today the world’s acknowledged technological leader. And
yet our share of global exports in telecommunications products is
about one-eighth of the total world’s telecommunications. Despite
the fact that looking at the total size of what our companies
produce, we produce nearly a half of all products in the telecom-
munications field.

We only export 7 percent or so of our products, whereas by com-
parison at the other end of the scale, Sweden exports 65 percent.
As you know, our balance of trade went from plus to minus several
hundred billion dollars in the space of 3% years. And with the
trends that I see, especially in Europe, it couf:i well be a negative
$2 billion trade deficit by the end of this decade.

The reasons for our limited exports and the telecommunications
deficit that we are beginning to suffer are not solely due to closed
markets abroad. Our market has been so large that many compa-
nies weren’t tempted to go abroad. They hud no need to. But de-
regulation is spurring product innovation and it is obvious that
U.S. companies have telecommunication products which business-
men in many, many other industries and countries desperately
want.

But their governments are not likely to permit access to new
products absent some powerful inducements that are not yet visible
to me.

The Japanese market is becoming private, and we will have to
watch the process by which it becomes private very, very closely.
We properly claimed a substantial victory when the Japanese Gov-
ernment decided not to do what, in my view, it shouldn’t have at-
tempted to do, by imposing domestic content requirements on for-
eignk participation in the emerging industry of value added net-
works.

For the time being, it seems to me that we have that problem
shelved. But I would be less than candid if I didn't inject a caution-
ary note on that score. For U.S. companies to succeed in Japan—
and there are immense opportunities for them to do so—in areas
indirectly related to telecommunication, in the information sector,
they can do it but they are going to have to work at it very, very
hard, and they will need the backing of the U.S. Government
through thick and thin.

In Europe where the market potential in the aggregate is nearly
as large as the market in the United States, the telecommunica-
tions market in my view is going to remain a closed door to Ameri-
can based corporations. Europe, you must remember, is not a cohe-
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sive market. In total, the European Community accounts for rough-
ly 37 percent of the world volume annually in telecommunications.
But you can'’t look at it only that way. You need to look at 10 indi-
vidual countries that operate very independently of each other.
Collectively, they have an enormous fear of being run over by the
United States or Japan. There is no way, in my view, that the Eu-
ropean Community will open its markets until and unless they
first manage to create a more cohesive European market which
will give them the economies of scale that are necessary to compete
internationally. And pending that great day, which is by no means
assured, they are not likely to look benignly on competitive U.S.
companies seeking access. Indeed, I think a further level of concern
is warranted for what may be done to European based American
companies, even those companies in Europe that provide substan-
tial employment for European workers, that provide immense sums
for research and development to be conducted in Europe, that are
responsible for producing new products and much innovation
throughout Europe. They are not looked upon as European compa-
nies. And in my judgment, they will not be dealt with in a policy
sense as anything other than American based companies because
in the words of a European official with whom I recently spoke—
“the important decisions are made in America. And that’s not good
enough for Europe.”

So what are the options open to the American Government?
Well, we could continue to pursue bilateral negotiations, something
like the NTT agreement, that over the course of time has been of
benefit. Not as much as we would like to have seen, but it is work-

-ing. And ideally, it is going to work even better as long as we can
keep people like Dr. Shinto at its head, and so long as American
companies increase their efforts to become Japanese-like in trying
to sell into the Japanese market.

Well, we can pursue the bilateral route with other governments.
But as I have said, I believe that will be a near wasted opportunity
in Europe. We could continue to press on trying to get other gov-
ernments to join the Government Procurement Code. The Europe-
an telecommunications. entities are govzrnment-owned monopolies;
they are fat. They may not be happy, and some of them may not be
dumb, but they are not likely to agree—they haven't so far—to re-
ge?ited requests that they sign up for the Government Procurement

ode.

So there is the bilateral route and there is the continuing effort
to pursue the Government Procurement Code. A third option is
work with you and your committee in crafting a bill, like the one
you have introduced, that is in keeping with our international obli-
gations and yet does the job. And the job, I would like to say, in
closing, Senator, the job is to provide equivalent market opportuni-
ties for what is a great industry that has well served America and
the world in terms of technology and products and job creation.

Thank you.

Senator DANFORTH. Thank you, Mr. Under Secretary, very much.

[The prepared written statement of Under Secretary Olmer fol-

lows:]
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STATEMENT OF LIONEL OLMER, UNDER SECRETARY OF INTERNATIONAL TRADE,
DEPARTMENT OF COMMERCE

INTRODUCTION

Mr. Chairman and members of the subcommittee, I am pleased to be here today
to participate in these hearings on the very important issue of trade in telecom-
gggi’rcations products and market access problems related to the divestiture of

Under President Reagan’s leadership, we are in the midst of the deregulation of
our telecommunications industry. We seek to minimize government involvernent
and place maximum reliance on private enterprise and initiative. We continue to
believe that the best way to enhance technological innovation and effeciency is
through competition by the private sector with the least possible government inter-
vention. In other words, free trade by firms competing against each other fairly.

Today, more than ever, the telecommunications industry plays a central role in
the current high-technology revolution: it is emerging as a centerpiece of our post-
industrial economy. But the future well-being U.S. telecommunications firms operat-
in%‘in the international marketplace is increasingly uncertain.

he divestiture of AT&T and other related administrative decisions to promote
market competition in telecommunications were a response to domestic consider-
ations and not in contemplation of international trade developments. However, the
worldwide growth of the telecommunications sector along with increased competi-
tion in our domestic market is forcing us to come to grips with the realities of com-
parative market access between the major trading nations.

TELECOMMUNICATIONS TRADE

The current world market in telecommunications products is over $50 billion and
is expected to reach $90 billion by 1990, according to industry and U.S. Department
of Commerce estimates. Challenging U.S. manufacturers for these stakes are foreign
firms, most of whom enjoy protected home markets through government-run postal
telephone and telegraph agencies [PTT] or similar monopolies that control the pur-
chase of equipment through certification procedures, licenses, standards, and other
requirements which often constitute insurmountable barriers.

ne direct consequence is an imbalance in the trade of telecommunications equip-
ment. Ironically, less efficient producer countries, largely because of market restric-
tions at home, often enjoy the greatest trade surpluses. Despite being the world's
technological leader and strongest performer under competitive conditions domesti-
cally, the United States has historically enjoyed the smallest trade surplus, as a per-
centage of production of communications equipment, of any major OECD country.

Even though the United States produced nearly half of the world’s total produc-
tion, our share of global exports is only about 13 percent. Japan exports 20 percent
of the total, while West Germany at 17 percent and Sweden at 16 percent control
larger shares of the world export market than the United States.

To put this in clearer perspective, exports as a percentage of total production indi-
cate even greater disparities. Sweden exports 65 percent of its total production, The
Netherlands 38 percent, Japan 16 percent, Canada 15 percent, while the United
States lags with 7 percent.

Over the last 3 years, the American position in communications trade (SIC 3661,
3662) was weakened perceptibly. Though exports have grown at only 9 to 10 percent
per year, a continuing surge in imports at an average annual rate of 25 percent has
eliminated the U.S. surplus. Our trade balance has declined from a $1 billion sur-
plus in 1980 to a deficit that may reach $300 million in 1984 (based on first quarter
1984 data). In first quarter 1984, imports of basic telephone equipment (SIC 3661)
were almost double the first quarter 1983 level.

Much of this deficit can be attributed to Japan, Taiwan, and Hong Kong. Our
largest trade imbalance is with Japan where the deficit will exceed $1 billion in
1984. Our combined trade deficit with Taiwan and Hong Kong jumped from $203
million in 1982 to $511 million in 1983.

This slide in our telecommunications trade balance certainly reflects some of the
same factors affecting our overall trade problems, such as the value of the dollar.

Nonetheless, there are unique factors that are more critical to this sector. Since
the Carterfone decision in 1968, the interconnect market in the United States has
become steadily more open. At the same time the major foreign interconnect mar-
kets have opened up at a much slower pace, if at all. This situation is being com-
pounded in 1984 with the divestiture of AT&T. What really concerns us is that the
growth in imports in the past 3 years doesn’t yet retlect divestiture. Beginning this
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year, imports of major systems with considerable technological content will now
begin to enter the United States in large numbers. The newly divested Bell operat-
ing companies, for example, have begun purchasing significant amounts of foreign
equipment. This could result in a multibillion dollar trade deficit in telecommunica-
tions in a few years.

I think it is also important to clearly state that U.S. firms in this industry have
world-class competitive products. They do not need the establishment of trade bar-
riers at the U.S. border in order to thrive. However, in spite of having competitive
and frequently superior products they are locked out of key markets. Over time, if
they are limited to the U.S. market while foreign firms can compete in both protect-
ed home markets as well as in the United States, our firms may lose their current

standing.
JAPAN

The Japanese Telecommunications Industry poses the greatest national competi-
tive challenge to American Manufacturers. As the second largest single telecom-
munications market behind the United States, and with 38 percent of U.S. imports.
Japan has succeeded in fostering, as a matter of national priority, the rise of highly
efficient and technologically sophisticated telecommunications capability. As in the
case of computers, robotics, and semiconductors, this was accomplished by achieving
control over their domestic market, then by moving aggressively into the interna-
tional picture through trade and foreign investment.

The principal mechanism used to encourage Japan’s progress in telecommunica-
tions has been the national service monopoly. Nippon Telegraph and Telephone
[NTT] Corporation. Japanese equipment suppliers—known in the industry as the
NTT “family of corporations”’—engaged in controlled competition to provide NTT
with its equipment needs. Helped by shelter from the challenge of foreign competi-
tion, Japanese companies have reached world scale levels. Now, this relationship
with NTT is less a factor; while still influential in setting standards and specifica-
tions as well as being a source of technology. NTT now accounts for a minority of
telecommunications purchases.

Our f)rincipal negotiating goal with Japan in this area has been to increase sub-
stantially our export of telecommunications equipment. Four years ago the NTT
agreement was negotiated with the hope of expanding our telecommunications trade
in Japan. There's no question that the environment for selling to NTT today is
much improved over what it was prior to 1980 and you have to point to the NTT
Agreement as central to that progress.

In 1983 NTT increased its contracts from U.S. suppliers to $140 million from $40
million in 1982. Because of this and explicit NTT commitments to treat United
States and Japanese firms equally in all its R&D activities and make more attrac-
tive the commercial benefits of seﬁing to NTT, the Administration decided to renew
this agreement this past January. We have also begun discussions of telecommuni-
cations issues in the United States-Japan High-Technology Working Group and are
continuing to press the issues of telecommunications satellites and value-added net-
works in several United States-Japan forums.

Some questions exist, though, about whether the NTT Agreement will ultimately
provide the United States with equivalent market access to Japan’s telecommunica-
tions market.

NTT represents a smaller and smaller segment of the overall telecommunications
market—only 35 to 40 percent (approximately $2 billion in 1983). As such, NTT's
relative importance as the “window” to the overall Japanese market is diminishing.

Out of the nearly $140 million in 1984 contracts to NTT, only about $30 million
can be considered typical telecommunications equipment that involves repeat busi-
ness. We have not yet had success in selling sufficiently large amounts of equipment
that is part of the functional Japanese telecommunications network. Given certain
extraordinary efforts by NTT to buy and U.S. efforts to sell U.S. equipment in 1983,
it is an open question whether NTT will increase substantially the value of their
purchases in 1984.

And finally, Japan is now in the midst of privatizing NTT and appears interested
in encouraging competition. While this is a welcome development, it’s unclear how
U.S. competitors will fare, especially while Japanese national objectives butt heads
with market forces. The best example is in communication satellites where market
forces would have Japanese companies buying cheaper and better U.S. systems but
Tokyo wants to dictate purchases of Japanese products that support the national
commitment for the development of space-related technology.

38-521 O-—84——3
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In sum, while our goals in Japan are clear, success is not by any means assured.
The question is: can we rely principally on the NTT Agreement as a means of ob-
taining market access at a time when Japanese sales to the U.S. of electronic-based
products now exceed $14 billion while we sell only $2 billion to Japan.

EUROPE

Collectively, Western Europe represents the second largest potential telecommuni-
cations market with about 37 percent of the world's equipment market.

However, telecommunications policies for the 10-member collective should be
viewed as distinct from individual national policies. Earlier this month the EC Com-
mission approved a new telecommunications initiative for creating and stimulating
a Community-wide market for telecommunications. While implementation would be
a large step forward in the Community's attempts to improve the environment of its
high technology industries. It remains to be seen whether such a proposal will be
able to overcome the deep division in many member states and most 's on the
formulation of such an E(gwide policy.

. Most European telecommunication markets are dominated by government postal
and telecommunications organizations which have monopoly control of telecom-
munications equipment and services. Largely due to the entrenched nationalistic at-
titude toward competition. U.S. companies face limited access in many countries. In
France, for example, CIT-Alcatel/Thompson provide all of the central exchange
equipment and 70 percent of transmission equipment for the French PTT. Overall,
French companies supply over 70 percent of the French interconnect market in ad-
dition to their share of the French PTT which is nearly 100 percent. Little doubt
exists that market access to the French telecommunications market is nearly non-
existent and presents an impenetrable barrier to U.S. suppliers more so than that of
any other country including Japan.

While the interconnect market in West Germany is more open. We are concerned
that the Bundespost is not progressing toward greater liberalization and in fact is
working with the French to the detriment of other competitors. This is evidenced by
their deal with the French toward establishing a Franco-German set of standards
for the cellular radio system. This will effectively limit their markets only to French
and West Geman National firms.

On the other hand, in the United Kingdom we continue to see some moves toward
liberalization. In July 1979, the traditional U.K. monopoly structure changed per-
mitting a separate corporation called British Telcom [BT] to concentrate on telecom-
munications and leaving the British Post Office to handle mail and the banking
services. By passing the British Telecom Act of 1981 London also open the way for
competition in telecommunication services. For example, under this law private
firms can be licensed to Erovide services using BT’s network and private firms will
be permitted to sell telephone equipment directly to customers.

CANADA

The proximity of the Canadian market makes it one of the most attractive to U.S.
firms. And Canada is one of the few countries that is encouraging some competition
in its domestic market. Unlike other countries where state monopolies dominate
markets. The Canadian telecommunications industry consists of a mix of private,
governmental and joint private-governmental corporations.

Like the United States in its predivestiture period, Canadian telephone services
are vertically integrated with equipment manufacturing companies linked to tele-
phone operating companies. The Canadian telecommunications sector is more open
than other major supplying countries. However, the vertical integration, plus the
17 percent tariff of most telephone equipment, results in an effective trade barrier

to U.S. firms.

NEWLY INDUSTRIALIZED COUNTRIES [NIC'S]

A good portion of our growing trade deficit in telecommunications is attributable
to rapid imports from several newly industrialized countries, especially Taiwan and
Hong Kong. Besides Brazil and its restrictive informatics policy, these countries do
not appear yet to pose market access problems for U.S. industry. Most countries do
not have manufacturing capabilities beyond low-cost, slandardized equipment—for
example, cheap hand-held telephone sets which make up most of our deficit with
Hong Kong and Taiwan. As a result, they purchase most of their systems from for-
eign suppliers. Because most of these purchases take on a major projects emphasis,
one of the largest issues for success in competing with Japanese and European com-
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petitors is export financing—either subsidized or at below market rates. However,
we are concerned that some of the NICs might try to imitate Japanese industrial
targeting, and in the process limit U.S. imports.

DANFORTH BILL

The Telecommunications Trade Act of 1984 now being reviewed by this subcom-
mittee recognizes the two major considerations in reviewing the trade situation in
telecommunications products. First, imports are increasing at a very fast rate which
will not recede absent intervening forces; and second, we have a lack of market
access in our principal competitors’ markets—Europe and Japan. In short, com-
pounded by the AT&T divestiture and other administrative actions, the disparity in
market access between the United States and other countries is undeniable. Conse-
quently, U.S. telecommunications firms may find themselves at a competitive disad-
vantage because they do not have an insulated domestic demand. More critical how-
ever, is the fact that U.S. firms that are excluded from global markets may find
themselves with relatively fewer funds available for R&D, and an inability to learn
by participating in overseas markets compared to their foreign competitors who
have access to both home markets and the U.S. market—the world’s largest.

While recognizing that this is a troublesome situation, we also realize that we
have some tools at our dirposal to open fo.cign telecommunications markets. One is
to press forward with bilateral negotiations such as those that produced the NTT
agreement.

The Government Procurement Code, while a vehicle for liberalizing the procure-
ment policies of PTT monopolies, has not been applied to date. Beginning last year
we again pressed for renegotiation oi' the Procurement Code to include telecom-
munications entities but this was rejected out-of-hand by most governments, espe-
cially the EC. The force of technological change will inevitably cause a degree of
liberalization, but this is likely to be a lengthy process. It remains to be seen wheth-
er hungry customers can overcome the fat and powerful monopolies which are tradi-
tionally resistant to change.

Unless U.S. industry obtains equitable access to foreign markets, the full benefits
of liberalization of the U.S. market will not be realized. The most pressing challenge
before the administration, then, is to secure access. We are seeking industry’s advice
on this matter. I look forward to continuing our work with the Congress and this
subcommittee in developing meaningful and workable approaches to this very seri-

ous problem. Thank you.

Senator DANFORTH. You have looked at the ITC study?

Under Secretary OLMER. Very briefly.

Senator DANFORTH. The same with me.

Under Secretary OLMER. I have one comment I could make about
it, sir, that I do recall from memory. I do think it undervalues the
prospects for foreign competition in sophisticated product areas. I
believe that’s a serious worry. The report from the ITC, seems to
me, to minimize the significance of increasing imports of products
at the higher end of the technological spectrum.

Senator DaNFoRTH. Well, I agree. I think that the ITC report
points to the problem but understates the nature of the problem
that you in your testimony point out. It is much more significant.

The ITC report tends to indicate that we are very good, we are
very competitive, and U.S. competitiveness is going to save the day.
I take it that you don’t necessarily agree with that.

Under Secretary OLMER. If our companies are permitted the op-
portunity to remain competitive, I would. But I don’t think they
will be so enabled because of the intervention of foreign govern-
ments.

ng.engtor DANFORTH. And, therefore, what does that say for U.S.
policy! '

Under Secretary OLMER. It says we need some new policies. To
me it says we need some new policies. I just returned from Europe,
as you may know, and attended a conference on high technology in
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information industries, where a number of European company rep-
resentatives and government officials were in attendance and
where I had some extensive conversations. More than listened to
the speeches; I read them afterward. There is a common thread
that runs through every single one of them. It impressed me to no
end to come back and reflect on it; that common thread is an over-
whelming apprehension for what America can do to Europe’s
desire to gain competitiveness in this emerging area that is so criti-
cally important not just to one industry or one sector, but to entire
countries. And because of that, they are not likely to be amenable,
short of a large stick, to opening markets just in the interest of
pursuing the ideal of free trade.

Senator DANFORTH. Is the administration endorsing my bill?

Under Secretary OLMER. We are in the process of working it

over, Mr. Chairman. (Laughter.]
Senator DANFORTH. Thank you.
Well, this isn’t a hearing on the bill. We are going to have one.

Nothing in that bill is in concrete as far as,] am concerned. But 1
do think it’s necessary to have leverage to open up other markets if
we are going to be open ourselves. It's beyond my understanding to
find that we have any leverage right now.

Under Secretary OLMER. Mr. Chairman, some European govern-
ments and companies in those countries have excellent small com-
panies, and some large companies which could be competitive in
the European market if they were allowed to sell to other Europe-
an PTT’s. But they are not. They see the American market as their
opportunity to develop economies of scale since they can’t gain
market access in Europe. So what I see is sort of a conversion. The
inability to alter in any substantial way in the near term European
policy, while our policy has been set—we have a deregulated indus-
try. We are encouraging competition. We believe that that creates
more technology and jobs and innovation and so on. And it does.
But over time, given the subsidization of those foreign govern-
ments, especially in Europe, and the fact that many of them today
are excellent companies—they really are very good—many are in-
terested in buying American technology. They are interested in
joint ventures In order to obtain the latest state of the art technolo-
gy that they can’t afford to develop themselves because they don’t
have a large enough market. And then it’s no surprise after which
they very much want to sell into our market. And as it presently
stands, they are able to do just that.

Senator DaANFoRTH. Do you think that whatever we do by way of
changing our strategy, improving on our tools to deal with the situ-
ation should be done pretty quickly?

Under Secretary OLMER. I don’t think we have a lot of time. The
company plans of several smaller scale European firms I have
looked over, leads me to believe they know exactly where they
want to go in America and how to get there and realize that the
policy framework exists. They are uncertain about their own gov-
(Iegmment, and they are uncertain about the other governments in

urope.

Senator DANFORTH. As you have noticed, Congress is not exactly
proceeding with the olympic-like speed in trade legislation this
year or, indeed, in many other areas. But if this is something
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which is important, and if it is something which must be addressed
legislatively, and if time is of the essence, my hope would be that
we could be ready first thing for the next Congress in introducing a
bill which would be supported by the administration which would
address this situation. It seems to me that if we don’t provide an
adequate claimant for the telecommunications industry, we are
really creating great damage in the one area where we should be
ve{;' competitive.

nder Secretary OLMER. Mr. Chairman, in 1979, the European
Commission made a proposal to set aside 10 percent of the 10
member state PTT annual procurement into sort of a collective
pool which other member states would be allowed to bid on. That
1979 initiative is about to expire. Well, it did expire in 1983, and
there wasn’t one single example of it ever having been used. I
merely cite that as one revealing instance of the inability of the
Europeans to come together among themselves. And I'm afraid
that they are seeing through the process of deregulation in Amer-
ica and through the wonders that have occurred in the last year
and a half in our economic recovery, and the attention that the job
creating aspects of America has received in Europe, I'm afraid that
they believe the time is not only right, but it’s fast running out.
. Senator DANFORTH. Thank you, Mr. Secretary.

Senator Grassley.

Senator GrassLEy. I guess I'm pessimistic about whether or not
there will be a long-term strategy, if there is a strategy, to make
the necessary changes or to bring the pressure to bear that will. I
hope that there is, but quite frankly we have been so namby-pamby
in the way that we have approached competition and the necessar
negotiations that go on, never willing to back up what we say wit
a strong enough stand—and I think it’s because we don’t have
enough of an overall policy. It seems like we are always trying to
put out trade fires. Congress is always running there with the
bucket full of water. If we use a hose, the hose isn’t long enough, or
there isn’t enough water pressure. We never quite get the job done.
And I just wonder if we thought enough about an overall trade
policy. I know that in 1981 and 1982 I made a suggestion for an
economic trade summit in which we would have the best people in
our country from academia, labor, business, government, and agri-
culture get together to establish an overall trade policy similar to
what had been done under the Williams Commission. And that
wasn’t really taken very seriously or given very serious consider-
ation.

But it we don’t have some sort of an overall strategy—not just in
telecommunications but in everything—we are going to have to re-
solve these approaches through hearings like this, through legisla-
tion like Senator Daniorth has brought up a little bit tco late. We
always seem to be catching up.

And for the professionals within Government that hang around
from administration to administration that want Ame.ica to take a
second role, they are somehow dragging their feet, and it seems
like they always win out. And that is why we always look like a
paper tiger in international trade. So it seems to me like not only
in telecommunications but in so many things in foreign trade we
are going to have to get our act together and have an overall strat-
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egy or we are always going to be having a brush fire to fight. If you
want to comment, {would be happy to have you react, even if you
disagree with me. But you don’t have to. It's just an observation
that I want to make for the record.

Under Secretary OLMER. Well, thank you, Senator Grassley, for
the opportunity to solicit your support and that of the chairman
for the administration’s effort to reorganize our trade policy appa-

ratus.

[Laughter.]

Under Secretary OLMER. That will also be a matter of first priori-
ty when the Congress returns in January.

Senator GrassLEY. Well, if we have got to get a new bureaucracy
before we can have a new trade policy, instead of just being behind
in telecommunications, we will be behind on everything. I think we
have got to have a policy that is comprehensive.

Under Secretary OLMER. We have done, I think, a fair to good job
in the instance of Japan in the area of telecommunications. It re-
mains to be seen whether I will be proven right. Only circum-
stances that are reflected in sales by American companies and in-
vestment companies will prove that. But we have established a
framework. And the way we did it was through an intensive effort
that involved the entire administration. I have been sort of nega-
tive on the European Community and maybe I have allowed my
recent experience to overwhelm what might otherwise have been a
more optimistic outlook—but in the instance of Japan, the pros-
pects were not good. And yet I'm absolutely convinced that many
companies in Japan, many companies outside of the telecommuni-
cations area very much want foreign products because they realize
that there is greater product innovation abroad than there is do-
mestically, and they will begin to put pressure on their own gov-
ernments.

My written testimony has a sentence in there that suggested
that too will be a factor in Europe, but it remains to be seen as to
whether it will happen fast enough. I don’t for 1 minute think that
market forces alone are going to solve this problem. They won’t. If
they were allowed to, they would. The fact is that governments
abroad are not going to permit them to work.

We were successful in the instance of Japan because we did
make a full court press. And I think we need to do the same thing
elsewhere. We may have a similar opportunity.

Senator GrassLey. One clarification. My observation was based
upon not just this administration but over a much longer period of
time. In fact, I guess you can look at some areas where there is
some benefit from strong approaches that have been taken. But I
still think we lack an overall strategy—maybe there is one there,
but I think the point of the overall strategy, if there is one, ought
to be made more clear because I don’t think it’s understood at least
in the agricultural groups in my State that are so concerned about
foreign trade.

Senator DANFORTH. Thank you, Senator Grassley.

Secretary Olmer, thank you very much. And I want you to know
that I very much hope that you will be back at the time of the con-
vening of the next Congress, still in the Commerce Department,
pressing for those good ideas which the administration has on
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international trade, and maybe even those ideas which are not

quite so good.
Under Secretary OLMER. Thank you, sir. Like-minded people will

be back.

Senator DANFORTH. Next we have a Panel consisting of Wayne
Weeks, president of AT&T Technologies’ Network Systems Greup,
New York; Mr. John J. McDonnell, Jr., group vice president, Tele-
communications Group, Electronic Industries Association, Wash-

ington, DC.

STATEMENT OF E. WAYNE WEEKS, PRESIDENT, AT&T
TECHNOLOGIES’ NETWORK SYSTEMS GROUP, NEW YORK, NY

Senator DANFORTH. Mr. Weeks, thank you for being here.

Mr. WEeks. My name is Wayne Weeks and I'm president of
AT&T Technologies’ Network Systems Group. We design, manufac-
ture, and install switching, transmission and cable, and wire prod-
ucts. Now while we are still, as most other people are, studying the
commission’s report in detail and expect to file comments at a later
date for the record, this morning I would like to briefly present my
perspective and concern on the basic issue being brought into the
focus through the efforts of this committee.

The issue, as I see it, is whether the court and commission or-
dered restructuring of the telecommunications industry has created
significant trade problems for the United States. And in my opin-
ion, it has.

Conditions favorable to entry by foreign producers first occurred
for customer premise equipment, as we have heard earlier today,
with the result that we are all familiar with. And furthermore, we
are familiar with the strategy of first entering the United States
with lower cost products, and then building on this base to sell
more complex and sophisticated equipment. Conditions for major
competitive inroads by foreign suppliers now exist for network
products also. And logic tells us that these conditions will be ex-
ploited in the same way that they were for customer premise
equipment.

For network products such as switching and transmission sys-
tems, the full impact of recent changes in the marketplace have
not really had a chance to be felt. But even before divestiture, we
were seeing significant activity in some product areas. Among
these were digital switches, light wave systems and digital radio
systems. And our figures project sales of network equipment by for-
eign based companies to be a billion and a half dollars in 1984.
That’s a 30 percent increase over 1983. And then a potential 300
percent growth over the next 5 years.

Thus, our projections are that the experience with customer
premise equipment will be repeated in other telecommunications
product areas. What we have seen so far is just the beginning.

Now our foreign based competitors are free to export their prod-
ucts to the United States, to acquire U.S. firms, or set up shop and
manufacture here themselves, all without substantial ir..pediments.
And in selling here, they are not hobbled, as AT&T is, by the struc-
tural separation requirements of the FCC’s “Second Computer In-

quiry.”
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But what is particularly frustrating to us is our lack of a corre-
sponding ability to fairly compete in their home countries because
of tariff and significant nontariff barriers to trade and investment.
For example, we have found that the price of entry in many coun-
tries is the sharing of our proprietary product and manufacturing
technology. Our experience, is that these barriers are real and sig-
nificantly affect our ability to compete abroad.

This situation I have described has clear and disturbing implica-
tions for our Nation’s technological leadership and balance of
trade. We favor free trade, but notice that it does not prevail. For
that reason, we strongly support initiatives such as the Commis-
sion’s report, but we are concerned that it does not reflect all of the
effects on trade in network products, not all of the effects that we

perceive.
However, our hope is that the report will focus attention on the

need for action to achieve an international free trade environment.
That’s the end of my statement, Senator, and thank you very

much.
Senator DANFORTH. Thank you, Mr. Weeks.
[The prepared statement of Mr. Weeks follows:]

STATEMENT OF E. WAYNE WEEKS, JR., ON BEHALF oF AT&T TECHNOLOGIES

My name is Wayne Weeks. I am president of AT&T Technologies’ Network Sys-
tems Group. We design, manufacture, and install switching, transmission, and cable
and wire products.

We are still studying the Commission’s Report and expect to file comments for the
record later on. Today, I would like to briefly present my perspective and concerns
on the basic issue being brought into focus through the efforts of this Committee.

That issue, as I see it, is whether the court- and Commission-ordered restructuring
of the telecommunications industry has created significant trade problems for the
United States. In my opinion it has.

Conditions favorable to entry by foreign producers first occurred for customer
premises equipment—with results with which we are all familiar.

Conditions for major competitive in-roads by foreign suppliers now exist for net-
work products also. Logic tells us that these conditions will be exploited in the same
way.

Furthermore, we are familiar with the strategy of first entering the United States
with lower cost products, and then building on this base to sell more complex and
sophisticated equipment.

For network products, such as switching and transmission systems, the full
impact of recent changes in the marketplace have not really had a chance to be felt.
But even before AT&T divestiture, we were seeing significant activity in some prod-
uct areas—such as digital switches, lightwave systems and digital radio systems.
And our figures project sales of network equipment by foreign-based companies to
be a billion and a half dollars in 1984 —a 30-percent increase over 1983—with poten-
tial 300-percent growth over the next five years. Thus, our projections are that the
experience with customer premises equipment will be repeated in other telecom-
munications product areas. What we have seen is only the beginning.

Our foreign-based competitors are free to export their products to the United
States. acquire U.S. firms, or set up shop and manufacture here themselves—all
without substantial impediment. And in selling here they are not hobbled, as AT&T
is, by the structural separation requirements of the FCC’s Second Computer Inquiry.

But what is particularly frustrating is our lack of a corresponding ability to fairly
compete in their home courntries because of tariff and nontariff barriers to trade
and investment. For example, the price of entry in many countries is a sharing of
our proprietary product and manufacturing technology. Our experience is that these -
barriers are real, and significantly affect our ability to compete abroad.

This situation I have described has clear and disturbing implications for our na-
tion's technological leadership and balance of trade.

We favor free trade, but notice that it does not prevail. For that reason we strong-
ly support initiatives such as the Commission’s Report. But we are concerned that it
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does not reflect all of the effects on trade in network products that we see. However,
our hope is that the Report will focus attention on the need for action to achieve an

international free trade environment.

STATEMENT OF JOHN J. McDONNELL, JR., GROUP VICE PRESI-
DENT, TELECOMMUNICATIONS GROUP, ELECTRONIC INDUS.
TRIES ASSOCIATION, WASHINGTON, DC

Senator DANFORTH. Mr. McDonnell.

Mr. McDonNELL. Thank you, Senator.

As you are aware, the Telecommunications Group of the Elec-
tronic Industries Association has endorsed the Telecommunications
Trade Act of 1984. And we look forward to addressing some of the
issues raised by that legislation at a subsequent hearing.

Today we would like to discuss the trade impact of the AT&T di-
vestiture and the future of international trade in telecommunica-
tions equipment. Just like AT&T, the Telecommunications Group
advocates and promotes the opening of world markets. Our indus-
try is a world leader technologically and to the extent that world
trade barriers are reduced, our member companies can naturally
benefit from increased sales opportunities. Therefore, we have con-
sistently opposed protectionism and protectionist measures in the
United States and abroad.

We have been able to review and comment on the trade hearings
that were conducted by the International Trade Commission, and
our statement for the record goes into some depth in analyzing
some of their comments.

But in analyzing the impact of divestiture on the U.S. market,
we feel as you have indicated, that they grossly understated the sit-
uation as it exists today. For one thing, when we look at the statis-
tics which they so accurately have gathered and pointed out in
their report, we see a completely different picture than the one
which they portray in the report.

For example, when we look at the same period 1978 to 1983,
which they analyzed, we see a growth of over 600 percent in im-
ports, a number which doesn’t appear to show up any place in the
report, but which can be readily calculated from the tables. By con-
trast, our exports grew by only 57 percent. Now, obviously, this is
not due to divestiture. The opening of our market started some
years ago. Divestiture is just the latest in a long series of decisions
which has resulted in the opening of the market.

We have also heard comments today that the balance of trade in
1983 reversed for the first time in this high technology area. The
other area that they don’t seem to have addressed in the report is
what the Bell operating companies are doing in terms of determin-
ing who their equipment suppliers will be in this post-divestiture
era. There is a statement in the report that indicates they don’t see
any major impact and that the Bell operating companies will con-
tinue to purchase from AT&T. And yet on April 9, there was a
chart published in Communications Week which indicates that of
all seven operating companies six have selected foreign firms as
one of their suppliers for PBX equipment. And, in fact, one has se-
lected all foreign firms. Each of themn selected at least three suppli-

ers.
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Now if that is not going to have a major impact on the post-di-
vestiture scenario of the telecommunications industry, I'm not sure’
what will.

You have already heard comments about what the impacts
would be on post-divestiture overseas. By opening our markets and
creating economies of scale for our foreign competition, we can
expect that they will be more competitive in the markets in which
we both compete, namely the less developed countries. o

The second area that we would like to address today is the area
of the foreign market for telecommunications. You have heard tes-
timony that the foreign market is closed. The ITC report gives us
some figures that tell us just how closed it is. They analyzed eight
foreign countries where the market is $21.5 billion. If you read
through all their figures, they don’t state it, but you will find that
we got half a billion dollars in those eight countries. And if you
analyze it even further, you will find that the half billion went pri-
marily to the private sector. Virtually nothing to the public sector.
This tie that I'm wearing was given to me in November by the
German Bundespost. I suggest it may be the only thing an Ameri-
can communications company got from the German Bundespost in
1983. I can assure you it was the only thing my company got.

I have just joined EIA after 3% years as vice president of inter-
national operations for a U.S. data communications company, and I
still bear all the scars of the international trade battles.

The biggest problem that we have overseas is that the PTT'’s
maintain a monopolistic market and only in certain countries do
they even open the private sector. And the trend is getting worse.
In the European common market where they have closed telecom-
munications one to another to favor their own domestic industries
there is a move afoot to open it, but only to the other European
countries. The French minister of the PTT stated in April and was
quoted in Le Monde that this should be a major priority of the Eu-
ropean Community—to open the market so that they can develop
economies of scale which will enable them to compete with Ameri-
can and Japanese companies in the countries in which we mutual-
ly compete.

That brings us to the final segment of international trade, which
is the less developed countries that don’t have their own telecom-
munications industry and purchase from Europe, Japan, Canada,
and the United States.

Here I'm afraid the U.S. Government must bear some responsi-
bility as part of the sales prevention team. The handicaps that we
endure in competing with foreign countries are numerous, but just
to isolate a few that we found most burdensome is export financing
at below market interest rates to finance overseas projects, a very
common practice that foreign governments practice on behalf of
their domestic telecommunications industry; subsidized and joint
research and development activities. That is quite legal overseas,
but here prohibited by antitrust laws.

The linking of government aid measures, such as providing aid to
developing countries which purchase equipment from the nation
extending the aid. A tying arrangement, which again, in this coun-
try is illegal per the antitrust laws.
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So we go into these less developed countries literally with our
hands tied behind our backs. In fact, it's remarkable that we have
achieved the kind of success we have. And it really is attributed to
the one thing that we will agree with in the ITC report, and that is
that the U.S. telecommunications industry continues to maintain
its technological superiority, and that’s the only basis on which we

can compete.
Thank you.
Senator DANFORTH. Thank you, sir.
[The prepared statement of Mr. McDonnell follows:]
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STATEMENT OF JOHN J., MCDONNELL
Group Vice President
Te lecommunications Group
on behalf of the
TELECOMMUNICATIONS GROUP OF THE

ELECTRONIC INDUSTRIES ASSOCIATION

Mr. Chairman, I am John J. McDonnell, Group Vice President

of the Telecommunications Group of the Electronic Industries
Association., I am testifying today on behalf of the Telecom-
munications Group, which represents 68 U.S. producers of
telecommunications equipment. I appreciate the opportunity to
appear hefore you today.

As you are aware, the Telecommunications Group has endorsed
S.2618, the Telecommunications Trade Act of 1984, and I look
forward to addressing some of the issues raised by that
legislation in a subseqguent hearing. I am here today to discuss
the trade impact of the AT&T divestiture and the future of
international trade in telecommunications equipment. A number of
recent studies have addressed these issues, includiny, most
recently, a study prepared by the U.S. International Trade
Commission at the request of the Committee on Finance. The
various studies have arrived at a range of rather diveryent
conclusions, which underscores the difficulty of predicting the
impact of a market restructuring as sweeping as that which is now
underway as a result of the breakup of the Bell system, At the
risk of adding still further to the cacaphony of opinion, I would
like to offer my own views on the subject,

The Telecommunicstions Group supports the opening of markets
in the U.S, and abroad. Our industry is a world leader tech-
ralogically, and to the extent world trade barriers are reduced,
our member companies naturally benefit from increased sales
opprrtunities. Accordingly, we have consistently opposed

protectionism and protectionist measures in the United States and
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abroad. In a world characterized by free trade, we would welcome
the hreakup of the Bell system without reservation as a market

opening measure creating new opportunities and a more competitive

environment for our companies. However, untortunately, we are at

present, practically alone among the developed countries in
having created an open market for telecommunications equipment -~
the domestic markets of our major international competitors are,
with a few exceptions, largely closed to foreign sales,

It is against this background that the AT&T divestiture has
occurred, We have, in effect, largely completed the process of
opening our .own market unilaterally, while our major rivals'
markets remain wholly or largely closed. In my view, the
existing imbalance in reciprocal opportunities has been
exacerbated hy the divestiture, and that fact holds signiticant

implications for our long run trade performance in this sector.
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I. The International Trade Consequences of Divestiture

The hreakup of the AT&T system is resulting in a substantial

further opening up of the U.S. telecounications equipment market,

which was already one of the most open in the world. In etfect,

we have opened our own market unilaterally while the markets of
our principal international competitors remain largely closed to

our products, particularly with respect to core technology items

such as switching and transmission equipment., We believe that

this unilateral openingrhas had and will continue to have an
impact on trade in telecommunications equipment -- specifically,
we think that it will result in a sharp increase in import volume
and import share of the U.S. market, and that if anything, it

will have a negative effect on U.S. firms' export performance.

A,  Impact of the Divestiture on the U.S, Market

We think that the biggest single trade-related effect of the

divestiture will be on the volume of telecommunications equipment

imports into our own market. Imports reached an all-time hiyh of

approximately $2 billion last year, nearly double the 1982 total,
and over five times the total for 1978, We believe that the
divestiture will accelerate this trend.

The breakup of the AT&T system cannot be looked at in
isolation -- it is in fact only the most recent in a series of
judicial and regulatory actions which have progressively openea
up the U.S., telecommunications equipment market to toreiyn
suppliers. A series of FCC actions in the 196Us ana 1970s

allowed non-Bell equipment to be connected to the public switched
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telephone network (PSTN) -~ and as a result, imports of products
such as telephones, modems, telephone answering machines, and
PBXs have incrased substantially. At the same time, U.S.
equipment producers increased their export volume, but not at

nearly the same rate at which the volume of imports was
growing. In significant part, this reflected the fact that most
foreign markets which had their own indigenous equipment
suppliers were closed to our products -- our increase in exports
for the most part reflected sales in developing countries and the
Middle Eaét. As a result of these trends -- an import growth
rate that far exceeded our export growth rate -- our balance of
trade in telecommunications equipment turned negative in 1983
(Table 1).

The statistics gathered by the U.S.I.T.C. for its report
illustrate how this phenomenon has occurred. Tahle 2 depicts the
U.S. import and export trends in the major telecommunications
equipment product categories according to the U.S5.I.T.C.'s
statistics for the years 1978-83, the historic period which the
U.S.I.T.C. examined in its study. As can be seen, imports of
customer premises equipment -- a product market which was
significantly opened by FCC regulatory actions -- grew by b40
percent hetween 1978 and 1983, totaling more %“han $1.5 billion
last year., By contrast, our exports grew by only 57 percent
during the same period -~ our trade deficit in this product

category exceeded $1 billion last year, and the balance ot trade

ran against us by more than 3 to 1,
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Source: U.5. International Trade Commission Report, Table 4.
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Table 2

TRENDS IN U.S. TRADE IN TELECOMMUNICATIONS
EQUIPMENT, 1978-83

Telecarmmunications Equipment (Total)

Bxports Irpores
Value Increase (Decrease) value Increase (Decrease)
Year (S Million) Over 1978 (S Million) Over 1978
1978 $ 748.5 — $ 300.1 ——
1979 858.4 140 413.0 N
1980 969.9 308 559.1 86%
1981 1,138.3 LY. B 712.8 1378
1982 1,319.2 76% 1,018.1 129%
1983 1,341.7 79 1,990.3 536%
Transmission Bquipment
Exports Lrgorts
Value Increase (Decrease) value Increase (Decrease)
Year ($ Million) Over 1978 (S Million) Over 1978
1978 s 72.6 e $ 66.1 —
1979 88,2 21% 73.1 10%
1980 98.8 36% 92.1 l6%
1981 123.4 70% 106.4 568
1982 139.6 92% 185.3 1648
1983 148.1 1048 331.7 366%
Cable, Wire and Lightguide
Bports Irgorts
value Increase (Decrease) value Increase (Decrease)
Year ($ Million) Over 1978 (S Million) over 1978
1978 s 161.) — $ 8.2 —
1979 156.0 (%) 16.0 95%
1980 108.6 N 30.3 270%
1981 137.0 (15%) 38.5 370%
1982 134.0 (16%) 41.0 4008
1983 164.7 A 48.6 593%
stcmer Premises Fquipment
Exports Imports
Value Increase ([ecrease) Value Increase (Decrease)
Year (S Million) over 1978 (S Million) Over 1978
1978 $ 314.6 — $ 2137 —
1979 381.8 21% 301.4 413
1980 454,7 458 408.6 91%
1981 492.1 S6% 552.8 158%
1982 520.8 66% 775.0 263%
1983 495.0 S7% 1,582.4 640%
Switching Fquipment
orts rts
value Increase (Decrease) value Incrcage (Decrease)
Year (S HMillion) Over 1978 ($ Million) over 1978
1978 $ 199.7 —— $ 12,0 —
1979 232.4 . 16% 22.4 878
1980 307.9 sS4t 28.4 137%
1981 385.5 93% 15.1 26%
1982 523.9 ’ 162% 16.8 40%
1983 533.9 167¢ 27.6 1308

Source: 1.S,I,T.C, Punlicari~n 1542 (June 1984) Tables 4-R,

ag.591 N e+ 4
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In the other product categories, cable, wire ¢ad lightguide,
and transmission and switching equipment, the total volume of
imports has until now heen smaller -- reflecting, in part, the
relationship between Western Electric and the Bell operating

companies ~~ but here too, prior to divestiture, the trenas were

already largely unfavorahle for the U.S. industry. The

independent telecommunication and interconnect companies, and to

some extent the Bell companies themselves, constituted markets

for foreiqn suppliers of these products. Imports of cable, wire

and lightguide products increased by nearly 600 percent between
1978 and 1983, while our exports showed virtually no growth. 1In

transmission equipment, imports grew more than 3 1/2 times taster

than our exports, Only in switching equipment did our export
growth rate marginally exceed that of our imports.

When these figures are aggregated, it is evident that even

before the divestiture, the trade trends in this sector were
already highly unfavorable to the U.S. industry. Imports have
grown at a rate more than six times greater than our exports
between 1978 and 1983 -- and while most of our export growth came
prior to 1981, the greatest increase in imports has come since
1981.Y In effect, our exports are stagnating, while our import
volume is growing explosively.

aAll of this happened hefore divestiture, but it suggests

what some of the effects of the ATs&T breakup may well bhe. The

1/ Moreover, if one begins with a base year of 1976, the
figures are even more dramatic. U.S. export in 1Y83 were
205% greater than 1976 but import were 1,449% greater -
a seventeen fold increase.
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market for customer premises equipment, where the most pronounced
import growth has occurred to date, is the product area where

pre-divestiture vregulatory measures have had the greatest market-

opening impact. We believe that the divestiture may have a

similar effect in many other product areas, and that the

experience of this sector may, in effect, be repeated on a larger

scale, To the extent that we see room for some hope in these

figures, it stems from the fact that U.S. firms' strongest
performance has been in the highest-technology product areas =--

we retain, at present, an overall technological edge in this

industry.
We note that the U.S.I.T.C. has concluded that "there is no
particular indication that the divestiture is expected to produce

an increase in telecommunications equipment imports" (p. 87). In

part this conclusion is based on the Commission's view (p. 86)
that "the bulk of the Bell operating companies' market should

remain with Western Electric."” We recognize that predicting the

future is at hest a hazardous occupation, but we disagree with

the Commission's assessment for several reasons. In tact, we

would point to the 1983 import surge which resulted in the first
trade deficit in the history of the telecommunication sector in

support of our contention. While divestiture had not yet taken

place, its existence was known and already beginning to aftect
buying decisions,
Recent reports indicate that the former Bell companies have

turned to foreign sources on a widespread scale (we have attached

a numbher of these reports to this testimony). A large number of
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Bell companies have already concluded contracts with foreign

suppliers to use and in some cases distribute their products,

including key switching systems and PBXs., 1In fact, many of the

operating companies -~ apparently anxious to sever the AT&T tie
-- are reportedly courting suppliers other than Western
Electric, One industry observer commented recently in the
Washington Post that "there is a little bit of animosity betwéen

ATsT technologies and the Bell companies, a lot of which exists
because the Bell companies view AT&T as their competitor.”

One example of this phenomenon is illustrated in Table 3,
which depicts PBX sourcing by former Bell operating companies
Each

which are now marketing customer premises eguipment.

company is marketing three lines of PBXs, and in most cases at

least one of these lines is a foreign-made PBX. In the case of

one former operating company, Ameritech, all three PBX lines are

foreign-made, and in two other instances, two of the three lines

are foreiqgn-made,

We believe that it is logical to assume that the tormer Bell
companies will seek alternative sources of eguipment since it is
ultimately to their advantage to be able to choose amony several

suppliers. This process will inevitably lead to an increase 1n

foreign sourcing because in many product areas, foreiyn-made
equipment is highly competitive with U.S.-made equipment, and
foreign firms are likely to offer favorable terms to the
operating companies as a means of securing and expanding a
foothold in the U.S. market -- which is the largest telecom-

munications equipmeit market in the world. Numerous recent
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TABLE 3

PBX SUPPLIERS TO THE BELL OPERATING COMPANIES

Former Regional

Bell Operating Division Selling PBX
Compa ny PBXs Manufacturer PBX
Ameritech Ameritech Commu- TIE/Comm.(F) Data Star
nications Ericsson (F) Prodigy
NEE (F) NEAX 2400
Bell Atlantic Bell Atlanticom TIE/Comm.(F) Data Star
Systems NEC (F) NEAX 2400
Intecom 18X
Bell South Bell South Anerican Tel, Focus
Services 177 3100L
Northern Tel. SL-1, 100
Intecom 18X
NYNEX Business Informa- TIE/Comm.(F) Data Star
tion Systems GTE Onni
Intecom IBX
Pacific Telesis Pac Tel, Commu- TIE/Comm, Data Star
Group nications Systems American Tel.(F) Focus
N Northern Tel, St-1
Southwestern Bell Southwestern Bell American Tel.(F) Focus
Corporation Telecommunications Northern Tel, St-1, 100
Intecom 18X
US West Firstel Information TIE/Comm.(F) Data Star
Systems NEC (F) NEAX 2400
Ltel PNX
(F) - Foreign-made PBX

Source: Communications Week, April 9, 1984,
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Table &

IMPORT PENETRATION OF THE U.S. MARKET FOR TELECOMMUNICATIONS
_EQUIPMENT, 1978-83

Percent of Apparent
Domestic Consumption

/

10 <

1978 1979 1980 1981 1982 1983

Source: U.S. International Trade Commission Report,
Table 4.
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reports that foreign suppliers are gearing up for a major push
into the U.S. market tend to confirm that this is actually
occurring (we have attached several such articles to this
testimony).

Finally, while no one can predict the future with perfect
accuracy and clarity, we do have the benefit of some historical
experience with respect to market opening in this sector. As
noted, the market for customer premises eqguipment, which was
subhstantially opened in the past two decades, has seen a major

influx in import volume. This has occurred not only at the lower

end of the technological spectrum -- disposable telephones and
similar products -- but also with respect to the higher

technology product lines, such as PBXs and modems. We think that

it is not unreasonable to assume that a similar result may occur
over the next several years as a result of divestiture in product
areas such as central office equipment and transmission equipment
-- in fact, imports n€ all of these product types showéd a sharp

increase in 1983, when the effects of the imminent divestiture

were heginning to be felt.

B, The Effect of Divestiture in International Markets

We believe that the principal impact of the AT&T divestiture
on competition in international markets will be to enhance the
cost-competitiveness of the foreign competitors of U.S. telecom-
munications equipment producers in third country markets. To a
large degree, cost reduction is a function of sales volume -- as

volume increases, a producer reduces its unit ccsts through
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economies of scale and learning economies (the so-called
"learning curve”), Foreign firms gaining access to tne U.S.
market will be able to add U.S. sales volume to the volume they
already enjoy as a result of their protect=d home markets --
enabling them to reduce the cost of all of their products and to
price more aggressively against U.S. firms in third-country
markets such as the developing countries and the Middle East,
firms could offset this advantage by corresponding increases

.S,

in their own export sales volume. However, as long as the home

markets of our competitors remain largely closed, our ability tc
do this will remain limited. We address this issue more

completely in our assessment of the future of international trade

in telecommunications equipment.

JI. The Future of International Trade in Telecommunications

There are two international markets for telecommunications,
the more developed countries which have domestic telecommunica-
tions supplier industries and the less developed countries who do

not., Each of these markets has unique characteristics which

affect our international trade,

A. Trade With Developed Countries

As accurately pointed out in the U.S.I.T.C, report,z/ the
.S. represents the largest market for telecommunications

equipment., The other major markets which have a domestic

2/ U.S.I.T.C Publication 1542 (June 1984)
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telecommunications industry of their own are the European

Community, Japan and Canada. The U.5.I.T.C. report accurately

reports on the status of the telecommunications market in eight
major foreign countries.é/ It documents very well the fact that
all foreign telephone administrations have restrictive purchasing
policies in place which favor domestic suppliers., Theretore,

most of the trade which presently exists involves the sale of

equipment to the private sector. At the present time, even the

European Common Market countries have kept government nrocuremnent
of telecommunications equipment out of the arena of competi-

tion. Unfortunately, the U.S.I.T.C. report does not separate the

foreign market figures into Private Sector and Government

Sector. As a result, it gives us no clear picture as to which

part of the $21.5 billion dollar marketd/ which it analyzes is
open to competition. However, by analyzing Tables H-6 through
H-15 in the report, we find that of the $1.3 billion in U.S.
equipment exported in 1983, less than $.5 billion dollars went to
the eight developed countries who represented a $21.5 billion
dollar market, If we can assume, as the report states® ana the
EIA Telecommunications Group supports, that "U.S. tirms remain
foremost in telecommunications technology" then we can only

conclude that the overwhelming portion of the communications

market in developed countries is closed.

3/ 1bid., p. 44.

4/ Ibid., p. 38,

e’

5/ Ibid., pg. xii.
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Also, the report fails to point out the ongoing effort
within the European Community to establish a European

Telecommunications System with open procurement limited to the

10 EC countries. One of the stated objectives of this effort is

tn create a market large enough to encourage European

manufacturers to make the investments needed "to allow them tc

compete with U.S, and Japanese tirms.” .8/ Clearly, the kuropean
Community has no intention of opening its markets in the same

manner in which we have opened ours.
As stated in the U.S.I.T.C. reportrl/ Japan has had the most

closed market for telecommunications. While we acknowleage that

Japan has undertaken some programs to open up their market, these
programs have had limited success to date. In 1983 the U.%.*
imported $470 million -- an increase of 60 percen: -- while

exports amounted to S$7 million. For 1984, projections are that

imports will rise to $660 million while exports will increase to
$25 million.8/
The growing trade imbalance necessitates the consideration

of stronger measures. This is why the Telecommunications Group

of EIA welcomed the introduction of the Telecommunications Trade

Act of 1684,

s/ French PTT Minister Louis Mexandeau, Le Monde April 3.

7/ Ibid., p. 44.

8/ Department of Commerce figures.
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R. Trade With Less Developed Countries

In 1983, the international market for telecommunications
equipment outside of the eight foreign markets analyzed by the
U.S.I.T.C. report amounted to $14.4 billion dollars or 26 percent

of the world market., Of this, the U.5., was only able to capture

$.8 billion or 1.5 percent of this market ./ Unfortunately, the
report does not address this issue in any depth,

Given our often stated techndlogical superiority, why have
we heen so ineffective iq a market which, in theory, otters equal
opportunity to both ourselves and our international competi-~
tors? We can cite the fact that the governments of most
countries who have a telecommunications industry =-- as a matter
of puhlic policy —-- support the export activities of their

domestic suppliers. These supports take several forms:

° Export financing at helow market interest
rates to finance overseas projects;

° Subsidized and joint research and
development activities;

° Linking of government aid measures (such
as development aid) to developiny country

purchases of equipment from the nation
extending the aid.,

We would he remiss if we did not also cite the U.,S,
government as a member of the "sales prevention teaa." While
other countries encourage exports, we apply export controls,
While other countries encourage and finance joint R&D etforts, we

enforce antitrust laws which inhibit such activities. While

— b g

9/ U.S.I.T.C. Report, op. cit., pg. 17.
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other countries attach strings to foreign aid grants, we consider
it beneath ourselves to do so.

The very entrepreneurial spirit which has caused our tele~
communications industry to grow from 380 firms in 1978 to 550 in
198319 works to our disadvantage in international markets for
two reasons. Many of the smaller companies feel that the tinancial

risk of entering the international marketplace is too great given

the existing obstacles. Secondly, only our largest suppliers are

capahle of bidding some of the large "turn-key" projects,

It is possible that the Export Trading Act of 1982 could be
utilized to overcome these disadvantages and the Telecommunica-
tions Group is actively exploring this possibility. It should be
noted, however, that the degree of success enjoyed by companies
formed under the act has heen disappointing at best and
catastropbic at worst.

Therefore, we strongly recommend that efforts be made to
counter the incentives heing provided to our competitors by
introducing similar measures, For example, the Export-Import
Bank should become more competitive in extending export tinancing
to U.S. firms and we should act on some of the pending leyislation

permitting joint R&D efforts. While we do not expect and are not

asking for parity with our foreign competitors in these areas, we
need to blunt the non-technical advantages otfered to our foreign

competitors so that our technological superiority can successtully

expand our export market,

10/ 1bid., Pg. 17.



Telephone
Equipment
Fight Is On

AT&T Breakup
Opens Up Vast,

Growing Market
By Merrill Broun
Waahington Post Slaft Writer
NEW YORK—The breskup of
American Telephone & Telegraph
Co. not only created seven giant re-
gional telephose companies, but it
also has opened a vast and growing

* market for telephone equipment,

more dramatically than industry ex-
ecutives could have imagined.

With the end of their old product
supply relationship with AT&T's
Western Electric whudnry. the new
Bell holding companies are buying
equipment from companies across
the United States, from Canadian-
based giant Northern Telecom Ltd.
and incmlingly from off-shore com-
panies such a8 Japan’s NEC Amer-
ica, & subsidiary of Nippon Electric.

It is too early to tell whether’
American or foreign equipment
firms will benefit more from the
bmkup. but the nature of the new
competition is clear, company offi-
cials say. “The industry is becoming
s world marketplace, and you will
‘see products coming and going de-

£.n( on their price and technol-
ogy,” said William L. Weiss, chair-
man of Ameritech, the Chicago-
based telephone ho!dmg company
spun off from AT&T. “It is really »
shifting sea.”
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phone

made virtually all their telscommun-
lcations equipment purchases from
Western Electric. The fear was that
the regional procurement experta
vould favor products made by
AT&T Technologies, the new name
for Western Electric.

In some cases, the exact opposite
has taken place, according to indus-
try insiders, and, for the most part,
regional phone company officials are
bending over backwards to buy

products from companies other than
AT&T In part, that is due to & cer-
tain tension between AT&T and its
offspring, and in part to the desire of
ment staffs to find the best

ins for high-tachnology goods.

“There is a little bit of animosity
between AT&T Technologies and
the Bell companies, a lot of which
exists because the Bell companies
view AT&T as their competitor,”

‘said Robert LaBlanc, a leading in.

duatry consultant and a member of
the board of directors of TIE/Com-
munications Inc., » major equipment
manufacturer. “They went from be-
ing bedfeliows to winding up at the
opposite ends of the court,” said an-
alyst Steven Chrust at Sanford C.
Bernatein & Co.

Furthermore, regional compuny
exocutives are under such pressure
and incressing scrutiny as heads of
pswly independent, publicly traded -
companies that old loyalties fade
quickly. At U S West, Rey Wolbert,
a purchasing vice president, said
that his company has saved about
$15 million this year as a result of

See PHONES, G11
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having competitive bidding on $131
million in contracts ewarded to
AT&T and Northern Telecom.

. Philadelphia-based Bell Atlantic,
for instance, has agreements with 11
manufacturers of customer equip-
mant, and Ameritech has signed
deals with Northern Telecom, Eric’
son, NEC, TIE, and AT&T Tech-
pologies, as well as with four smaller
companies for data communications
products. “What we are seeking is
the technology and equipment that
best fits our customer needs,” said
Ameritech's Weins. *We will go
wherever it is to get it.”

The difficulties of those relation.
shipe are confirmed by several re-
gional company officials. “We met
with the Western people and went
over their total product line, and
they just couldn't meet what we
were looking for,"” said Dick Perry of
FirstTel Information Systems, s sub-
sidiary of U S West, the Denver-
based holding company spun off
from AT&T. “They were rather in.
flexible on terms and technology,
and their marketing strategies and
ours have a tendency to conflict.”

England Telephone, a company
in which AT&T had & minority inter-
ast. Analyst Frederick Ziegel of Salo-
mon Brothers estimates that the NEC
contracts for smaller .;uipment total
between $50 million and $75 million.

Louis Bender, vice president for
business development at NEC Tele-
phones, oversees & marketing staff of
about 250 people, and he said that
he expects his firm's business with
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& dozen large and small domestic
and foreign companies, a more dif-
ficult market to crack has been the
mammoth multibillion-dollar cen-
tra) -office field.

Only AT&T Technologies and
Northemn Telecom Ltd. have made
sales on that front to the regional
firpas because the complex central-
office equipment requires months of
testing and standards approval be-
fore purchase and installation.

And even there, regional company
officials claim they are working dil-
igently to approve products from
other manufacturers. “We need to
make a big effort to get other qual-
ified vendors,” said Pete Curley, as-
sistant vice president for purchasing
for the regulated side of Bell Atlan.
tic’s business.

But because that process is slow,
Northern Telecom has been able to
:i:; aqm:gémd ita foothold in

-priced digital switching systems
eslablished before divestiture, a head
start that makes it perhaps the ma-
jor short-term beneficiary of the
breakup of the Bell System.

Northern Telecom is “the hands-
down winner by far,” said Salomon
Brothers' Ziegel. Just recently, for
example, Pacific Telesis signed o

Equipment Market Booms

contract in the $250 million range
{oe major switching
Northern  Telecom,
Royer Cole, district staff manager
for procurement at Pacific Bell
“Without fusther detail, Cole said
AT&T Technologies was considered
in that bidding.

Since 1971, when Northern first
came to the United States, sales here
have grown from $30 million to
about $1.5 billion. And the compa-
ny’s US. subsidiary expects to
record salen of $500 million this year
alone for central-office equipment
from six of the seven regional com.
panies, up from $125 million in 1982
and about $300 million this year.

Moreover, ‘sales of Northern Te.
lecom digital switching equipment to
the regional helding companies will
exceed the company's sales of that
gear to other local phone firms this
year for the first time. E. F. Hutton
& Co. Inc. analyst Charles Nichols
predicts that Northern Telecom
sales to the Bell companies will rise
to between $730 million and $840
million in 1985.

AT&T marketers say, however,
that they are catching Northern Te-
lecom, rebounding from what one
official said was a 1983 market share
of 5 percent to 10 percent in the $1
billion digital-switching-equipment
markel. to close to 50 percent this
year. “We're starting at a later point,
but we're on equal competitive foot-
ing in 1984," said Tom Herr, AT&T
Technologies’ general manager for
network market planning and man.
agemnt.

But in Herr's view, that narrowly
divided, competitive marketplace
will include more and more foreign
g‘l:lym. particularly from Western

opean companies such as L. M.
Ericson and NEC, which has yet to
enter the digital-switching business
in4 mujor way in the United States.

equipment with
according  to
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Bell Split-Up a Boon to Japan

Sales to U.S.
Growing Fast

By ANDREW POLLACK

Soncial @ The New Yorn Tt
TOKYO, June 1 -—~ The breakup of
the American Telephone aud Tele-
graph Company and other steps to

from Japan have soared n the last
two years. [n 1983, such exports rose
60 percent, to the vquivalent of 470
muilion, according to Commerce De-
parument ligures.
In add the Jap <

nies are hurrying to set up factones
the United States, both to be close (o
the market and to avoid possible
trade restnicions. For wnstance, the
Ok Electnc Company plans to start

ing operations,’” Mr. Sumbo sad.

As shipments {rom Japan have
grown, the Uruted States trade deficit
has worsened and tensions have in.
creased. 1o 1983, for the first time, the
Uruted States imported more tele-
commuucauons equpment than it
exported.

Pressure has mounted in the Unuted
States to have Japan and other na-
tions open their markets as well. The
inter | Trade Commussion ts

Technology:
The Japanese Challenge

Third aracle of a semes
to appear penodicaily.

deregulate the Amencan
business have opened the ma.rke( to

ang car at a new plant

competiticn, as they were
But the opportumuties are proving just
as wviting to foreign companies —
oxably the Japanese - as to Amer-
fcan ones.

“It was one chance i1t often of-

10 Atlanta tus month, and (wo weeks
ago NEC announced that it would
build a plant near Portiand, Ore., to
make transgussion equpment.

NEC 18 also expancing capacity at

fered,’” saxd Korchu Slumbo, a spol
man for the NEC Corporauon,
Japan's largent telecommunicauons
equiptaent company.

Shipments to the Umnited States

its telec ations plant wn Dal-
las, and i ds to double the bx

of push-button tone telephones made
there next year. “'ln every plant we
are looking for space to expand grow.-

investigaung whether the A.T.&T.
divesuture opened the market to for-
eign companies, and it 1 to report in
the miadle of June. And Senator John
C. Danforth, a Republican from Mis.
soun, ntroduced a bul a month ago
that would penalize nations that do
not open up their own telecommuni-
cations markets.

Feartul of trade [rictuon, the Com-
muwucavons Industry Association of
Japan, a trade group, has cautioned
its members to avoid explosive n-
creases wn exports and 20 buld facto-
nes in the Unuted States, according to

Continued on Page 33
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HOW NEC AIMS TO CAPITALIZE
ON THE BELL BREAKUP

he deregulstion of American Tele-

I &Mm & Telegraph Co. is nur';:
us

U.s. cgmomy. One of the most unex-

pected may be that the Jspanese,.

through NEC Corp., stand to become ma-
Jor beneficiaries of the breakup.

NEC, long an alsoran in the U. 8. com-
munications business, plans to double its
4%-10-5% ghare of the multibillion-dollar
market for private branch telephone ex-
changes (*3Xs). By selling to the seven
newly crested regional holding compa-
nies that used to buy mainly from
ATAT’s Western Electric Co. subsidiary,
NEC hopes to use sales of its PBXs o
guin 8 back-door entry into the booming
office sutomation market.

~All at once the U.S. has become an
open market,” exults Ryuichi Toys, 8
manager at NEC's North American divi-
sion. “If you bave a good product, you

can ride the wave. That is what we've |-

done: We see ourselves as a winner.”
The AT4T breakup was s much-needed
boost for NEC. Although it operated &
netw:‘rldx of 100l distributors in 3':!)?9. S,
NEC had difficulty competing wi 18
American, Cuuz.m. and European com-
panies vying for the market So when
ATAT announced i January, 1982, that it
would divest is operating companies,
NEC sped up product devalopment and
started talks with the #:"en new compa-
nies, which could be in strong positions
to sell PBxs. “We knew the gate would
only be open from 1984 to 1985," says
Toya. “Those that didn't have a market

DEREGULATION IS GIVING NEC A CHANCE
TO PUT ITS STAMP ON THE U. & PBX MARKET

share by 1986 could be sq d out.”
MORE POWERFUL NEC has already won
contracts to supply U.S. West, Ameri-
tech, and Bell Atlantic, three of the sev-
en new companies, with an advanced
new PBX (page 179). And Southern New
England Telephone Co., which will still
be partly owned by ATAT after Jan. 1,
plans to combine the new NEC product
with Waog Laboratories Inc. computers
to create its own office automation sys-
tem. NEC estimates that these contracts
alone will bring in more than '$100 mil
lion in the next two to three years.

To win the contracts, in gepumber
NEC abruplly scrapped its four PBX mod-
els and replaced them with a single,
more powerful and versatle system. The
NEAX 2400 allows companies to expand

the PBX or add new festures without
having to rewrite the software or buy a
new system, “It is the first system that
has everything in orie machine,” boasts
Toya. Since the machine uses the same
software for 300 or 5,000 phone lines,
service and maintenance are easier.
Canada's Mitel Corp. announced a sim-
flar system two years ago, but it has
suffered from delays on which NEC was
quick to capitalize, analysts say. “We
moved in just as Mitel's reputaion was

North American telecommunications ex-
ecutive in Tokyo: “They price very ag-
gressively and are willing to take sus-
tained losses for a sustained period of
time to gain market share.”
possists priratss. The keys to NEC's
success will be how it handles its distri-
bution, support, and services, says an
executive from one U.S. competitor.
“Whether you can stay in touch with the
marketplace without & direct-sales
force—that’s the difficulty,” he says.

is confident it will avoid such pit-

at a low ebb,” says Toya. But peth
tors say NEC could slip up like Mitel
lh:g of the NEC system’s most sophisti-
eated features have not been completed.
Competitors also charge that NEC is win-
ning contracts with low prices. Says a

NEC
falls. It will manufacture half of its PBX
systems in its plant in Dallas starting
next year. To help its distributors ser
vice their customners, NEC's U. S. subsid-

iary, NEC Amenica Inc., based in Melville,
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N.Y.,, will double its staff of 200.

NEC sees its PBX customers as potential
buyers of other office automation equip-
ment~including small business comput-
ers—that NEC has had trouble selling in
the U.S. so far. For every $100 million
worth of PBXs it sells its customers, an
sdditional $50 million of sales in local
area networks, terminals, and other
equipment linked to the PBX will be up
for grabs,

But the competition in"the new era of
telecommunications deregulation will be

ferocious. Computer manufacturers and

communications equipment makers are
joining up to tackle the potentially huge
office automation market: IBM with
Rolm, Honeywell with Ericsson, Olivetti
with CIT-Alcatel. “They see themselves
going up sgainst 1BM in the future,”
says Charles Robbins, a research direc
tor at International Data Corp. *But NEC
doesn’t need anybody: They've got the
chip technology and all the components.
And now they’ve gone out to get thé
right salespeople.” ..




Breakup seen opening up U.S. market to J apanese

NEW YORK — The breakup of the

- Bell system will open the U.S. market

to a flood of Japanese telecommuni-

cations equipment, according to re-
port findings recently released here.

According to the report, “Japan,
Inc. in the Telecommunications Mar-
ket,” published by Northerm Busi-
ness Information, Inc. (NBI), divesti-
ture has fundamentally altered the
nature of competition in U.S. tele-
communications markets in several
ways, all of which will benefit the
Japanese.

The Bell breakup has breached the
supply line between AT&T and the
former Bell operating companies, the
report claims, making the new re-
gional holding companies potential
customers of Japanese transmission
and central office equipment.

The report contends that the re-
gional holding companies have al-
ready shown that they intend to be

major suppliers of subscriber switch-
ing equipment procured from Japas-
nese firms.

Japensee-made hey systems

All seven regional holding compa-
nies, plus AT&T affiliate Southemn
New England Telephone (Snet) are
entirely dependent on Japanese-
made key systems, according to the
report, and five regional holding
companies plus Snet will supply Jap-
anese private branch exchanges
(PBX).

NBI said that divestiture exposes
AT&T's embedded base of obsolete
electromechanical key systems and
analog PBXs. This represents a po-
tential new market for Japanese
products worth about $20 billion.

Divestiture has changed the na-
ture of compet:cion in the U.S. tele-
communications equipment market,
acrording to the study. The historical

relationship between AT&T and its
customers has been weakened or bro-
ken entirely. )

In the future, more emphasis will
be placed on technological and cost
considerations; this, NBI asserted,
will tend to favor the Japanese rela-
tive to many of their North American
and European competitors.

The initial stage of deregulation,
the creation of the interconnect mar-
ket, led to today’s situation wkhere,
according to the researchers, Japa-
nese companies made the largest pro-
portion of key systems sold in the
US. in 1983.

The final stage of deregulation,
the breakup of the Bell system, will
allow Japanese suppliers to expand
their share of the PBX market to as
much as 40% by 1988, the report con-
tends.

For all but the smallest Japanese
companies, establishing a large in-

stalled base of digital switching prod-
ucts is the key to penetrating the en-
tire range of US. markets for
electronic information technology.

The growing Japanese position in
telecommunications and the demand
that it will promote for other Japa-
nese information technologies hold
implications for the entire U.S. econ-
omy, according to NBI.

In 1883, the Japanese enjoyed a-

surplus in telecommunications trade
with the U.S. of $389 million. Com-
bined with a related surplus of $1.4
billion in electronic components and
$767 million in computers, the total
becomes $2.6 billion, nearly 13% of
the entire $20 billion trade deficit the
U.S. held with Japan in 1983, the re-
port states.

The 174-page report is priced at
$995 and is available from NBI, locat-
ed at 66 W. Broadway, New York,
N.Y. 10007.
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But Most Vendors Have
Yet To Deliver Promised
Capabilities For 0ffice

By Harburu Keetwel

The duy of the PHX as w devie ussd sibely
for voice switehtng in gag the way ot pluy
boarde and crank telephones Vendorn boking
to matatin of esbiblnh nwrket share ia the
PRX mineket see guiny to huve to Rike stronyg
statennnts in the nrein of datn switching and
ullice automation

Every mgor veador has made promiscs in
that direction hut fur the monl part they have
ot vet pusitivned ther swilehes to serve an
ollice contrullers, analysts suy Intecom Inc,
Dallun. and ATET Information Systems, Mae-
ristuwn, NJ | have gone the furthest i wples
mentmg sppliations, shile Rolm Com,
Nartheen Teleentn (in | Mitel Corp . und NELC
Anenica Ine huve yet tadeliver i offie autos
mation, the analvate wnd

But every vendor recugruzes that the move
wward oifice gutomation—if ot tumarraw,
then swonn alter-- i the directinn the market 1s
taking, and sendors would like b wee the PBX
tascome the conteatler for luture otfice systema

Mapr affice ayatema companys—aiih as
Wane Latoratoties Ine, Digganl Equupment
Corp  Sperry Carp  and NEC Information Syxe
tems Inc —are n Gut eypeetod to expand into
the PRX murket in 1he peat twan vears most
Tikely thraugh peo e tnlldeale Ther eepers
tise in office sutumatiun nad therw wide ave:
Aues of distribution make them dessentle part-
netr fur PBX vendors loking to establish
themselves gn nac stop shops

1n additian ta the thruat timand tolal office
autonsation, other factues shaping the PPHX
market include

® The incrcasing sigrificance of add-ons.
which setve as & revenue source from installed
baws, differentiate e sy<stem from another,
and combat the kind of price crovon svn over
the past year in soce-only sysiems

® Kewarch und develupiiwent spereding. pars
ticularly 10 the area of sultware Mitel torp |
Kanata, Conad | might have nussed ita chance
t cornee 8 sizahle puce uf the market wath it
SX 2000 swirch boenuse of woltware problems
that delayed shipmenta for awre than o yrar,
analysia suy

¢ A movement loward sharid tenant ser-
vices through which tenants of o building have
scceas tooffice systeaws and voiee data fucthties
o8 purt of therr leases This kind of contract 18
offcren] pnmunly in new buildings that are
wited (or office automation when the building
s constructed

® Post-sale service. which many vendors cite
as . majgor influcnce on buying decisions

® The presence of the regionsl Bell bolding
compamies as distrbutars

® How many Centrex users will convert to

PBXs Vie For Office Systems Limelight

ore
Northern Yelecom (5.6%) n(:nnom

1%)

Slemen ¢ (2.7%)
[ ]

{tneuon 0w
. \ Intecom (06%)

U.S.PBX Installed Base

1988
Total - 28957.7 lines

1983
Tolsl = 18644.0 lines

{2.3%)
Amecican Teleom (Fujitsu) (1.7}

United Technologies (0.7%)

(in thousands of lines)

Changing fortunes in o growing market
Charte compure the mupor suppliers cur-
rent sharv ol the total number of instalied
P'RX lines c(op) with their progiatod shure
of the murket five years lrom now

Americen Teleom (Fujitsy) (0.9%)
United Technologies (0.7%)

Sae o Twase Gone

PRX installations over the next few years

® Price stabiization beiween $K00 and
$1.100 per port st the retail level

The nwrket has boen lod over the last five
years by AT&T and its former manufuctuning
arm Western Electric Co , but AT&T has seen
1ts market Jominance slashed (rom plmost 50
percent of the total number of lines shipped 1n
1978 to about 22 percent in 1983. N m
Telecom und Rolm continue Lo hoid the No 2
and No J poeitions, with 16 percenl and 15
percent of the market 1n 1983 Mitgl, clearly
the lcader i the market for fewer than 100
linea, holds 8 wolid fourth place, with 12 pers
eeat of uvernll market share

Intecem, with only 2 percent of the market
share in 1943, and NEC Amcrica tne, Mol
wille, N Y. one of four companies-with a ¢

percent share, are eapected ta chailenge the
leaders at the high end oided by distribution
deuls with the repnonal {iell hokhng awnpanis.

Ax 8 whole, the I'BX market reached sbout
$3 bilhon 1n 1983, ol yaite doubling the $1 8
bithion warth of PRXa wold in 1978 The four
market icaders sceounted for more thun two-
thirds of the -?mlvmuly 357 bilhion lines
shipped 1n 194

Analysia 19 percent annual growth for
the remainder of the decade wilh the ureatest
growth oceurring for Aystemna with fewer then
100 hinea Aut the shakeout that sturted 1n
198 with Kockweil | | D,
Corp . Telererences Inc . and Retable Electne
u. deopping out of the market 18 expected o
take 1ta Wil on some of the approximately duz-

(Cuntinued vn Page (61
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BOCs To Bolster Centrex With New Features, Marketing

«Cantinued from Page CD
tinue the arrangement bevand
the July deadline for sepurat-
sag the lwo activities Sull,
the tnmpany expecta 10 honk
up 201X Lo 25,000 acw Cons
trex lines thin year, according
to Nynex's Morea.

Much of the (entrex grawth
antwipated for thie veur will
be 1t wiies to new and sataller
business custuniees, Mores
mtd Nyneohac i Centrex
custnmers asing fewer than
100 telephone lines caen,
Morrs wud.

Nynex s slso offenng fea:
turing packages, verification
of hine use, und station rears
rangement with minimum fag
time, Moreo <aid Duta cups:
bifities of 96 khps should be
available by this year's third
quarter, he suid Future plans

PBX Makers Using Multiple Distribution Outlets

1Cantinued fram Page €21
talked to all of them, but they
are 10 vaousd states of prepars
ednesn for dutnbution and
have 1 tough rond o hie -
Sonth wad, “We onnnudered
an epportundy W go with
mmorne whe mav get atoall
tqethee  vipun thowt who
have gk ot 4l togerther

ath Z0 1 hie , Wilnwengton,
Mase and £UXC Corp, Trvine,
Culif  are agnimg on vlue-
Adede d desthers i distrihutne
el marketing nnd <ilen viee
prosutent il Kuravotos did
Aot dis hime the compuiter coine
pantes that will he OFEMing
e PNX PHX but he wind that
thre ar four viars (rom now
he cxpeats 65 prreent of Zel's

sl Lo come from regnal
helding comnpanies and inter
connccts and 40 percent from
value adied reseliom.
Intinom Ine , Dallax, 1 relv-
ing heavaly on the OCs The
compiuny hrbieves thut o
stenngg it wilen ‘md e

particular products *

UXC viee paraident of prod-
uet murketing and strotepe

planaing Hoh Howk aud
( Xt Roee I'UX, schoeduied to
start shupping in mudycoe,
denigred w0 that vatue can he
swkdod vamiy by rerellers CXC

include both Cuntres and
PBX. Mareo sard

fihnow Bell atwn heheves
that both pruducws can remasn
viuble and <aud thit it has »
long-term commitment to
Centren The Chicagi-honed
BOX has filed with the [liniie
Commerce Comminnian o de.
averago ils Cenlrex rutes and
restructure ratey n other

"f the ability to auto-
muticolly reconfigure net-
warks, and inter-

connectiun with electronic
telvphone scts Next yese they
would have Lo provide diyiaad
switching cupabihity of Y6
hbps. und 1n 19K they would
need the ahbility ta tesnsmit
datu at 56 kbps snd 1o nter-
face with T-1 sircuits These
are all h Xa ol

wayn to ollnet d se-
coss chorge Increaws
Stnnding out 1n contrast Lo
ment uther BOCK, Sopthwent-
ern Betl i snything but hulle
h on Centrer The holding
cumpany'y cquipment auhsid-
vy osclling PHX«, und West
said the mngonity of the regwn’s
huanens are beitee

port stall e twl, Pml
while ¢t s buidding o
rely e un U (S und (wn
el Elintrc tn

Hoegurdingg the BOC dievce-
ture of marketing Uoh Corcorun
wnd, “ A vou can take il
wry Thes always huve had
viry, seey paad suppert Fhey
do el mullaple sestems, but
they Tave vonogh people
wrlee andd <upport that Fthink
they will dednale foreen to

han 80 on

g a direet saben foree. he
winl "W will aot muke the
mustake of arnpeling hewd
head with onr distethutors *
Eeiessun Cominunicalions
Inc. Garden tirve, Calif,
which has migned un R& ) puct
with Huneywell tne , will sluo
b, umng Tlonevwell's inter
cmect arm i distesbute its
PUX line, which Ericxson 3 dse
tout walen furce will wino sl

served by thin wquipment
“Contrex 19 not state of the
ort.” West said, purticulurly
bacause it cnanat hundle high-
wpeed slata Fortune 250 cum-
panies «urviysd by the Fust:
ern Management Group sad
that i nedee t nchieve sute-
of the art  preformance  thin
your, thewr Centrex symems
would mvd to provide real-
tume  station-mewage detail

ready provide. From sad

Centrex can cateh up, Frea
noted, but it will take & goxd
mnrkeling 10b un the part ol
\he uperating companies
They will have W show cune
erete features, delivery de.es,
and pricing schedules. he said
Many pulentinl customers just
do not behieve that the operat:
g compunies will fulfill all
thewr promiscs, he aaid

Furthermore, @ BOC relling
Tuth Centrex and PUX equip
ment eould end up cumpeting
againat itwdl, Froas observed
Euch of s scparale sales
forees would pitch 1 own
product and disparage the ath-
ers, he wod, witimately hurte
ing overal! wales viforta

PBX Makers To Compete With Product,

«Contined lrom P e A

U oller various kinds of seevice packages for difere
el claees of serviesee Lhont w rvice, business
fwar serviee, different Kinds of respoase tune ™
Kinupl agied that only vendory that dwal direstly
with their customers will have the capability
offer these kinds of contractn

Mited cxpecia ta «hip ubont 150,000 Yines of ite
Jong awinted SX-2000 Infore the ond of ite fiwal
seur nest Februory according i vice presudent of
businesa development Doa Santh e «ud Notm
and Notthern Teleoum switches will be the SX-
20tnw anon competition beeause nithoogh they ure
aldee switchen, they have lurge inntalied baw s and
well suppurted products “AT& s System R prod-
:u has not created the exaitenwnt we antiupated,”

e sood

The SX 2NN, dentgned ta launch Mitel into the
office sutomation market, was scheduivd foedetee
vey 1nJanuary 1983 Smith aad the delavs were
the result of an undersstimution of tie tume that
would be required fue woitware development.

\nnlm- “puculate that Mitelwinability to hring

NSX-2000 ta market ked W the disnanthing of an
wgeees meat 10 peinctple Mutel had with HIM for &
Faat wehiology venture *That wae an v o of e
sumption,” Sonth sanl | think it had o do wath
charmgesin plulsophy aot relatisd Lo that preduct |
knaw what the sute of the product was and don't
Think the decisien witn hasesf on the wtate of the
produst ™

Hhe Mowroln AREOO-hased N G support
datir tranvinison rates up to 2% kilobits pree s
aml over standard two pair wiring el Lan acoume
merdntae fiber optic trunks [t supports Levn 1540 to
2000 hiacs Bubble CMOS RAM circuits providr
memory., and call processing 1¢ distributed thraugh
a ~enes of microprocessar conteolled switches

Mitel hue not yet sanouneed any pacta with

#a well un locil-area networking and format proto-
el converman The awitch wan nbwo designed to
adddrens the <hared tenunt market. an arca that
renhaping the I'X market, according o directar of
marketing Hob Corcoran

In sharid-Wennnt installutions. one large PBX
cun climinate the need for multiple smullee wys.
tema or key systems. Coreoran smid

Service Flexihility

transmisaon aver existing single twisted-pair wir-
ng A duta-awitching wption fur the Omm SH g
aluted fur avalatiliy 1n the third quarter, GTE
satd The Omar ST has an X 25 gateway to public
pucket-switihed data networke, und 8 T-1 trunk
interface i avarlable

In the next yeor-und-a half. GTF planeto eneafi
ently ddn-a the office automation market, but
thuthun declined to d uny plons in thet ares

Reengmiring the nued Lo form rel hips with
office-automaiion vendore Intecom has signed cors
tification statements with Hewle@t-Packard, Dala
Geneeal Peekin-Elmer Corp , DEC, and Wang on-
diwatengt thyt their equipment can he interfacea
wilh fntevom'«

2tel Ine, Walmingtan. M | introduced ots Pri
vate Network Exchange (PN X) lust spreng and aud
it expants o begin shipments this summer  The
product comunes PHX and fucul-area network
funclions 1n o token nng architecture compatsble
with the IEER 8025 token nng standard

10 Karavatos, markenng and <ales viee pecas
dent aud the PNX will he competing with AT& Vs
Svatemh, Holms CHX I, Intecom'™n THX, and
Northern Tlocum = SLel *AT&T i 10 an also ran
category untit they figure out what they want to de
with themselves Eventzily they 1 he competitive
agan,” Karwvats <and Ztel oo marheting the 18X
theouih U 8 Wit Inc | interconnecta, ard comput-
ef companics seeving us ORMe

GIE Businens Communications Systems Ine,
Stanford. Conn , cloimed about 4 percent of the
PN market pie tn 198G fte Omne SHL which
handles from 80 o 2044 ports. 1 “selling hke
hotcakes, " according to Bey Bhushun, director of
product pianning

Bhusxhan declined W aay just haw many Omes
huteakes GTE exprets to ‘gl{ 1n 1984 Hut ot $6N
0 $T0 3 port, the system ia the least expensive of
the third gene r.m-m systems- -thow with ulM-m~

tal K Wat cun handle 56

office-synteme vendors, hut 1L i« considering juint
cffurts ‘with & himited number of vendors When
vou get it this form of strategie partnerag you
must be careful,” Sinith sid He declined to name
the vendars Mite! i talking with and <nd prwfucts
will not be availnble until «ime time 1n 1945
Intecom wan the first company 0 bring aut a
digital PBX that totallv integeates voice nnd duta
1t delivered sts first [BX tn 1941 and (laimx more
than 125.000 lines installed i the Umted States
The IBX handles voire and circuit-awet, hed data

(G1E 13 spending 1bout $20 mullion 1n R&D aimed
ut vapunding the Omm hine thin year, he said

Encson Comanicutivan Inc . Liardin Grove,
Calif, han not yet stsrted scifing, ite M- 11010 this
country sithough it has inatallations or orders for
mare thun JOON00 hnes overseas, according Lo
nrketing programs manager Per Bonesson

The ME} 110, which supporta from 1590 o 20 000
Aationa, 1« e on o Lane Interlace Module (LIMy
and n Girsp Switeh (GS) Every LIM s self-con-
tmined ard supportn up o 200 exlenniona s 3
stunb-alone P Groug Switches serve an inter-
faces between LIMS

Horpesson satd that becouse the MD-110 uses
coramie compunente, 1t dors ot require the pawer
f1f condilioningt aesvdesd by the plastic compo-
neute wasd by oller vendors “Sonne competitoes
Fequite wix of aeven Limes mare pawer,” Le aaid,
ating latecom s [IBX a3 cspecsnlly high 10 power
cansumplion

CXC Carp ‘% Have 'BX atwn bua not started ship
ment, hut is capected to toward nndyear, according
W Bob Hawk. vice preadent of product markeung
and steategie planaing at the lrvine, Cabif -basd
company tlhawk said that feature phoner will he-
come on ancrraangly sigmificant 1vvnd an the PRX
market “1 think thas trend will be s powerful as
the integration of voice and dats 1L haa the poten:
tiaf to uprdate the technalogy of the Lelcphones on

propive desks
The ftone's strength does not lie only 1n its mes:
saging telep L Hawh sard It alocal.

kbps vorce und data for
swn— The Yunkee (mwr Roston, sud GTE ex-
puets to compute succrsfully against AT&T D
menxions and Syetem 852 “We sce System 35 as s
farrly high-peiced swilch in teema of 118 capabilitics
for integrated vorce data Wath the addition of duts
capability on vurs, we think we have clear puten-
ual 1o do une-upsmunnhip,” Buxhun «d

The Ummi SHHL has & dual-bus architectune that
allows wmuitancous high-speed voice and data

X
arca network using buth bascband snd broudhond
echnulngies The system’s distiibuted desim atio
cates baadw idth—as tequired hy traffic flow~~di
rectly from the telephone All mftware, Hawk <aid,
was built from the yround up to handie data and
vuice messagiig cupabrhity

The market witl not we dehivery of productian
shipments of CXC's Rose $PBX unt] midyear,
Pawk sad
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Vendors Aim To Position PBXs As Office Controllers

Continued from Page C1)

en companies that have less than 4
percent of the oversll market.

Companng the 'BX nmh-c W the
auto industry, Ken Bisom
dent of International Resource Lgvt 3
npment Inc., Norwalk, Conni, nated
that “there sre too many manufactur
ers With the automobile, Mercedes
doca quite well at the top, and Toynta
holda 1ts own at the battom There 1
eoum for tath, but there 1an t mom for
5 Mercedes and 15 Toyotas °

Nevertheless, new cntricw are cx-
pueted aver the next twn ycarw from
companics inctuding Niadurl umput-
er Corp , Thompan CSF. and Matsy-
shia Elecweie Industrial Co 1td

Northern Telreom presdent of mar

they're grest and supsr ai.d therelore
they should bo purcha.ed.” he sad.
But the key 1o succesn, Dyer wd is
the cost-¢ffective merging of voice und
data in an automated chviroament.
“The manufacturer that can deniygn
the tech y Lo do that
mll havea mqor niche 1n the market:
place
Foromeat_among these are Japan
Ine und ATET. "AT&T Information

allow someone buying s awitch today

are priced m-'d:ubliehm AT&Ts
d stsll have t drlity o

g0 10or 1S yesrs out. Our
ture will be able to wm:s interfuces

attsch & duts sccesmory in Lhe future.
K d that AT&(,

W local aren
la'mlml he said. pped plans

m last year acra ans for »
series of uiTice products but did intro-
duce 1t Cypeess vowcevdals terminal,
And 1t 18 expected that IBM, which
now owns 22 percent of Rolm with the
oplion to increaae 1l rquity Lo 20 per-

Svatems will get thetr act

cent, will Rnlm -
the off

Just their shoer mze they
will They're fsrmidable competiwrs,”
he sid "And the Japanese wiil fight o
guad price buttle their hardware 18
very guod, and nnmt huve catablivhed
at lenat tohen munufectuning faeilition
here flut Lhev have w.-kmmm ndis-
b @llware that are

Rolm's modular CUX ll in bund on

repie

though s major ferce. 13 less of & threat
toduy than it was two or three years
g0 hecause of “divestiture thuo- He
sutd that un e technicul baws, product
for product, Rolm has more applica:
tons, features and Nexibility to haa-
dia fulure requiremeata

“The one ares where they are
unique 18 10 the political muscle they
have W full back na—peaple Ln bisrds
of di and their posilion s & lo~

disinbutd

can handle up to 1000 vom«dau

purts All snstal'ad CBXs cun be upe

krnided to CDX-I capucity, the com-

pany said Prive of unynchronous duts
hing 18 ahout $500 a line.

ket Aevelopment an > plan.
ning Bob Dyee said despite the height-
enod competition,  hin company 1y
pusmitioned 1o hold anta itacurrent mar-
het shure -wbuut 16 perec ] weeonding

unrewlhved, und their post-sabs wrviy
may leave something ta b dexieed ™
In xeneral, nurket:iag sirategy foe

New software fvotices are inten-
duced annuully for CIEX peoducts and
in most iInstances do nol require new

W I'enbe Rescarch Inc,
NJ —bul s not getting snug Jhou(
that shure “One must never fonnd that
e the customer who Luyn * [iver suxd
And the custoiners are buyig
Northern'n stiilaovolving Sl 1, wineh
hassellen from U e 6 (G hines, his twy
mittion installed hines—more than
S.000 PHXn—and ahipped tn excess of
SO0 Liney lnst yrur That figure w
erpscied o grow hy about JU pereent
i JYRE, Dyer sud
Uyer said Northern Telecom. based
n Nashville, Tenn . does not helieve in
Kenceativns of 'HXy or 1 obmoles-
rence—a reamnable auitement for &
company whose major product has
ben on the market since 1975 Fyuip-
ment, he «wid. should he able o be
updated in place and should be com-
patible with office-automaten s
toms frum many vendors “We swee the
P'HX us the 1dea) vehicle to do that
Custimers dont want s throw out
wihtit theey have or it Jocked 1n © he sud
Vendars must provide pruuset con-
virteen and standard interfaces that
connict their products o other infor.
mairon wurces and olfice-automaiun
appheations, Dyer witd Northern Tee
lecomi intaduced ita Open World pro-
gramane ond & hall yenrs ago with the
#oul of pomitioning the SL-1 ax un intes
wrated office cuntroller by adding new
functions und interfaces (or apuipment
otferid by affice-nutomation vendors
mdmim.( Duital Equipment Corp .
Sperey Corp, Wang Lalswatories Ine.,
Hewlett Packard Co , aned Duta Genees
alUnep The agreementa nilow for dala
distribution and pratacul conversing
h

Total PBX Line Shipments
Market Share

1983

SIEMENS

e P Rowed vy
—

Under 1ts pact with DEC, N
Telowum designed the Computer-to-
PHX Iaterface (CPH hased on the
Nurth American | S44-megabitn-per.
weond Torarrier standard. It sllowy
two-way data cominunicotions be-
tween computer tarmunals and come
putible computers through the SL-1
over dandard phone wining or T.1.
enmpatible media

The compuny’s Dhgital Trunk [ntee-
face (DTD allows the SL-1 Lo transmit
voice and data in digital formas direct-
1v to another SL-§ or SL- 100 using any
T-1 medium It also allows cnancetion

d to

the I'BX market 18 changing, Dyer
concluded “"The days of just shoving
techaatogy at the custnmer are gone
The tfice of the future i1n & myth,” he
aand “We human beings will be auto-
mated or displaced wnly to the extent
we allow it to hoppen Any terminal
tmpuloutput device should be friendly
etk W be used without any hassle
to the human being We are not out
Just W avtomiate the office, but to hu-
manize

Lake Northern Telecum, Rolm also
wer it PBXs—tne CBX hoe—as a
it b sysiem,

s other PRXa that can he
& T-) trunk

Dycr said he exccts price eromion to
bottom out this year as vondors add
new fratures &3 service options W
their products and charge for thist udd-
ca value Decerasing hardwure prices
hisve prompted “a wide rungc of bells
and whisties scld under (he hypw that

according to Bill Krepick, dinector of
grovp marketing at the Santa Clara,

Calif -based company in addition to
IUM‘ the compuny 18 working with
Mewlett-I'sckard, DEC, and Dats Gen:
cral ta have interfaces with their of:
Seeautomation systemn “We believe
our systern architectuenlly 1 going to

Ch ~ CommetZommisiber) — Mondav, Apnl 9 104

hardwute for implumentation, Kree
pick said. “We tell custome.w to bk at
how often u vendur brings out an upphs-
cution snd st what hardwure changes
are necded Lo implement at It can get
very expensive very Lt il you novd 8
fot uf hardwure o upyrade yur switeh *
Selling factom in Rolm u favor, Kre-
pick sard. are built-n self-test and
maintenunce made posnible hecaune
th';(wmm sre buill 1nto the switch.

very
talka about erpanomics lut the only
way to ace the ditference 1+ (o sit down
nge Lhe wystema.” he sa1d

Krepiek wiso talked shout uffurda-
bility Rolm has always been high-end
1n terms of price, and the CHX. 11w, by
Krepick’s estimation, 10 percent aboce
AT&T System5 Hut the manutac-
turer claima that the individuat phones
available for both systers give its cus-
tomery the option Lo duy phunes that

cal employer, fur exampile. That can be
henvy muacle.” he said

AT&T may have the muncle, Kre-
pick said, but Kolm hus the udvaniage
of expersence n the maintenance of
duntal switches “We tell customers to
louk et applications and producta and
ask yuesionn ahout who e nctually
traincd o maintnn the digital switch-
2 There's o vast diffcrence beiween
normwne who once handled residential
aervicrs and wemcone who'n used o
handling businens services

Needlown to sy, AT&T dinugrees is
market strutegy. according o stall
manager Gene Sulome. 10 o betome
the lender in office-sutomaiion sys-
Wwma (or inbegruted offices “Wo be-
lieve the informatinn controller for of-
ficew will he the POX." be amd The
Syatem N5 1 AT&T-IS' first entry in
that ures

Satome denied that the SysiemAs
obwoleten the companyn instalied Do
menuinn «ystems and suid that AT&T,
10 fact. vtill murkets the older system
w unera that do not require the func-
uonatity of the 85 He denied specula-
tiop Lhat the mmm"y han offered Lh-
mennionu in livy of SystemiNSs
hecause  production has not  been
ramnd up sullicently for the newer
product

Rut he did say that deliveries haye
heen atfected by chip shortuges and
that arders huve surpuswd the 100
syatema AT&T wiid it would be shle 1o
dehiver dunng its first yosr of shipment.

Nalome cuudd not be pinned down to
8 wpmecific hacklogr ar availabihity
achedule, but he did say the earliest
delivery would probably be in the Sep-
temine tune frame~for 8 mmple unit
In muny wnstances. he wid, delivery
scheduled for s yeur und a haif down
the rad bezsuse of customer request
<AL pew buildings. for example. owne
etn want cveryching (0 10 10 st onee, 0
detivery times have ta be juggled

Chatles Knopl, distrut managee
murkel nquircinents, customer. infor-
mation sytems at AT&T 15 301d AT&T
eucognizes the niportance of interfuc:
ing with uilice systems To date, Hew-
lewt-Packnrd, Duta Genery). Wung
l.:hnruunn. and Huncywell informa-
uun stems have announced support

T&Ts Dinital Multiplex Interface

4DMIr that aflows high speed trans-
mizsion between local terminals end
mpyrars as well as bitween remote
terminals and cumputers

AT&T has DMI as & direct
chulicnge tn Northern Telecom and s
CPI Both interfoces are vying L be-
come industry standurds and are re-
¢rating supporters from among the
rar.ks of the computer manufaciurers
To date, hawever. ncither interiace
has bevn commereially implemented

Knopf :leo cited service an a way lor
vendnrs to dilferentiate themselves in
the 'HX murket "It will be important

1Continued on Page C7:
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B0OCs Revamp Centrex Service To Vie With PBXs

But With Bell Cos. Pursuing Both Markets,
PBX Makers See New Push As Minor Threat

By Karen Lynch
ARer years of being trested hke an
unwanted ste;child by Ma Bell. Cen-
trex i being vurheud with resewed

tamers that have most consistentl:
been lured nway from Centrex, Lam
said. PBXs are “very appealing, very
effective™ to bummnt using irom 100
sts, aard Dumninee

vigor by the di ]
companien But vendors of rivnd X
aystema, which require fewer lines Lo
offer more (eatures, system cuatrol
and owanership benefits, say they don't
view the new Centrex push as much of
a threat

The ricent Rurry of aclivity arvund
tentrex has included 3 vew of aew
prostuct enhancoments for the servics,
rmpla hy the BOCK before various
state commeeaons o keep Centrex
raren stable und competitive, and of-
forta at hrademing the wrvice's np-
peul by Largeting new ket that
the plune compuntes tad previously
wnered

ftow far these initiatives will go tos
ward stenuming the Qow of s
from Centrex- o regulnied service re-
quining 3 aepuriate hine hetween cach
wlephone beloming te o customer
and the central allice—in naw under
acrutiny

Studies by el Communicntinan Re-
senrch Ine tHURY, (he centeal research
and spport orgamization awned by the
seven regionnl Bell halding compa-
<huw that the number of Cr
howes i ume
ber, following sa 8- 10 20 manth de-
chine Coentrex use 18 on the nwe
wpite ol uncertainty over the impact
Betess churges will have on the « rvice,
sard Thamas Lamb 2 Centrex Syatem
Serviee dirtrst manager for BCR

But the uncertunty aver the fxder:
allv propusced charges of $2 ta 36 por
hne un g aervice thut requires far more
linew than eompeting IMBXs 19 kevpung
industry inwiders from peojeating Just
haw imuch ground Ceatees von negain
And ite fnving the BOCs ta thee
state regulators (o try Ly offst the
charges, which ure schoeduled to go into
effect 1n June

The upruege 1in Coentres aales that
BUR han eevueged pomandy <tems
frant . <ales push begun by the (UUK'y
sn 1942, Lamb said, and from tw: low:
ening; of the 100-hine minimum 4 Cene
trex customer presiously had to mest

Mimt of the new Centrex business s
« ng feoin wnnller customers that
werent ol the wrvier Infore,
Lamb st When many telephune
compunies begun in 1982 and 1041 o
lower and cven eliminate the nini-
mum line requiremaent, “the market
responsce was averwhelming,” primars
ily from buminesacs umiag 135 (0 40
hines. he snid

While some BOUs bave devigned
very sttractive Uentrex packages for
small husinewws. “there's a lot of un-
rest as far an large companies ure con-
cerned.” «aid Alan Froms. viee pre
dent of the Eastern Munugement
Group, Morris Plaing, NJ

Suxty percent of the Furtune 250
companus now uwe Centrex, Frons
said. "Everybudy's after that market,”
which the BUCs are fighting to hold.
he wid PBX vendors huve bevn stead-
ity eruding that base. aceneding to Neit
Webher. director of product marketing
for Harria Corp s Digital Tolephone
Systemns Division 1a Novato, Cahf

The midsi1zed bustnesses are the cus-

Mores. district manager of line of busi-
news management for Nynes Service
Ca, New York.

The B s ure trying o hold onto
their custaner buses 1n all theve mar-
kets—ond wome olrecrvers question
therr ultimule intentions Robert len:
s, munager of communicitine vys-
tems For Westinghouse Electrie Corp
described Coentrex i "a shart-teem en-
patnlity that telephone companies will
wint (0 try to hokl onts until they can
®et inta the business of provaling teles
phone  evatens  themaelven © Frosg
iresd that the rencwed marketing of
Uentevs 14 8 short-term stratewy The
UK s, which are just getting into the
telephione wquipment murket foliow.
ing the brenkup of AT&T. are trymg Lo
hutd st their custonrers untl therre
new opipment husinesaes are firmly
n place iwe xad. Then they will tey to
awitch thome customers aver to P'0Xs,
he predicted

The theury gaine strength with an
obmeevation of huw the unrestricted
noncdiell telephone  compantes  are
handhing sales to bumineeses GTE
Telephone Operntwns g pushing Pi3Xe
“hecaune 1t is @ better deal tor the
cudomer  pricc-wise,” acenrding o
Alan Galletly, director of puhilic aifairs
for GTE Telephone Operations part of

cumpuny, e .ll-n Ju‘"lng' Ce
ot aresaively, Galletly sad Many
thee independents are working
innlae prinaple, he wud

At whilee et resonal Bell hoid-
I cHmpanies ure steessing centinued
allegrance L €Ceatren, ot least one cone
code that ita emphasis may lie ebse-
where “It's almost 3 natural phenome
enan” that husiness customers are
awitching o PBXx. wid Claude Weat,
weanlant vice proxident for strateie
planning with Southwestern Hell
Corp . Saint Louis. Mo "We have a
hard hime cust pustifyrng Centrex ” for
custnmers with awre than 100 lines,
he admittind

The nugention of customers to ' Xn
ot o new Lactie, AT& T ndopted the
polny i the late 1970 .and carly
19~ Frose sud “For a long time,
Ar.l- T had told the BOCs to ey to
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THE BATTLE DETWEEN CENTREX ANO PRXU The aDOVE thart COMOIES LhE (O Med deciing

of the number of

Ioetaled Centrex systesm uoce 1901 with the levrease i imitaiations of

Competitive PAX 1ywams ever INe 1ame period. gured for 1985 ae grofections.

Centrex's snability to handle data
well hus proved to be s bug drawback,
industry observers id But now IICH
and ATAT Technolugien tne. are both
working townrd this end

AT&T Technologies plans to provide
the technolory for simultancous voree
and 9 6 Kilobits-per wenndd data capas
ity by Rext year's fing quanter Data
Lransmvsmon of 56 khps 1x alvo being
developed

Fross <aid several manufacturers
are developing prxducts intended 10
cnhance Ueatrex These would provide
wuch feutures aA custumer minage-
ment, viice storage, und -l up aceres
w X 25 pucket-awitched nutworka

The new posittoning ot Centirx
cuuld have a depresave cifict on PBX
anles, scenrding to Edwin I} Spievack,
prewident of the N oeth American Tele.
NATA. &

wd end Centrex,” Froas
I'vmw went up and putentisl «nhances
ments were ignored, he wad

Aflee years of neglect, can Contrex
naw catch up’

Centrex 13 being touted ns & service
that utfers its customers the high reli-
abiity of 2 central olfice machine nnd
the freesdom from responsibitity for
maintainng the system. according to
Guey Handler, ussistant vice president
of new services planming and iniple-
mentation for BUR Centrex alsooffcrs
wn almont unhmited capanity for
grrowth and dynamic swings in vol-
ume, he said

Features hike cunference calhing, di-

trade  sxwciation  representing the
manufacturcrs  and  distributors of
PBXs und vther telephone eyuipment,
A nuw measuring how much the new
Cenirex push 13 aflfecting previously
antictpated growth in I'II)F sales -1
don ¢ think 1ts kad any current etfect,”
sind Juck W Bluinenstein, vice pres-
dent of Bolm Corp . Santa Clara, Calif
The Centrex market will continue W
diminssh, West said

User reactson 13 even stower ~) defi-
nitely ‘would not put Ccnirer in,” West-
nghouse’s Beant wnd In fact. Bennie
1 leaning toward <witching to a 'BX
system for one of the Pittshurgh busid
‘s plants that 13 using about

rect d diating, 3y wien-
tified outward dialing, ntereom, cail
tranafoe, threv way calbing and others
can he weenmmodated

8500 Centrex hnes, he sard
“Franklv, my dircction s to move
out of Centrex,” said u member of the

Ad Hoc Telecwmmunicutions Users
Commiltee, which represents large us-
¢rs of cummunications systems The
communications managee, who did not
want Lo be quated by name, and hat
he har ywitched all of hie company's
facilitien except two to & PBX system
and mny tuen to PBX use for the re-
mainder

Yet denpite claims Lo the cuntrary,
underscored by the LIXCE' growing in-
volvement in the PRX market iself,
mant of the Hell cumparies sand thewr
axgressive new tacky 1n merketing
Coentrex, restructuning rates, and en-
hancing their producta wre part of &
lung-teem conimitment

Mountain Bell Denver, has devel:
oped 8 funuily of products, dubhed Cen.
trun, for customery with noeds ranging
down y six lisee Al of them are
wihing abuve last yenr s forccasts,”
spokeswoman said The teleo's parenl
U S West Inc . han an cquipment sub-
wdiary “We're competing with them.
with Centrun, just itke we're compet-
g with compamies ke Rolm,” the
Maountain Bell spokeswoman sad

Mountain  Hell han not decided
whether to enter the I'BX buviness
through & sepurste subsidinry, al-
though 1t han spphied s the FCC to
keep that option open “We are cmpha-
sung Centron and are not sclhing
PBXs.” the spokeswoman «aid. adding
that that could ¢hange within a year

Nynex's approach 1s markedly dif-
ferent frum Mountiun Bell's The hold-
g compuny s seihing tath Centrex
and I'IXs through the samne «ales
farce and 1 secking peemivion to con-

(Cuntinued on Page C7)
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Divestiture Changing Shape Of PBX Distribution

Bv Barbara Kerbet

The divestiture of AT&T has changed the tace of
PRX distribution in thir country

UnanilJan 1, POXs were distributcd by direct sales
forcus, by sntervonnects who resold gear purchnred
through wupply houses snd by AT&T thruugh its
local npetating companies Bul now seven giant new
interconnect+— the rewivnal Rell operating compa-

s mes—are tn the distribution picture

Thoukh they are start-ups without inatnlled buncs,
the regional companies’ sheer mze and cquity posis
Uons threaten sinaller interconnect companies that

forces or on \heir own.
Narthern Telecur Ine., Nashville, Tenn.. 18 covers
10 all bases with 3. eclectic approach Lo distnby.
tiwn: The company hus & dircct sales force. factory-
suthonzed deuicrs finterconncctal, independent
wicphone and subard { three of the
reional Bell holding wmp.am:o—?.’mﬁc Telesis

trained personncl We have never gane in and taken
over 8 distributor—uniea 1Vs fuiled to defiver or

almost gune out of business.” Keeprck said.
Krepick sa1d he docan't sce the operating cmpa-
nien us the mugor force thut others do It umazes me
(g see how many opersting cumpanies have picked
up multiple ’'BXa There's disaster dowustreain *
isufTer "the casiest way Lo get revenue in

Geoup. BellSouth Curg. a
Corp —marketing its SL-1 and SL-100 series of
switches

There are thore who wauld criticize the overlap-
ping of these chunneix in certain areas of the coun-
[t the bility of price ware that

cannat compete with these vol purch Prae
ot The holding componices alw have the potential tn
quickly qurnee marhet share for vendors that—lack.
ing <trong direet valew forces—might atherwiee
Raunder in & sca af small regianal ateeconnetn

Munulicturer ure naw evalunting their ristertiu-
tion strategies trving to wtnke a halanee that e
aures the best penetrabion fur therr prcducts The
vendurs that hive secured cunteucts with the et
R empanmies connider thematlvis winnees, hut
thone that did nel dre not necerwrnily e

Some. ke Rolm Corp , do pot wunt ¢ be purs of
the multivendor selection offered by the holging
camp.anies and mainuin that thew steotegy of dhirat
milex fram bocal hancs--wilN streng nitercoan.ct
RUPPOLY IR MOTH: FERIDR— RARUEEA CURtamiere the best
arvice (i support

Oithereare dubiwaa about the B0C alibity to get
1N REAF o strong markelng and suppurt -
tone Bl Krepick, diees tor of groap mark
Rolen, theorized thut the reginnale will ha
ture thew service departments i ander te tran siall
for vach hine being mueheted “There «nn way they 1
RINA CTpertie acrosa the whele compuay to support
several hes F'm omnfumsd s to why they didn t gick
sae horse wnd stirk with i1,” he wnd

Analvste agree that direct sales will play on in-
creaunply impurtant role in <elhing lerge systens
becnuse compunies sinking thee dollnrs iy very
cxpenmvee systems want their hands neld by the
manutacturem Some o forewe maper office aye.
rma aupphiers bicoming a leading distributinn
channel. acting 1n concert with vender direst salen

ry.

result in pane wervice to the end usee in the long run.
Nourthern did 1n fitct withdraw its dircet sules lorce
laat month from 12 Southwestern states heavily
penetrated by third parties The compeny will, how-
cver, sell directly 10 those states Lo eny users that
wani to buy direetly

s Dycr, vice pre<adent nf market development
und curpurute plunming, xud Northern's rativnale i
twufuld. “We helieve the customee shonld have s
choiee And we Jun'l hehieve uny one conpany can
civer the whule country with one :hunnef!

Dyer wod Northeen pluas s cuntinue its mults:
channnel sppronch ~"We cun’t emphanize envugh the
powre of the B8 Weme them as 8 very reputshie
powerful sourer,” he nid

Rolm Curp, Santn Cluen. Calif, han u totully
ditterent phulieiphy “We wunt very string sales and
wrviey capabithitics on the bl level” wnd il
Krepick, dirextor of kroup murketing "Othern will
have two, theee, ae four distributory 1n a given arcea
Sorae will cut price, and it will Income unhcuithy for
Al avalved. Where theee's nat enough prafit, the
custumer gets the shart end of the stick ™

Krepuk mind Rodm will continue o huddd up ita
vwn disinibutivn channel  Threequurters of the
company & reveaue cumes fmm s owa local lslm
wmpanis (HoCver, the remainder frum intercons
nects Those intercnaneets du not fear bewagr din
placed by un expursding ot actwork, Krvpick snd

“Mhey are not afraid They knuw they huve
perform accurding to contract, which s tough with
required wnnual quotss, spure-paris nventory, and

PBX Suppliers To The BOCs
REGIONAL BELL OIVISION SELUNG CPE | PBX POX
OEPRATING CO. (PBXs) MANUFACTURER
- Amertiach Communications, | ‘TIE/Comm. Osta Star
. | e «Ericsson Pred
/IMERITECH o o
- Bell Atlanticom Systerne NE/Comm. Cata St
Bell Atlantic |~ e NEAX 2400
IntaCom mx
BeliSouth Services American Tel. Focus
BELLSOUTH o Fhex
Northem TeL | SL-1,100
inteCom 18X
way | Business “NEComm. Deta Star
NYNEX [ [ [
- . aCom LB
PACIFICERTELESIS. | gromenerrosion [ ReComm o | Pate Star
roup ) Northern Tel. St
Southwestern Bell | Soutrwostem et *American Tel. | Focus
Corporation ™ o | NorfemTel [ S0
Firstel Information * NE/Comm. Dets Star
l.LWEST Systame, Inc. ‘NEC NEAX 2400
2l PiX

C2 - tummuncasoneWeek  Monday, Apni 9 1%

Lhe short term.” Krepick concrdal “We could have
ushed & lot of hoxes aut of the luctory and had
heslthy talow Then we would have xat here and said,

‘What did we do?*

AT&T distnet manager for markel rrquirements
Charles Knopf cited the BUCs herttuge and said he
thinks they have the potential o brcume major
distnhators As & their capability, "We haven't seen
1t yel. The. " stuffs huve ta be trained They have o
fearn how (. natay and mamntain,” he sund

Knopl sl AT T's direct sales approuch siinwe it
Wolfer the kind of service thut will differentiate it 1n
the market Multiple channeis. Knopfl «iid. result in
muitiple b Is. confuaing the customer With small
ayviems, multiple channcls might wark. he sard, but
lurieer systems that are «uhject o price eruaion will
ot provide customern with “syslems tailared 0
thewr needs and a mervice force that olfers vpliona
There's a trade-off between how many ways you
witnt o distribute and how mich content you went
uver disteithution.” Knopfl wid

Koupf asid he 21pcta tr wee PBX nnd office-sva-
tema vendure “mutuslly ceetilying” cach athers
cquipment and coming up with it service agree-
meata yrder which one of the vendors would serve an
o manter diugm  Licuin o determine wheee the diffi-
culty 1n 8 wystem hes This would avoid a finger-
puatng buttle in which the office-systema vendoe
bliines the I'EX vendor—and vice verna—for uny
Jugs in the aystem

Ksopl das not eapeet tn we offiu e automation
supplices cating it the PRX distnibution murket
“Yau Il we mare of a trend toward cpe ration thua
i one company irying wdo e Aything The market
o ust oo g " he wavd

ot une analyst '
murket inalyo

N thinksy

mngle nost o

followed by the

Jutonnibivn wup
Moatroe snd

Hut Matr pinghecy at this point s specalative,
and ut least one ather anidyst, managing director
Guorge Culong of Forrester Research Ine . (am-
bridge, Mase, disagzrees with Matros' <peculation
Cotony ageend that the office «ystems vendors wili
impact PIX distribution—but not through direct
walesy

“The 1dea that Wang or ansther major nifice-sve-
trm vender vould go inta g Fortune (000 comp.iny
and nell u PHX s absurd 105 2 comical image PBX
salew gre contingent on indepth knawlidge The
thophony arket s eadically dilferent—it s much
mere masntenance- and support iatensive.” Colony
b

Whiit will impuret distribintion 4 the syneegy that
will cxixt hetween oifice-systems vendor and the
PHX manulacturers whose equipment can be inter-
fuced, Colunv wid UMce.vystems vendors ultinales
ly will supirt interfaces from multiple PBX ven-
duara hut will peabubly slign themseives with nne
Calony wid 1t expectedd thut Waag will soon ane
nuunee such a relatinnstnp with Interom Ine

Muted Comp executive viee president of businesa
Avvelopmw nt Dun Smith ayrees with Kolm s axav-
menl that a relatively singular ipproach works heat
{n the United Statew, MiteFa producta traditionally
have been distrsbuted through supply houses to -
terconnects

“Hut w market the 3X-2000 we felt we necded to
be clanee to the people handbimg the product and
wanted us mnali u numbee as posaible, ™ Smith sud
That actwork in 1n hine, he said. but he declined to
name the dealers becnuse same of them still have
relution<hipm with ather vendore

Anilvits nay Mitel missed ite chunce to sacure the
reional BOC av disterbutors tucayse the SX-2000
was delaved Sunth dentes that “We had an n
oppartunity ta aggriwively pursue them, and we

1Cuntinued on Page CT

ateos, dirtstor of PBX
‘escarch Ine  Mornistown,
ma supphicrs "will be the
ctor™ 1 'K dstrsbution,
Without the BIN s of ofice-
ou, you're dead 10 the water,”

BEST AVAILABLE GOPY
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APAN'S NEC CORP. suill be:ss trace:
of its beginrungs as a clone of AT&T's
manufacturing subsidiary, Western
Electric. Its oldest plant ir. Tokyo is a
replica, down (o the woodworl., of Western
Electric's antiquated Hawthorne Works near
Chicago. Even their logos were similar for
years. But NEC has managed to break out of
the telephone supply business in ways that
the pewly deregulated Western Electric
(now called AT&T Technologies) is sull

[ELEPHONE MAKER

telecommunicaticr.s equivment,

Though far smaller than either AT&T or IBM, hard-charging
NEC Corp. thinks it's better than they are at tying computers to

W by Lee Smith

the decade. Five years ago sales outside Ja-
pan accounted for 26% of NECs total. In the
fiscal year that ended in March, internationa)
business had grown to 35%. [n another five
years, NEC anticipates, overssas sales will
be 40% of the $18-billion total, assuming the
company continues to expand at the 20% an-
aual rate compounded of the past several
years,
Turning NEC into a scrappy international
petitor has been no easy job, for the

dreaming about.

company spent its early life as a coddled « »-
dent of the J; government. Born

NEC has become Japan's largest fac-
turer of semiconductors, and thurd in the
world behind Texas Instruments and Motor-
ola. AT&T Technologies, by contrast, makes
semiconductors mainly for its own use. NEC
has taken command of at least part of Japan's
Bourishing personal computer market. And
s data processing and telecommunications
become ever more tightly intertwined, it is in
an enviable position. “AT&T is very big in
comsmunications, but it doesn't have much

perience selling puters,” says NEC
President Tadahiro Seki 57. “IBM, on
the other hand, is very big in computers but
not in communicauons.” So though NEC's
annual revenues of about $7 billion are small
compared with IBM's $40 billion or AT&T's
estimated $56 billion, NEC thinks it can stay
in the ring with the giants because it's a two-
handed Gghter.

Much of NEC's muscle derives from its
position in semiconductars, the basic cells of
telecommunications equipment and comput-
ers. Making the semiconductors at home
gives NEC control over the design of its ma.
chinery and also a cost advanuge. Though
NEC initially bombed in the U.S. with its
higher-priced personal computer, it’s about
totry again, this time with a machine that will
" compete direcy with the IBM PC but cost
less. The deluxe model, which can store the
equivalent of 3.500 single-spaced typewnt-
ten pages in its memory, will sell for just un-
der $4,000, or about $1,500 less than a com-
parable IBM model.

in 1899 as Nippon Electric Co., it was 2 joint
venture of Western Electric and two Japa.
nese businessmen. In 1925 Western Elec-
tric, along with parent AT&T, decided to
concentrate on the U.S. and sold its shares to
ITT. At one time ITT owned most of NEC's
shares, but when Harold Geneen took over
ITT in 1959, ITT gradually reduced its inter-
est, the last shares going in 1977.

NEC, now widely held by Japanese and
foreign shareholders, makes telephone
switching equipment, transmission lines, and
similar paraphernalia for the government.
owned phone company, Nippon Telegraph &
Telephone. The comfortable relationship
guarantees NEC a steady customer and also
the fruits of NTT's generous research bud-
get-=$400 rllion in 1983.

OR YEARS telephone equipment was

about NEC's only business. But when

Koji Kobayashi, who at 77 is still chair-

man, became president in 1964, he

saw that NEC was drifting toward trouble.

He realized that in a few vears most of fapan

would be plugged into the phone system and

the company would have no place 10 grow.

Kobayastu pushed NEC into overseas mar-

kets, first exporting broadcasting systems

and later microwave stations. Microwave

stations fit easily into most communications

systems and sold briskly in places as dispa-
rate as Australia, India, and Mexico.

NEC got into computers in the 1950s, but

NEC confidently expects its inter
business to grow rapidly through the rest of

compiicated in fapan's satellite program.

PHOTOCIAM BY At # JONES CRFF 1 THS— MAGNUM

in the mai b its performance
has been less than exciting. It signed a pact

JMNE 25 1984 FORTUNE 31
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At a New York press conference NEC unveils us cheaper version of the IBM PC.

" .

, and support it with all the resources he

N . cange.”

with Honeywell in 1962 to make mainframe
computers in Japan based on Honeywell
technology. Fujitsu and Hitachi elected to
follow IBM, producing ma'nframes thay run
IBM sofiware. The two Ja; anese companies
30 closely follow the 1BM product line that
Hitachi was caught stealing 1BM secrets in
1982, and Fujisu last year agreed to pay
IBM compensation for having made software
almost identical to that of the Amencan
company.

NEC's image has remained untarnished,
and next vear Honeywell will start to ssll
NEC mainframes under the Honeyw.!l
pame in the U.S. and Europe. Still, in what
is rapidly becoming an IBM world the dis-
unction of emerging as a leader of the non-
IBM gang could be as empiy as bewng a
prowinent maker of, say. long-distance pro-
peller planes.

Personal computers are another matter.
The mactunes are unusually important in the
Japanese office because theyv can cope with
the thousands of characters of the wniten
language that frustrate the conventional
typewnter. The operator of a persunal com-
puter can play a keyboard of 50 or so phonet-
1< symbols that then dig the appropnate char-
acters out of the machune's memory. Seeing
the potential, NEC plunged into the personal
computer business full force in 1979, and has
come to dominate the Japanese market for
lugher-pniced machines. [t has been turning
Rustanon Assn a1t Aaie Buiirn

32 FCRTUE JUNE 25 1964

out PCs at the rate of 40,000 a month and has
captured almost half of Japan's PC market.
More to the point, says Peter G. Wolfl, an
analyst for Prudential Bache Securities in
Tokyo, “NEC is probably the only manufac-
turer in Japan making a profit in the personal
computer business.”

RESIDENT SEKIMOTO gets much

of the credit for the PC's success.

Long before he rose to his current

job in 1980, Sekimoto attracted
NEC’s best talent to lus projects, whether
for research work in the central lab or for
putung together a budget in the transmission
division. Noriyuki Naito. a former NEC exec-
utive who 18 now manager of the Boston
Consulung Group's Tokvo office, says Seki-
moto accomplshed that partly by grawia-
tonal force. At 5 feet 9 inches. Sekimoto is
tail for a Japanese of lus generation, and his
exuberance creltes an encrgy field in his
neighborhood. In conversation Sekimoto 15
always tn motion, elaborating his arguments
with broad hand gestures and quickly drawn
sketches. He pulls off his loafers to drama.
tize an anecdote about the importance of not
tracking dirt into 3 room where semiconduc-
tors are being made.

“Sekimoto might not be the best engineer
in the company, but he 1s prubably the best
manager.” savs Naito, “Somie managers are
afraid to make mustahes, so they avoid dec-
s10ns. Sekimoto 1s willing tw make a decinion

Some financial analvsts cluck when they
look at NEC's debt-laden balance sheet. To

i keep up with its nvals in lugh-tech business-

es, NEC has had to invest heavily in new fac-
tories and equipment, $280 mullion last vear
in the semiconductor business alone. Hitachu
wnvested $220 mullion and Fujitsu $230 mil-
lion. NEC has borrowed Liberally. a pracuce
made easier by the Sumutomo Bank’s being
one of NEC's major shareholders. with 5% of
the stock.

NEC doesn't necessanly get its loans
more cheaply, but the knowledge that it has
Japan's most profitable bank as a lender of
last resort may well encourage its borrowing
ways. Sumitomo, for instance. bailed out
Mazda when the automaker hit heavy goung
n the 1970s. Only 30% of NEC's capital is
equity, compared with 57% for Fujitsu and
$8% for Hitachi. “Amencans look at our bal-
ance sheet and say we're bankrupt.” says Se-
kimoto a touch huffily. “They don't look at
the assets we have in patents and people.”
He agrees, however, that it would be a good
idea 1o get the equity share up. In February
the company issued $270 milbion of new
stock.

NEC's eamnings have not been impressive.
On fiscal 1983 earnings of $138 mullion, the
return on equity was only 12% and return on
sales 2.3%. Some outsiders wonder why it
keeps pouring precious money into its home
elecuronics business—~TV sets, videotape re.
corders, and the lke-—~which is scrawny
alongside that of Matsushita Electnc, maker
of the Nauonal and Panasonic brands, and Hi-
tachi. NEC doesn't seem to stand much
chance of making a profit in those lines. Seki-
moto answers that he doesn’t regard TV sets
sumply as entcrtainment boxes, but also as
monitors for systems through which home-
owners will be able to scan supermarket
sales, order airline tickets. and check on
whether the back door 1s locked. The compa-
nv wanis a role in the home computer and
communications business—C&C as it's
known around NEC—as well as in factory
and office C&C. Sckimoto’s argument isn't
altogether persuasive. NEC, the critics pont
out, can compete in C&C without making all
the components itself.

Still investors—about one-fifth of the
shares are held by foreigners—are so enam-
ored of NEC they would probably climb an
electnic fence to get at the stock. NEC has
recently been selling at about 42 umes earn-
tngs, vs. 16 for Hitachi and 25 for Fujitsu.
The Britsh secunties hrm Vickers da Costa
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15 betung that NEC's earmings will nise 23% a
vear for the next five vears. Others have un-
lnuted faith in NEC's distant future “JUs
not a stoch vou buy for voursell,” advises a
Tokyo management consultant. “It's some-
thing vou buy for your children and
grandcinldren ™

The prospects for generations vet unborn
look bnght. At hume NEU teems assured of
3 growuig market. although an increasingly
comphicated one. NTT. no longer as vital as it
once was but sull an imporiant customer. 1s
undergoing changes that on balance will
probably be good for NEC. The company will
be hurt by pressure the U3, ha< brought on
NTT 10 shop outside nts hrtle chque of NEC
and ten or so other major supphers. From
Cray Research of Minneapols the phone
companv has vrdered 2 $12.milhon super-
computer: from AT&T it 1s getung $49 mul-
lion ;n muucomputers. From Northern Tele-
com of Mississauga. Ontario, it will buy
pnvate branch exchanges, or PBXs, which it

- s
N A

NEC President Sekimoto u/rs ot tar trem Mount Fup

4 TSR Caw 0Eoanay

3

will resell to business customers. A modern
PBX 13 an oftice phone system with a com-
putenized routing mechanism that directs not
onlv incunung vuice calls to the nght phone,
but also data to a computer. Were it not for
U.5. presaurc. those contracts might have
gone to NEC.

But atter the decade or so of sluggish
growth Kobayash: foresaw. NTT has strted
to overhaul Japan's commumcations net-
work. providing 3 windfall of $7 billion 1 vear
of business (or the next 15 vears. NEU wil
almost certainly get a big stice. The phone
company plans to spread a web of optical fi-
bers over the country. Instead of being
turned into electronic signals that are passed
along copper wires. voices and data will be
transformed into light pulses and sped
through the fibers. Light pulses are less vul-
nerable than electronic transmissions to n-
terference, and optical fiber systems are of-
ten cheaper. NEC doesn't make the fiber but
produces the semiconductor lasers that

transform the electromc signals into light
and assemibles the components wnto switch-
es, transmission hnes, and other systems.

NEC can also probably count on a helty an-
nual income from the militarv. The Japanese
Nefense Agency ordered $530 million of ra.
dar and other electronic gear i the last fiscal
vear. The agency 1s not likely to repeat a pur.
chase that big soon. Still. the more the U.S.
szolds Japan to increase its multary spend-
ing. the happier NEC s likely to be.

Qverseas semuconductor sales have been
boonung as they have for most producers.
NEC sold $400 mullion of chups outside Japan
last vear. Busiess in the LU.S. 1s so promis-
ing that i Apnl NEC opened its second
Amencan sermiconductor plant, in Roseville,
Califorma.

A few months age the company an-
nounced that it had designed its own micro-
processor. the device that pulls information
out of a computer’s memorv and puts it to
use. So far the news hasn't thrown Silicon

Some of his associates scttie tor a rotiop i Tokw.,
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Valley into panic. That would happen only if a
Hewlett-Packard, say. were 10 announce that
it planned to build its next series of comput-
ers around a NEC microprocessor. What the
announcement does signify, however, 15 that
at least one Japanese company 1S no longer
willing to concede U.S. dominance over a
crucially imporzant chunk of the semiconduc-
tor industry and is wilhng to invest 1. a risky
and demanding business.

NEC's ambition includes taking a bigger
bite out of AT&T's business. The breakup of
AT&T in January means that NEC and other
equipment manufacturers can sell to custom-
ers through the new regional phone compa-
nues, whch are eager to have something on
the shelf besides the wares turned cut by
AT&T Technolognes NEC has been expon-
ing telec to the
U.S. since the S\xues. :nd suice 1978 has

ations  equip

tomers, it seems, are leery of buying wntri-
cate phone equipment, which can cost $4
million for a 5.000-ine svstem, from a com-
pany on the other side of the world, wornvang
that thev might have 10 call Tokvo for ser-
vice or spare parts. By selling through the
regional Bell compames. NEC would help
customers overcome those fears.

So far NEC has signed up hve of the seven
regional comp The PBX eq is
g00d. and the pnice 1s right. “NEC is the Cra-
2y Eddie of telecommunications,™ savs Rob-
ert Fleming. an analyst for the Gartner
Group. a Connecticut consulting firm. "It will
not be undersold.” He believes that by 1967
NEC wil have 12% of an estimated $4.5 bil-
bon U.S. PBX market.

NEC 15 pinrung many of 1its hopes for

growth on the concept of the local area net-
work. in which all of an office’s electronc
is knit into a single system. In the

been turin,
Dallas. But it has only 5 of the 53 &bdhon-
a-year PBX business; AT&T has 24%. Cus-

NEC version of this growing office phenome-
non, the pessonnel clerk at his work station

NEC is tolking up i1s wicrartuated computers When an avctioneer at this lapanese wholesale
meal markei reaa< SIQNSHCS tato o BUCrophonc, wnlten numbers appear om the clectrome board

AR AT et hE s moa

can summon an employee’s health record
from the mainframe computer. add some in-
formation, and pass it all along to the person-
al computer on the desk of the emplovee's
boss: the advertising director can send
copies of a lavout to five other departments
simultaneously on a facsimile. NEC makes all
of that equipment as well as the optical fiber
to connect . The competition in the local
area network business is hkely to be ficrce.
engaging, among others, Hitach in Japan and
Digital Equipment, Wang. and Xerox in the
U.S. The rival that eveny one worries about.
IBM, surpnsed the industry in May by an-
nouncing that it would be two or three vea s
before it would be able to debver its full sys-
tem. But a NEC senior vice president. To-
thiro Kunihiro, 53. noted in IBM's announce-
ment that the company will be ready to
install the winng for its future system this
fall. “They want to tie up the customers
now,” Kunihiro observes dryly, “even
though they don't have the machines 10 ue

up yet."”

§ TO THE FUTURE, NEC expects

to have by the end of the century a

commercial version of the ulumate

communicaticns gadget, the two-
way Dick Tracy wnstwatch with which the
wearer can talk to anywhere in the world and
also send and retneve data. “But 1t won't be
2 wnstwatch,” savs Michiyuki Uenohara, 57,
director of research. It's not the technology
that's limuted: it's the human being. Eyes re-
fuse to read videotext on anything as small as
awnsiwatch. Fingers are 100 clumsy to op-
erate controls on it. So the device will likely
be the size of a pocket calculator.

Uenohara is even more excited about the
potential for translauion machines that could
convert wnirten and spoken words from one
language 0 another. A< a preliminary step.
NEC 1s working on a machne that can read 2
sumple Japanexc novel and render it 1nto spo-
ken Japanesc. A more comnphcated nstru-
ment that can translate Japanese into foreigr
languages will have 10 have 3 huge vocabr -
lary and 4 knowledge of grammar that will
gobble up enormous quantities of the memo-
rv chips that NEC makes. Uenohara thinks
that such 3 machine will be of great service
to humamty as well as to the semiconductor
industry. What a boon it would be if Japanesc
saentfic papers and engineering manuals
cuuld be translated quickly and cheaplhy into
the languages of the less developed coun-
tries of Asia and Afnica and. although Ueno-
hara forgot to mention them, of Europe and
North Anierien as well
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THE INROADS JAPAN
IS MAKING IN FIBER OPTICS

nese challenge to Americu's lead in

chipmaking is obscuring the island
nation’s powerful push into fiber op
tics—a technology that could become
just as important as chips. While U.S.
chipmakers scream about the Japanese
gnawing away 13% of their U.S. busi-
ness, Japan's share of the embryonic
U.S. fiber optics market has already
reached that level—and is growing more
rapidly.

Japan's aggressiveness stems from a
national strategy to stake out fiber op-
tics as a “sunrise” technology. The Japa-
nese view it as the next semiconductor
industry, and its development has top
priority. “Now we are in the microelec-
tronics age,” says Mikio Ohtsuki, direc-
tor of Fujitsu Ltd.'s Transmission
Group. “Next comes the optical age.”

For Japan, the U.S. is a particularly
tempting plum since deregulation of the
communications market this year has
caused demand to soar. The primary use
for fiber optics is long-distance commu-
nications, moving both phone conversa-
tions and computer data. As yet only a
tiny fraction of this traffic moves over
glass fibers., But “the fiber optics mar-
ket is growing at a frenetic pace”"—40%
or more annually—says Paul Polishuk,
president of Information Gatekeepers
Inc., a Boston market researcher.

In two years, the U.S. will be laying
an impressive 1.3 miilion mi. of optical
fiber annually—five times that installed
in 1983, prediets Northern Business In-
formation Inc. And by 1990 the vearly
total should hit 4.5 million mi. The actua)
distances covered are much shorter than
these mileages because the fibers are
bundled into cables that usually contain
8 to 48 strands of glass.

PRIVATE LINkS. While the phone compa-
nies still drive most of the srowth, new
common carriers and private systems
are also springing up rapidly in the
wake of the breakuy of American Tele-
phone & Telegruph Co. “Now that it's
open sedason on cummunicauous. any-

The furor over the escalating Japa-

body can establish a system,” notes
John N. Kessler, president of Kessler
Marketing Intelligence. Large compa-
nies, such as Sears, Roebuck & Co. and
McDonnell Douglas Corp., are setting up
their own private links. About 50 office
buildings, most of them in New York
and Miari, huve been wired with fiber
optics. Industrial parks and universities
are putting in fiber local-area networks.
And most major railroads are negotiat-
ing with companies that want to put op-
tical fibers along their rights of way.

Japan has been preparing for the blos-
soming of this technology for almost a
decade, assiduously cultivating a broad
fiber-optics industry by sheltering and
subsidizing domestic manufacturers. Its
production capacity for optical fibers
and related electronics gear is projected
to shoot from about $200 million last
year to $2 billion in 1990. That is far in
excess of Japan's domestic needs. In
fact, it should be almost enough capacity
to satisfy the entire U.S. market.

“It looks like another clussic case of
what we find unacceptable about Japa-
nese industrial policies,” says a U.S.
trade official engaged in negotiations
with Japan. “They shut us out while
they build an export launch pad, often
using our patents and technology, then
bombard us in our own and third mar-
kets.” Michael K. Barnoski, a consultant
who spent 10 years in the fiber optics
divisions of Hughes Aircraft Co. and
TRW Inc.,, warns that “if we don't get
our act together, and fast, the Japanese
are going to do o us in fiber optics what
they've already done to us in autws.”

Japanese companies are moving quick-
Iy to exploit the U.S. boom. To qualify
under AT&T's buy-American policy and
avoid a stiff 17% wriff, NEc Corp. has
remodeled a Virginia plant to assemble
fiber optics terminals and electronic
components. Fujitsu recently opened a
Dallas plant that turns out terminals
and the repcaters that are nceded every
10 0 20 mi. w0 regenerate and retrans-
mit optical signals. And Sumitomo Elec-
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ime and again,
you've heard it said, “To make
money, you have to have money”’

The truth is, you have to know how to
save money before you can think about
making more.

That’s why more and more people are
Jjoining the Payroll Savings Plan to buy U.S.
Savings Bonds. That way, a little is taken out
of each paycheck automatically.

In no time, you'll have enough Bonds -
for a new car, your child’s education, even

a dream vacation.

Iy Whatever you save for, Bonds are the
salest, surest way to
gain capital. Tak SO
%, ‘-"35’
. SLOCK e
In America.

When you put part of yuur suangs intn U.S. Savings Bonds you're
helping to build o brghter future for your country and fur yourself

B] & PVo-C 1ormce of I puamcanen
é,, e The Adverang Cowntd

BUSINESSWEEK/MAY 21 194

e

services as automatic tranelation of for-
eign-lanpuagre calls, videophone, home
facsimile machines, and two-way TV,
Some analvsts question whether there
will be enough demand for such services
to justify the expense. Optimists counter ;
that INS could be thé basix for a $170 .
billion industry, including equipment and
services. by the vear 2000. “Once cheap
transmission is available, it will create
demand.” declares Masahiro Hirano.
planning director at the Engineering Re-
search Assn. of Applied Optoelectronics
Systems. “Ten years ago people won-
dered whether there was really a de-
mand for all the memory capacity that
semiconductor makers were manufactur-

T T T
The Japanese believe
that fiber optics
‘can make smokestack
industries more competitive'

ing,” he recalls. “Now we know: The
more you have, the more you want.”

Created by Japan's Ministry of Inter-
national Trade & Industry (MITh in 1981,
the optoelectronic iation started
with 11 corporate founders. Today more
than 150 companies are members, and
they have been a key force in putting
fiber optics to use at 400 sites outside
the NTT sphere: transporting video,
voice, and computer data in factories
snd electric utility systems, keeping
track of traffic flow on highways, and
managing data tiansmissions on local
networks in office buildings. The group
pegs Japan's market for nontelephone
fiber systems at $15.6 million in 1980 and
$560 million in 1990.
oeTECTING FLAWS. Now the Japanese are
developing a system for autemating fac-
tories. It will perform remote-sensing
chores—measuring temperatures and
pressures, detecting flaws through opti-
cal inspection, and gathering data on
production trends. The objective, says
Koichi Murakami, a MITI administrator,
is to link a company's factories with
headquarters so the manufacturing op-
erations can be run from one centril
location. The Japanese, says Polishuk ¢f
Information Gatekeepers, believe fiber
optics “can make smokestack industries
more competitive.”

The U.S. has no counterpart to the
initiatives of MITI and NTT, not even a
research cooperative—and that worries
many Americans. “We can certainly
match championship laboratory data,”
notes consultant Barnnwski. What 1s un-
clear, he adds, s “whether we're capable
of matching chammonship performance
an the production line and in the field.” -Jf

TECHNOLOGY
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tric Industries Lid.. the No.3 optical fi-
ber producer after ATaT Technolugies
Inc. (formerly Western Eleetrie) and
Corning Glass Works, is building a $10
million research center in North Caroli-
na. This center could becume the hub of
full-scale fiber producuton in the U.S.
after Corning’s basic putents expire in
the early 19%0s,
THE HARD SELL. Japanese companies are
also stumping the globe, hawking opticu!
systems for cunnecting a phone compa-
ny's switching centers. They huve won
major jobs in Buenos Aires, Singapore,
Hong Kony. The Buenos Aires in-
stallation, perhaps the world's biggest
municipal system. absorbed nearly 5.000
mi. of opticul fibers from Sumitomo, as
well as NEC electronics grear.
“The Japunese bought that job, plain
and simple,” says a U. S. competitor. Su-

mitomo’s bid on the optical cables, he ||

adds, was about half the bid of four
other consortiums. Meanwhile, he adds,
in Jupan, Sumitomo sells optical cables
to Nippon Telegraph & Telephone (NTD
for two to four times the world price. “If
somebody subsidized me that way, |
could sell low in Argentina, %o0.”

NTT pays more for fiber, Sumitomo
says, because it demands very high qual-
ity. A Sumitomo official asserts that
“nobody in the U.S. sells optical tiber of
the quality that NTT demands for its 400
megabit {million bits] system.” David A
Duke, general manager of Corning’s
Telecommunications Products Div.,
terms that claim “nonsense” and says
that AT&T, Valtee, and Corning all make
fibers capable of handling far in excess
of that capacity. He admits, though, that
NTT does demard a unique cable configu-
vation that adds cost.
1SLAND LiNxs. The Jupanese inroads have
been made in spite of the fact that they
are not licensed to sell optical fibers in
North America or Europe under Cor-
ning's basic patents. Yet NFC, Japan's
strongest pluyer, boasts that it alone has
107 of the American market. Its sys-
tems include Corning fiber plus imported
electronic components that represent
roughly half of a system's cost.

Fujitsu is supplying most of the elec
tronies for M¢1 Communications Corp.’s
$200 million, 400-megabit network. This
system will consume 130,000 mi. of fi-

. bers from Comning and Northern Tele-

com Lid. and run along 4.230 mi. of ruil-
road tracks east of the Mississippi. ¥CI
Vice-Fresident Daniel Wallers says his
company could not buy high-speed termi-
nals and repeaters from AT&T Technol
ugries  before this vear, so Fujitsu's

' equipment was “all that was avalable.”

Jupanese executives are quick to po{nl
nut that even AT&T builds some of its
systems with Japanese semiconductor la-

1 sers, the devices that transmit light sig-
. fals through the gossamer strands of

Rlass. Duvid G. Thomas, executive direc-
tor of tr
4t ATAT Bell Lubomwnn lm, udmus
that “one cclebruted case is our TAT-R
(trunsatlantic telecommun.cations] cable,
which is going to have a lot of Hitachi
lasers n it.” The 3,600-mi. cable will be
laid over the next four years at & cost of
roughly $400 miliion. Once the transat-
luntic cable goes into nervice in 1948 and
proves the technolugy, everyone expects
a furious market in linking the islands in
the South Pacific and the Indian Ocean,

Although Japan has seized the lead in

aot anly improve rchability but also re
duce costs, “This year, us we ramp up Lo
large-scale producunn, we're cvuntmg
on the simple-but-adequate approach to
compete effectively.”

The engine powering Jupun's thrust
into fiber optics is NTT. To nurture un
army of suppliers for sophisticuted np-
tics products, it conducts joint research
with dozens of companies. Today, the
com ications griant sp roughly
7% of its annual $450 million research
and development budget on optics-relat-
ed work. The goal is to make Japan the
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today's semiconductor lusers and photo-
diodes—the receivers that pick up the
fight signal on the other end of an opti-
cal fiber~~researchers at Bell Labs are
confident that it is temporary. “What
we're trying to do,” says Lawrence K.
Andersen, director of electronic ¢compo-
nents at Bell Labs, “is heud off the Japa-
nese with lorwud-lookmg. manufactura-
ble tech putting more ph
on uchnology that is low-cost to manu-
facture. That's required a change in phi-
losophy,” he adds, “from the way that
Bell Labs normally operates. *
For pl while developing the re-
peaters for the TAT-R submarine cable,
Bell Lubs creuted new integrruted-circuit
chips that ehmmute several discrete
ts. “Our Jay and Pumpe-
an eompeuwrs have grood devices,” savs
Anderson, “but if you look inside, you'll
see 3 ral's nest of hand-wired discrete
components.” The new chips, he adds,

first country with optical fibers connect-
ed to every home. NTT plans to spend an
extraordinary $80 billion over the next
15 vears to replace its entire “plant” and
launched the first phase a year ago by
starting to install a 1.800 mi. optical-fi-
ber cable linking Sapporo in the north to
Tokvo, Hiroshima, and Fukuoka, This
cable is the backbone of the Information
Network System (INS) that NTT intends
to have in service hy 1990.

Initially, each fiber in the cable will
carry 400 million bits of data per second.
Later, by adding fuster lasers, the speed
will be quadrupled to u phenomenai 1.6
billion bits per second. That is suHticient
to transmit the entire Kncyclopedia Bri-
tanwica in two seconds. Consumer elec-
tronics companies such as Sharp Corp.
and Matsushita Electrical Industrial Co.
are now developing new equip tto
harness the enormous cupacity of the
INS. NTT wants to offer such futuristic

PINOL OGY
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Japan's telecom industry rushes
into the information age

Thanks to careful planning and inter-company cooperation,

Japanese telecom companies are expected to prosper

in international and domestic markets

GENE GREGORY

IF TECHNOLOGY is the main
engine of industrial and social
change, the mounting wave of tele-
communications innovations being
introduced in Japan is destined to
radically transform structures of eco-
nomic activity and society as a whole
during the remainder of the 20th Cen-
tury.

The long awaited “information
society” finally is emerging from the
misty realm of dreams to tungible
reality. The imminent privatization of
Nippon Telegraph & Telephone Pub-
lic Corp. (NTT). the launching of
Japan's first operational communica-
tions satellite and the meteoric take-
off of optical fiber production are
signals which suggest the shape of
things to come.

Changes now underway will have
effects on human institutions and
behavior as profound as the inven-
tions of printing. the telegraph and the
telephone. Office, factory and home
already are being transformed.

The effects of new communica-
tions already are apparent in the
restructuring of old industries and the
calling forth of new ones. Japanese
copper refiners, which depend on
telecommunications for at least 12%
of their total tumover, are confronted
with declining orders as traditional
wire cable is replaced by optical
fibers in a widcning range of applica-
Gene Gregory is Professor of Intemational
Business, Dept of Comparative Culture,
Sophia Univensity, Tokyo.
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tions. Cable manufacturers, of neces-
sity, are diversifying from copper wire
into glass fiber production, and a new
sector of optical fiber component
manufacturers is emerging. As com-
munications equipment shifts from
the analog to digital mode and as soft-
ware is increasingly built into sys-
tems’ firmware, large integrated
electronics companies are gaining
increasing shares of the market.

A new division of labor is develop-
ing among the major communications
equipment manufacturers and
smaller manufacturersgravitating
into their orbits. At the same time, a
new breed of software entrepreneurs
whose services are required for
advanced communications network
design is shaking up established pat-
terns of industrial organization, much
as Sony, Casiv and Pioneer did by
spurring the earlier rise of the con-
sumer electronics industry.

Societal commitment

Japanese communications and infor-
mation industry policymakers have
been specifically and wholly com-
mitted to the development of infor-
mation technologies and their societal
underpinnings for well over a decade.
As a result, microelectronic, com-
puter and consumer electronics
firms, along with their labor unions
and bankers, are prepared for the
incipient communications revolution,
Leadership in very large scale inte-
gration (VLSI) technology, fifth gen-

eration computer development and
optical fiber technology—-with spe-
cial emphasis on mass production and
application—place the combined Jap-
anese electronics industry in an
appropriate posture to take full
advantage of the successive waves of
opportunity in the new telecom-
munications age.

The nucleus of this national infor-
mation industry complex is the so-
called “Denden Family™ of approx-
imately 30 major telecommunications
equipment suppliers subjected to
NTT's rigorous performance specifi-
cations and quality standards. Of
course, these same firms also have
been the most direct beneficiaries of
selective technological advances
emanating from NTT s original three
research laboratories, and by its new-
est research laboratory.

No less important, these desig-
nated suppliers have a substantial,
ready market for the products
developed jointly within the Denden:
Family. Although NTT accounts fora
steadily declining share of the market
for telecommunications equipment—
approximately 33% in 1982—its Yen
2.5 trillion annual procurement
provides suppliers with substantial
relief from the risks inherent in tech-
nological change and assures them of
important scale w.d experience econ-
omies that serve them well in other
markets. In private and export mar-
kets, the high performance specifica-

Continteed un page 140
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tions imposed by NTT also become
important clcments of competitive
power.

Despite political pressures from
the United States and the projected
privatization of NTT. there are likely
to be few major changes in these
arrangements. The Denden Family
derives its strength and reason for
being from the inherent nature of tele-
communications systems and tech-
nology. Their development requires
close cooperation at all stages.

Uniformity and systems com-
patibility are imperative prerequisites
of all technologies and equipment.
Continuingcommunicationsmade
possible through a finely-tuned coop-
erative relationship cannol be
replaced by arms length, ad hoc sup-
ply contracts.

There is nothing which requires
that all members of the family be Jap-
anese companies. of course, but in
the past Japanese companies have
been the equipment manufacturers—
the logical partners in assuring opera-
tion of telecommunications systems.

The mutual obligations of family
membership are likely to be even
more important in the developing fifth
communications age than in previous
eras. Based largely on these arrange-
ments, NTT has developed plans for
the total overhaul of the telecom-
munications system dunng the 20
years from 1981 to 2000. This massive
effort to develop a nationwide inte-
grated information network system
(INS) entails replacement of all exist-
ing cables with fiber oplics, digitaliza-
tion of networks, expansion of data
and facsimile services. introduction
of new video services, replacement of
all existing telephones and other ter-
minals, and the addition of a variety of
new terminals for home, office and
factory.

“"The INS will unify all networks
through fully digitalized systems.
replacing separate systems for dif-
ferent modes of communications:
telephone. telegraph. telex, facsimile.
data. At the same time. the new inte-
grated system will be cquipped with
enhanced capabilities 10 assure pro-
jected changes in services:

o From mainly voice to video-
intensive transmission.

o From principally man-to-man to
more machine-to-machinc communi-
cations in which computers and auto-
matic remote control systems are
actlive participants,

e To high speed and broadband
transmission to accommodate in-
creasing amounts of information.

o To udd communications process-
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ing functions such as temporary stor-
age. media or size conversion,
translation and retricval of messages
as well as compulations,

Total cost of this system’s revision,
in terms of direct capital outlays for
equipment, is estimated at Yen 20 to
Yen 30 trillion, plus Yen 1.3 trillion
annual depreciation, over the 20-year
plan period. In addition to these out-
lays by NTT. which surpass its out-
lays since it was founded in 1952,
derived demand generated by this
system—for local networks. ex-
changes and terminals—is estimated
by Nomura Securities to be as high as
Yen 60 to Yen 70 trillion.

Given the rapid pace of tech-
nological change in the telecom-
munications industry, however, these
estimates could well prove to be con-
servative. One need only to think
back to 1978 to understand the diffi-
culties inherent in such forecasts.

Rand Corp. telecommunications
experts in 1978 predicted that 64K
microprocessors would be perfected
in the early 1980s and reach integra-
tion densilies in excess of 100K by the
latter part of the decade. And they
were right, in part. But the timing was
off by several years. and by the end of
the decade devices will be available
with many times the capacity of those
forecast. This more rapid pace in
large scale integration (LSI) and
VLSI technology, in tum, speeds the
process of change in telecommunica-
tions technologies.

Optical fiber usage has been
especially sensitive to the availability
of more advanced LSI devices. Sales
of optical fiber communications sys-
tems in Japan are outstripping earlier
forecasts and demand cOntinues to
exceed supply even at current rela-
tively high prices. From total sales
valued at Yen 70 billion in fiscal year
1981, Daiwa Securities estimates that
they will rise to Yen 700 billion in
1985, reaching at least Yen 7 trillion in
1990. Although Yamaichi Reseasrch
Institute projects a slower growth in
the 1980s than the forecast by Daiwa
Securities, even this more con-
servative view of the future foresees
optical fiber communications-related
sales of Yen 12 trillion by the year
2000.

By the end of next year, NTT will
have completed installation of the
first trunk line using the large-scale
optical fiber communications system
that has been undergoing commcrcial
tests since 1982, By 1990, according to
plan, the entire nationwide grid.
including individual subscriber lines,
will be converted to optical fiber cable

and the transpacific optical communi-
cations system will be operating
between Japan and Hawaii.

Other interests

Telecommunications carriers are by
no means the only market for optical
fiber manufacturers, of course. Major
Japanese electrical power companies
have been perfecting their own
optical communications systems for
monitoring and controlling power
grids. Since optical fiber is unaffected
by the magnetic field of high-tension
cables, Tokyo Electric Power Co.
began research on optical communi-
cations in 1974 and perfected cable
featuring tensile strength 25 times
greater than its conventional nylon-
coated counterpart, improved heat
resistivity and other properties mak-
ing it possible to combine optical fiber
with suspension wiré in a unified con-
struction. This fiber-reinforced plas-
tic (FRP) cabie was developed with
Sumitomo Electric Industries,
Furukawa Electric, Fujikura Cable
and Hitachi Cable; all four companies
currently are producing it for domes-
tic and foreign markets.

Optical fiber communications sys-
tems also are being developed for rail-
ways, subway systems and express-
ways. The most elaborate of these
new transportation control installa-
tions is the integrated digital com-
munications system adopted by the
Tozai Line of the Sapporo Municipal
Bureauof Transportation. Combining
facilities for telephone and announce-
ment services, operation control,
power control and sales data process-
ing, this integrated system is ex-
pected to serve as a mode) for other
transport systems throughout the
country. Major segments of the sys-

*.tem have been developed by coopera-

tion between leading firms in the
field: Nippon Electric Co. (NEC) and
Sumitomo Electric Industries have
perfected data transmission systems;
Matsushita Communications and
Fujikura Cable, image transmission
systems: and Fujitsu and Furukawa
Electric, power control networks.
Private and municipal railways have
begun introducing surveillance and
control systems employing various
combinations of the new optical fiber
technologies.

Similarly., optical fiber communica-
tions have been adopted by the Hans-
hin Expressway Public Corp., for
monitoring traffic flow and highway
communications facilities.

In broudcasting, Nippon hoso
Kyokai (NHK) and private operators

Continued on page 145
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are using optical fibers for their com-
munity anicnna television (CATV)
networks. NHK also is continuing
research with Hitachi Cable to
develop a multi-channel optical fiber
system for very high frequency
(VHF) telecasting. Videotex systems
undergoing tests since 1979 have been
based upon integrated optical fiber
communications.

Other expanding uses of optical
fibers include local area networks
being established in commercial
buildings. companies, universities
and research institutes to meet the
demand for multi-medal transmis-
sion. to link computers to peripherals
and satellite earth stations 10 com-
puter nodes. Manufacturers now are
using optical fiber multiplex com-
munications systems in czrs. ships
and elevators to control electrical
equipment, engmes and automatic
systems.

To meet increasing demand. cable
manufacturers have been doubling
production annually. with the lead
taken by the three firms—Sumitomo
Electric Industries. Furuhawa Elec-
tric and Fujikura Cable Works—
which joined NTT in the cooperative
research on the vapor phase axial dis-
position (VAD) method of optical
fiber manufacturing. Because market
demand has been running ahead of
supply. NTT recently has decided to
make its patents in this field available
to three other large cable manufac-
tures—Hitachi Cable. Dainichi-Nip-
pon Cables and Showa Electric Wire
& Cable—as well.

Although Hituachi Cable. Duinichi-
Nippon Cables and Showa Electiic
Wire & Cable had developed their
own optical fiber technology indepen-
dently. the VAD method has proven
to be most advantageous. Larger
diameter cables and greater length
ire obtained in 0% of the production
time nceded for the most widely-used
process. the modified chemical viapor
disposition (MCVD) mcthod
developed by AT&T Bell Laboruto-
ries and Corning Glass in the United
States. Hence. in 1}~ interest of uni-
formity and cconouwdics of produc-
tion. NTT has licensed all major
Japancse cable munufacturers with
its technology.

As it resuit. at the outset of fiscal
year 1983, optical fiber capacity rating
of the hig six cable manufucturers
totaled 32.500 km maonthly (see Table
h.

Buth Nippon Sheet Glass and Mat-
subishi, with their own production
methods. alvo e producing smaller
quantitics of optical fibers.
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Table 1

Manufactursp

Sumitomo Electric Industries
Furukawa Electric

Fujikura Cable Works
Hitachi Cable
Danichi-Nippon Cables
Showa Elaciric Wire & Cable
otat

Three distinguishing features mark
the booming Japuncse optical fiber
industry. First. compared with other
rational optical fiber industries. the
Japinese industry is mucn less con-
centrated. In fact. there are as many
major optical fiber manufacturers in
Jupan as in the United States and
Europe combined.

Second. euch of the Jupanese
opticual cable manufucturers have
joined with communications and
optical equipment manufiecturers of
their respective Avirersut (industrial or
banking groups) in the development
of optical fiber production. applica-
tions and marketing:

o Sumitomo Electric Industries is
linked with NEC and Nippon Sheet
Glass. all key Sumitomo Group com-
panies,

o Furukawu Electric has close ties
with Fujitsu. since both are members
of the Furukawa and Dai-Ichi Kangyo
Group.

o Fujikura Cable Works with
Toshiba Corp. und Showu Electric
Wire & Cable. Toshiba and Fujikura
both have Mitsui Group connections.

o Hitachi Cuble is a subsidiary of
Hitachi. Ltd.. and both hive common
links 10 the Sunwa Group.

o Duinichi-Nippon Cables. with
stroag Mitsubishi Group ties, works
with Mitsubishi Electric,

These linkiages not only assure the
necessary financial resources for
rapid development of optical fiber
production. but also serve to speed
the process of optical fiber tech-
nology diffusion throughout group
companics which embrice many of
the main fields of application,

Third. the technological commit-
ment and stiength of this busic indus-
try of the information age is for-
midable. The top three optical fiber
mantifucturers have acyuired MCVD
licenses from Corning Glass and
pioncered the development, along
with NTT. of the VAD mcthod. The
other five producers all de-

Kilometers per /month

10.000
8.000
8,000
3.000
2.000
1,500

32,500

veloped their own technology. and
three of these huve also been licensed
1o use the NTT's VAD process.

In fact, Hitachi Cable has de-
veloped two optical fiber production
methods of its own. One of them. the
soot deposition method. is similar to
the VAD process and has almost all of
the latter's advantages over the
MCVD method. In addition. how-
ever, Hitachi Cable has jointly
developed a single polarization
monomode (SPM) fiber with Hitachi,
Ltd.. which permits light to travel
straight down the axis of the fiber.
reaching its destination before light
which bounces down the cable.
which is the usual method.

While tests on its wider application
still are being conducted. this new
fiber has found many non-communi-
cations applications in high precision
optical fiber gyroscopes. blood flow
meters. interferometers, magnetic or
electric field measurement as well as
connections between circuits. SPM-
type communications using very high
quality optical fiber measuring 10
microns or less in diameter are
envisaged by NTT in a new public
telephone service lobe inaugurated in
1987 or 1988. :

By then the irnpact of optical fiber
communications already will be far
reaching. Per channel costs of glass
fiber transmission will be only a frac-
tion of existing taniffs. Since higher
information carrying capabilities make
make possible transmission of all
communications modes on the same
circuit, costs will be further reduced
through tieir integration.

Other developments

Lower service costs, broader trans-
mission capabilitics and the speed of
communications also will be en-
hanced by improvements in micro-
witve communications, satellite ser-
vices and digital switching systems.
Jupan's first commercial communica-
tions satellite. Sukura 2. which went
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into service kst June with 4000 1ele-
phone circuits, will be joined by &
second sitellite in 1987 carrying G0
circuits and more advanced eraft in
the 19905 with as many as 200,000
circuits. Although limited 1o back-up
emergency services:it the outset, sat-
cllite trunsmission will be used us
relay transmission lines warking in
conjunction with optical fiber cible
systems on the ground to form a
highly reliable dual network.

In addition 10 these communica-
tioms carrier satellites, broudeasting
sitellites will provide improved ser-
vices for existing public and private
networks, as well as new cable televi-
sion systems. A group of three com-
punies—Marubeni Corp.. the
Chunichi Shimbun and Uny Co..
(respectively. a trading compuny. a
leading newspaper and a major super-
market chain)—ure preparing to
luunch a combined pay und free cable
television service for the Nagoyu
region using & communications satel-
lite in 1985. By 1988, the third Jup-
anese broadcasting satellite, the BS3.
will be kiunched. joining the BS2.

More diversified communications
services at lower costs are being
matched by similur developments in
terminais made possible through
application of successive generations
of LSI circuits wnd more advanced
VLSl circuits. The resultis a boom in
telecommunications terminals for
offices and homes which will gain
momentum ofter 1985 when the INS
becomes operational. New high defi-
niticu television reccivers with fla
screens and multiple functions which
will be fully digitlized. will replace
existing models.

Duta communications services will
give added impetus to personal com-
puter usage. specding the con-
vergence of television with computer
terminals. All existing telephones and
switchhoards will be converted to
digital models. Developments in
mobile communications are opening
new markets for automobile radio
telephones, cordless telephones and.
ultimately. fully portable telephones.
That powerful sleeping giant. fac-
simile communications. finally i
awitkening 10 an era of general office
and home usage,

Although the tuke-off of new televi-
sion services and digital receivers is
still g few years off. car telephone
services, begun in 1979, had heen
extended to approvinkitely 200 cities
with more than 20.000 subscribers hy
mid-1983. More economical buse st
tion cquipment and o compact. fow
cost mobile radio put into commer-
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cial use in 1982-83 arc expected 1o
give o new boost to domestic
demind. Mceanwhile. leading Jap-
anesce firms. especially NEC und
MatsushitaCommunications Indus-
trial. arc prepuring for the huge
United Stutes market, where | million
to .S million mobile units are
expected to be installed in auto-
mobiles during the next 10 yeurs. The
Middle Eust and Western Europe also
are focal points of Jupanese export
interest. Matsushita Communica-
tions alreudy has established its posi-
tion in the cur telephone murket of the
United Arub Emirates and Kuwait,
and Mitsubishi Electric has begun
exports to Western Europe. with ini-
tinl exports going to the promising
Swedish market.

Portable rudio promises to be an
even brighter star in womorrow’'s com-
munications firmument. As many as
20 Jupanese manufacturers are al-
ready in the market, which industry
analysts estimate will be worth Yen
2.2 trillion annually by the end of the
decude. A rush for portable. high per-
formance radio sets was trigp=red by
the Ministry of Posts and Telecom-
munications' action in 1983 to rewrite
the national Telecommunications
Law. giving increased aceess to radio
waves by privie citizens.

This growth in mobile communica-
tions has been overshudowed by bur-
geoning facsimile equipment sales.
While new models were improved in
both efTiciency and quality. prices
dropped precipitously during 1982 as
a4 result of increasing miniaturization
and the iniroduction of advanced
micioelectrenic devices. The re-
sponse was electrifying. Unit sules
rose 77% in 1982, producing a 30%
increase in sales revenues.

Output of fucsimile equipment in
fiscal year 1983 was expected to reach
350.000 sers, which would mean a
total turnover for the industry of
approximitely Yen 180 billion. But
estimates of future growth vary
widely. The conservative forecasts of
the Communications Industry Assn.
of Japan (CIA)). predicting output of
Yen 257 billion in 1985, have been
serapped. A more sanguine view.
held by EDP/Japun Report, estimates
1985 output at Yzn 300 billion. rising
to Yen 350 billion in 1986.

Evidence supporting the more
optimistic outlook is convincing. The
current boom in NTT mini-fax
rentals, which has gained momentum
steadily since introduction of the ser-
vice in September 1981, will be further
fueled in 1984 when Denden launches
the new cconomical and compact

Mini-fux 2 capable of transmitting an
A4 copy within 3 minutes. By 1986,
all mujor cities in Japan will be
included in the public facsimile net-
work, which then will be integrated
with other communications networks
in a single digitalized optical fiber sys-
tem scheduled to be fully operational
by 1990.

More than 25 companies are racing
to develop new, high speed units, dual
purpose fax-copying machines and
combinations of fax with word pro-
cessors, microfilm and optical
character reading equipment, which
are all calculated 1o increase the
altractiveness of facsimile services to
users.

With these and other improve-
ments in the offing, the number of
facsimile installations is expected to
increase from 300,000 at the end of
1982 10 10 million in 1990. Since this
estimale is based on an 807% satura-
tion of the office equipment market
and only a modest 10% penetration of
the home market, the wide scope for
further growth in the 1990s is
expected to sustain the sizeable
number of producers in the industry,

Exports will spur the interna-
tionalization of major facsimile equip-
ment producers. Although overseas
shipments rose only 7.6% in the first 7
months of 1983. total 1982 exports
shot up 83% to approximately Yen 40
billion. representing a 68% increase
in volume to 63.300 units. The higher
increase in the value of exports.
exceeding the increase in export vol-
ume. reflects the greater advantages
of Japanese higher-speed terminals.

Significantly. the relatively high
rate of exports. which amounted to
almost 27% of total sales in 1982, has
been sustained less by direct market-
ing abroad by Japanese firms than by
United States and European OEM
(original equipmcnt manufacturer)
purchases in Japan. These supply
arrangements. as of 1982, are illus-
trated in Table 2.

By comparison, leading Japanese
maunufacturers are estimated to have
shipped only 15,000 units to the
United States and 5000 to 6000 units
to Europe under their brand names.

Indications are that this pattern of
supply will continue for the foreseea-
ble future. With rapid improvements
in production eficicncy through the
application of more automated mass
production methods Japanese man-
ufacturers have reduced unit prices
by more than 269 since 1980. Tech-
nological innovations, especially in
LS! design and applications, have not

Continued on puge 148
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Table 2

U.8. Units
Fuptsu to Burroughs 5000
Murata to Burroughs 3000
Ok: Eiectric to

Piney-Bowes 7000
Toshiba to Pilney-Bowes 8000

Hitachi to Southern
Paciic Communications 2000
2000

Hitach to Telautograph

only brought miniaturization and
higher quality. but also have lowered
the costs of parts and components.
Moreover, Japanesc facsimile units
now are equipped with levels of func-
tionality unmatched by those pro-
duced in the United States and
Europe.

As a result, in 1952 the British Post
Office and the Swedish Telecom-
munications Agency (STA). for
example. concluded contracts
directly with Matsushita Graphic
Communications for supply of mini-
fax machines. Since the STA repor-
tedly is planning 1o use Japunese
mini-fax equipment in its nationwide
communications network redevelop-
ment program. Japunese facsimile
exports to Sweden alone could
amount ultimately to hundreds of
thousands of units.

Spurred by this rise in exports of
facsimile sets. overseas shipments of
telecommunications equipment rose
a spectacular 57.15% in 1981 and con-
tinued upward at 4 21.75 rate in the
first 7 months of 1983. Prospects are
that. just as exports have led the
growth of other electronic industry
sectors in the past, the growth in the
Japunese communications industry
during the 1980s will be spurred by
overseas sales. By 1986, exports are
expected to account for approa-
imately 30%¢ of total telecommunica-
tions equipment shipments.

Markel targets

At the sume time. Jupanese equip-
ment manufacturers will move to-
ward increasing manufucture of
major products in key forcign mar-
kets. NEC. Fujitsu and OKi have
begun to manufacture PABXs (pni-
vate automatic branch exchianges) in
the United States, and Fujitsu has
plans for United States production of
optical fiber communications-related
equipment, the fiber excepted, in
conjunction with an order from MCI
Communications for installation of a
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Europe Units
Fuptsu to ITT Europe 3000
Mitsubishi Electric
to Siemens 2000
Ricoh to Kalle Infolec 2000
Oki Electric 10 DeTeWe 2000
Oki Electnc to
Muirhead Corporation 2000

long distance optical fiber communi-
cations system between Wishington
and New York.

Parallel to the rise in exports, pri-
vate demand for communications
equipment in Japan will continue to
grow faster thun purchises of NTT.
Kokusai Denshin Denwa Co. Litd.
(KDD) und other public sector users.
In 1986, equipment sales to the pn-
vate sector are expected 1o exceed
Yen 697 billion, estimated a1 35.5% of
total production. or about the same as
the 35.6% taken by sales to public
communications systems operators.

Further liberalization of the market
for telephones and interconnect reg-
ulations for valuc-added nctworks
will have a significant impict on the
market for new generations of termi-
nal equipment. Not only will an
increasing share of home telecom-
munications equipment be sold by
the manufacturer to the consumer
through a variety of retail outlets, but
customer-premises sales of digital
exchanges. key telephone systems
and local ares networks will grow
rapidly.

Radical changes in technclogy.
combined with chunging patterns of
demund are transforming the struc-
ture of the teleccommunications
equipment industry. With the
development of optical fiber com-
municalions. cooperation between
cable manufucturers and equipment
manufacturers is becoming even
closer than it was in the age of copper
wire. Satellite communications. a
macro-technology susceptible to
management only by large-scale
entciprises. will increase the share of
major cquipment manufacturers in
transmission cquipment markets.
Similarly. digital cxchanges. like
mainframe computers. huve high lev-
cls of minimum efficient scale of pro-
duction and. thercfore, are likely to
add 1o the power of major manufic-
turers in the marketplace.

Small and medium-sized telecom-

munications cquipment manufac.
turers will lose market share for
cable. transmission equipment and
exchanges 10 the larger diversificd
communicalions companies. on the
one hand: on the other hurdl. they will
be fuced by rising competition for ter
minal markets from consumer elec-
tronics and office equipment man-
ufacturers.

Virtualiy all major appliance man-
ufacturers and office equipment man-
ufacturers have diversified into
telecommunications terminal pro-
duction in recent vears and are likely
10 be leading suppliars of personal
compuler-—or data communicau-
tions—terminals and facsimile equip-
ment, as well as television and other
video equipment connected to the
communications network.

Indeed. the advantage of appliance
manufacturers is so strong that major
communicationsequipmentfirms,
such as NEC. are investing heuvily in
consumer electronics production to
acquire the mass production capa-
bilities that will be required to com-
pete effectively in the terminal mar-
kets of tomorrow.

Trepidation

Quite understandably. foreign com-
munications equipment suppliers
view this trend with mixed feelings.
While some specialized communici-
tions'‘equipment manufacturers are
confident they will be able to compete
more effectively in the Japanese mar-
ket after privatization of NTT and
with the growing importance of the
private sector. others are less opti-
mistic.

Just as improved technology.
higher domestic performance specifi-
cations and quality standards. and
superior mass production capabilities
are serving 10 make Japanese com-
munications equipment increasingly
attractive abroad. forcign suppliers
will have to compete with this com-
bination of advantages in the Jap-
ancese domestic market. Private
buyers tend to be just as concerned
with performince and quality as the
public services. and they are even
more impervious to international
political pressures.

But that is not all. “There is the
classic probiem of interfuce between
foreign manufacturers and the Jap-
anese market that must be solved.” a
Tokyo representative of one leading
international equipment munufac-
turer confessed. “The home offfice
blumes the Jupanese and the branch
office for failure to penetrate the mar-

Comtinned on page 150
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ket. but is not prepired to do the
homework or modify the cquipment
to meet NTT standurds. *We have to
face the facts.” he continued. “NTT
standards are tighter. and in other
ways special, but they are not goingto
relax them simply to please or accom-
modate fureign supp'iers.”

The plain truth of th» matter is that.
for many of these firms  meeting Jup-
anese(notonly NTT)spe sificationsat
competitive prices and normal busi-
ness risks is not feasible. 1 he volume
of sales. under the best of all possible
conditions. often does not warrant the
investment.

But there are signs that the market
is changing for some foreign sup-
pliers. NTT has established tech-
nological ties with both International
Business Machines Corp. (JBM) and
American Telephone & Telegraph
Co. (AT&T) which should facilitate
the development of compatible sys-
tems and equipment, thus enabling
these lop American companies even-
tually to share in the Japanese market
for the big ticket items which are their
strengths. Motorola has been
selected as a designated supplier. not
only for pocket paging systems. but
also for cellular telephones. Rolm has
received NTT approval of its dignal
PABXs and private firms have been
buying Rcim computerized branch
exchanges (CBXs). which first
appeared on the Japanese market as
recently as April 1982, Fortified with
this success, the company is resolved
to caplure 3% 0 4% of the market for
this type of equipment.

As a harbinger of things to come,
last October Ichio Kato, NT T s direc-
tor of international procurement,
announced in Washington the place-
ment of orders for an advanced traffic
observation and management infor-
mation collecting system from AT&T
International, a $21 million supercom-
puter system from Cray Research. and
a $4.3 million transportable digital
switching system from Northern
Telecom. Although sales of Amer-
ican firms to NTT have been doubling
every year since 1981, when the agree-
ment between the United States and
Japan was signed giving American
firms the right to compete on equal
terms for NTT procurements, this
was the largest se! of LS. equipment
purchases to date.

By current industrial standards, the
pace of NTTs liberalization signals a
major change in policy, a change
which is further reflected in the new
open fender system of procurcment.
Te expect radical changes in patterns
of supply. even if the quality ana

prices of producis arc compelitive
with those being used. flies in the face
of the rcalily of telecommunications
sysiems' impcratives.

All products must be comp.nublc
with the totul system and with its vari-
ous components, which usually
means that individual products must
be designed for the needs of the sys-
tem if optimal results are to be
obtained. This limits the number of
equipment items that can be bought
off the shelf and requires rather
lengthy lead time between the design
stage, the placement of orders and
final delivery.

The question suppliers are asking
now is: Will NTT continue on its
present course of liberalization after it
becomes a private corporation?

Although NTT will not be legally
bound to comply with the procure-
ment agreement once ifs status as a
public corporation is withdrawn,
there are good reasons to expe 't that
purchases abroad will continue to
increase. As an executive of one
American equipment supplier put it:
“The important thing is that recent
changes in the climate induce foreign
firms to try harder.”

But, equally important. NTT will
no doubt remain committed to the
path of cooperation it has taken with
its recent technicai relationships
abroad.

There are also some sound tech-
nical and economic reasons for an
increasing specialization and intema-
tional division of labor as telecom-
munications technologies and prod-
ucts proliferate. As uniformity in
global communications systems
becomesincreasingly important,
there is likely to be a growing trend
towards standardization and com-
patibility of systems and equipment.
Closer cooperation between com-
munications utilities and suppliers
throughout the world, therefore,
becomes one of the positive features
of the fifth communications age.

Liberalization of communications
sysiems the world over also will
enhance the importance of private
sector markets and increase world
trade in communications equipment.
Although Japanese telecommunica-
tions equipment manufacturers will
be major competitors in this new
global environment, effective compe-
tition in this ficld oftcn requires inter-
national cooperation.

Increased international competi-
tion and cooperation thus become the
logical pattern for members of the
commumicittions industry in the infor-
mation age,
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MARRETS, SECILNING WITK & CERTaln PERCEYTASE
.6, 10 PERIELT OF CARRIERS® Annval
EXPENDITURE 04 EQUIPPENT) wniCH 0.0 BE
INCREASED A3 THE CoEFALL COM“UNITY PROGRAM 1§
1WPLEMNTED.

o 8. RCOUCTION OF VNCERTAINTY CORCERNIYG DEVELEI™MENT
STRATLGIES TURCJGY INE CFERTICN OF A FRINIVORK FIR
CONSULTATICN ALY (CHIEFTaTION OF TA€ DE¢ELO2¥E4T OF
SERVICES AKD METWIRRS, ALD 'NE IMFLEPENTATIGH OF
JOINT (HFRASTRUCTLRE PROECTS.  TH!S FRINEWIAN WItL
BE CONSTITUTED BY & MULTIDISCIPLIKARY GROUP FCR
ANALYSIS AND FCAECASTING, VAOTE VORK Wiit
INETIALLY SOVER TAREE :REAS.

o v = TRE DEVELOPMEST OF NIV SERVICES THRJUGH ThS
RAP 1D INTRCIUSTION OF INTEGRATED S€2vICE 0:GITAL
NETWORKS (NIRFOV-BuND 1504S);

= = o TNE ESTAPLISHAENT CF CELLLLSR RACIO-TELEPNONE
SERVICES;
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PAGE 02 0F 0
» «  THE DEVELOPNINT OF YIOEOCOMMUNICATIONS AND TRE

INPLERCKTATION OF WIDE-08KD TRANSKATIONAL
NETVORKS. .

VORK O THE FIRST AREA VILL 8E COVERED N A REPOAY
ON 31 DLCEMEIR, 1984 ANO ON THE QTHER IwO AREAS IN
R REPORT ON 38 JUNE, 193).

- €. IMPROVED TLCYNOLOGICAL CAPACITY TNAOQUGH A
COLLABORATIVE PRCGEIN OF INDUSTRIAL RRD, NOV UNDLR
PREPARITION, WICH WILL BE PUT TO THE COUNCIL IN
THE SECOMD WALF,

e D. AID FOR TNC FOOCANIZATION AND UPGRADLING OF
NETVORAS (N THE COFMUNITY'S LEAST AC/ANTALID REGIOMS
OF INCREASING TNE PROPORTION OF F1MstiGiNG FOR
TELECOP UL I1CATIONS N TRESE REGIONS FRCH COMMUNITY
FINANCIAL INSTRUMENTS (REGICUAL Fend, 1B, NEV
CONMUNITY LENDING (HITRUMENT).

6. THE COMMISSION wilL BE ASSISTED IN THE

INPLENENTATION OF TNE OVERALL PROGRAN §Y THC

CONSULTATIVE SENIOR OFFICIALS GAOUP, SET uP VITH TRE

BGPEENENT OF TRE J0.:CIL 1 NOVEMBER 193] 10 PACPARE ThE

PROGREM,  THE CONMICSION WILL ASK THE CIunCil 1O RENCVY

THE MANDATE OF THIG GROU?.

7. COMPENT: THE COMMITSION'S PRCPOIAL, LAUNCAED BY A
PRESS WANCIUT, 1§ VERY Sa0RT ON NEW 10EAS.  THL
PROPOZAL ORAJS WELV LY 04 TME COMMISIIST'S 1989
INITIATIVE Ix TELECIMR 5tCATISNS " THE HEJ IHFQRRATION
TECANOLCCIES=~A CLleun i Ty REZPONSES €O 30} 4103,
NOMENER, 1T OMITS 1 COTTRDVERSIAL PRLHOGAL FOR
OPLNING UP 10 PLRCE.! OF PUBLIC PROCLRENENT 10

" CROIS-BORDER TRR3E.  TAC Miv SCCUMENT 18Y2 CNLv THAT THE
CORMISSION “INTELDS TO SUBTIT 10 THE CIunCil & WtV
VERSION OF THAT 1CEA * SIMILARLY, N TAE SECTION
EMTITLED *... COMMD™ ACTION ON RC3CARCH AND
DEVELOPPENT®, THE CIMPISSI0N 2AYS 1T WILL SUBMT A
PROPOSAL FON AN RLD PROGEAN FOR TELEZO™MUNICATIONS 1N
TNE SECOND NALF OF 19254, M ZHORI, N & FORTY-OHE
PAGE PAPER, THE CIMMISTION MAS PUT FORVARD WO CCHCRETE
PROPOSALS FOR THE SECTSR OTWER THaM THE FIRMATECH OF
ADYISORY COPNITTEDS 10 S°UOY THE PROBLEN.  WHEN SNE
CONSIOERS THAT DAJICHON nad N&D A “TaSh FORCE- VCRRiNG
ON THIS FSILE SIUCE ExTLy 1981, 97 DECCMES CLEAR NOW
OEEPLY DIVIOED TNE COPAIZIION %0 THE PEVBER STATCS MRE
OM Tht FORMATICH CF TECESOMMUNICATIONS POLICY. (KD
conneNT.
§. SOME €C CORNISSION CPFICIALS Q€ OPELLY CITICAL OF
TRE PROPOSAL NOT IN Y BESAUSE OF 115 LSCK OF NEW 1O0AS
QUT SLSO BECAUSE OF PiltFalis THEV PERCIEVE 1% Tnf
APPROGCN ITSELE,  O4E COMENTED THAY Tof TEN PERILND
GOAL FOR PuBLIC PROCUREFENT 15 oM AL™QET 1RPOISIRLL TRSK
GIVEN THE POGITIOIS Tankw BY THE PERBEF STATES
NEVERIMELESS, wE SM1D, EVEN §F INE TEN PERCENT WERL
ACKIEUED, THE GOKL WOULD TH{N BE 20 INCREASE IHE SwaR{
TO TVENTY, THIRTY OR FOURTY PERIENT,  CUR SOURSE SAtD
THAT THE COMNISSION MAY FIXKD THAT OBTAINING g4 *ERCENT
SIPPLY INCREASES RATHER YiaW DIRINISNES PEMEER STATE
OPPOSITION 1O L18LRALIZATHCH,
§. COP.ES OF THE COMRISIICH® % PRCPOIAL VILL BC POVCHID
10 1L OEPARTEINY FOR ER ALD OES, USIR, FOR RatP
JORNSON AND SO-9(QCE FOR LaMORIELLO, VIST

UNCLASSIFIED
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VNCLAS SECTION 81 OF 02 PARIS 10334

€0 1% an
tags:  LICL, (IR0, PR
SUBJECT:  FRENCR PTY AINISICR'S VICVS OF CuROPLAR

TELICINUNICATIONS POLICY

)Mot ALBQAL UL PAGKEATILL PO LSNEO 10
SFMUNICATIONS

SLCAMDLS APRIL 3, FRCNGY POYTS AND TELLC
QUL fUngSIER, LOUIS MERAOERY, SET FORTR FRENCH VIEVS
08 A (VROPTAN TELLCONNUNICATIONS POLICY. VE AR
PPOVIDING 8ELGV SORL CACCAPIS OF MIN:STUN ACXA Of8U'S
ARTICLE WWICH WE CONSIOER IAPCRTART BECAUSE OF MIS
CEROING POSITION ON THIS GUESTION 1N TRE FRENCH
COVENmENE, VR WILL ALSO POUCH & TAANSLATION OF T
FULL TLXT T OIPY Q8/71/100 AND VSDOC.

1. (RCCRPTS FOLLOV:

TR BAZAGROUND
Veessassnonens

<o SINCE INL FOUNDING OF TRE {C ONLY TVO TOP TECHMOLOGT
INDUSTRILS, AZRONAUTICS AND ACRO-SPACE, NAVE IMCRGED

I EUROPE.  OTNEAS LINE NUCLEAR POVER AND (NFORMATICS
SAYE PRODUCLD $ONL LUROPEAN PPOIECTS SUT NAVE MOSTLY
AUPATNED HATIONAL 1% SCOPC.  TELCCORMUNICATIONS, NOVEVCR,
RAS WCYCA BLEN [UROPEANIZED.

“2 & STANDRROITED WORTH APCRICAR SYSTEM CF Conmuml-

TATIITCNG
g 19 PECYENT 315 TVRTNER CaPAWSIQN. LACK [ROPEAR.
CQUAIRYL 28 LIS D, RISKS AEIEG SYALLOVEQ 4P IN1Q
AERLR-NIDE S31L8

-

== QUROPCAN STATCS AxD FifA3 SASE InCIR KOMVI!!L’IOIS)

QUSL310ws on (LTNER maTIgNAL OF yORLQ-VIGE CONSTOCRA-
10NS, NALIYVE PROQUCEAS @wigifes, Si(axy's, E1C.)

BAVER'T COIPERATLO O IATCR-EUROPEAN PROJECTS; US FIRAS

18 QuRest Cigm 11T (TC.) Oow't (lt ) oow't PRODUCE_LQuIPnLRT *
u“llli!.“ £00 CuRoPTAS X((0S. If TNIS THENO DOCSA'T
CAMCL_AD 11 4#2(a05 10 §C MCECLLRATING, €. 6., ¥S/ -

pPEa0% 10

LVRSPLAL F10m COOPERATION.-PNILIPPS/ATY, OLIVLINI/ATH)

T8C QLropICNITY FOU 8 (VRQPEAN TELALCANMUNICATIONS
ANQUSIRY COVLD RE QES1RQY(O.

. (Olllclllﬁ B THE UROLSIRABLE SITUATION ROTED
ABOYE, THE FRERCH COVORNAEMT NAS OECIOLD YO RLACT AND

YO VOIK TOwAt0S 1XC GALATICY OF & EyBOPCAR If(C

COTRICATIONS aREA IPACE funoP((N BC3 1L1FGOMLEI-
Laloast.

== 158 veon WILL THIS OE CRraveOr FiRsY, FOR TR(

INCOMING
TELEGRAM

0NN ocarlt

CONSURERS 1O DLVILOP NEV SEAVICES; SICONO, FOe WNC .
MAIEACTURERETYO PROVIDC 4 SOLIO, LGROPL AN PARRE T

BASE 10 BELP TNEM FINANCE TAC (NORMOUS IRVESINENIS

SEEOTE 10 ALLOV TREN TO CORPETE FOR VOSLO RARKCTS VITH

US AMO JAPARESC FIRAS; FINALLY, FOR TNE [UROPLAN

COMMNITY AS A WOLE SINCT MASTLRY OF CLECTRONICS IS

oL OF TNL RAJOR FACTORS OF CCOKOMIC, INOUSTRIAL AND

S0CIAL CEYCLOPAINT,

il“
oon" T TRiINK §

Lo

trort? o Ing mimisreR

FRANCE ulnM 13 ANONG THC LEADING COUNTRIES u

mum( TELERATIC anD D (L (cII0NICT (apOn1g,

3. THC MAN - FIRSY SIEP - JOINY STANDANDS ARD PROJECIS:
ec QUR POSITION STARTS FAOM A KNQOW FACT AND IS 043E0

O TVO COVRSES OF ACTHON TNE FACT--A EUROPCAN
TELZCOMMUNICATIONS SYSTEN VILL NOT BC USTABLISNED OY
1ESELF BUT ONLY BY TNL JOINS VILL OF TNE MANUFACTURERS
AND N[ OPLRATORS OF TNE PUSLIC NETVORKS. TNL COCPERA-
Tion OF INESE TWO 13 INDISPENSARLE.

-« INE FIRST COURSE OF ACTION: TWE CUROPEAN TLL-
CORWNICATIONS $7STEN must 8C OF DENEFIT 1O ALL,
PANUFACTURERS AN CONSUNERS; FOR THE LATTIN, Tuf

CUROPEAN TELECONWNICATIONS MARKLT MUST BE Aw OPLN ONE

wo TRE SECOND COUNSE OF ACTION: TAE LUROPLAN
1 ARUMICATIONS SYSTEM AUST RESULY N THE ESTABLISH-
neat? w A EUKOPEAN INOUSTRY, NOT CMLY & TELECONPUNICATIONS
T VT ALSG 4 COMPLETE (LTCTAONICT RETVORR

IICWO'lG "ll(g:!vlltﬂlo“ QEFICE DATA PROCESSING

QURCAUTIOUE), IAFORRATICS AU010-VISUAL SERYICES N3
EONPUTTR-ONTA S1312R],

4, INE PLAN < SELORD STEP - RECIPROCAL MARKET ACCUSS:

esuascecenuennnnennane

"
“e
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o 1086 wa
Tacs: (3L, £80, AR
SUBIECY:  FRERCH PIT MINGSI(R'S VIEVS OF fuRCPELAN

wu_an 10 | 1Nk €T CARITALS BY & PCLE-
£-0011¢ n(1708% PRGPOSLO TO

£C STATES BY (NOUSTAYT MINISTER FASIUS 15 NOTED.

o= TRE_GEAMAN/FAENEN COLLULAR R1010 PROJECT 15 CITED._

oo VITN 115 NEIGKRONS, FRONCE 1S 0€AYY T0 PLAY (1S
PART (N RECIPROCITY AND FARC sWITTATIVES 1N SLVCRML
AREAS, CCOPTRATION VITH TNE GERMANS 1AD UR ON
mmw.uumnwu.u._lx BECALLED 45
VILL 8% 0MGOINGC OISCUSSIONS Vi IX SOUTNERN (UROPCAN
Lounmrits

S, InE PLAN - TRIRD STEP - CREATION OF & CORMMUNITY

o enssesen

InQUsIRY:

<o M1 VELL BC WECTSSARY TO CONVINCE OUR PARTAERS OF
THE SOVANTAGES PREZENTED BY “CPEN® SYSTIAS anD NETWORKS
VO 410 TNC FREE DEVLLOPPENT CF YWE MOST ADVANCED
SERVICES Sucx a3 ¥IDLO-TEX.

== 1T VOULO B€ LOGICAL FOR TN 19 EC STATES TO
CSTABLISH THIS "OPEMING® (OF RARKCTS! AMONC THEMSELVES-
$UT ALSO TO MSSOCIATL IN TAIS MOVERENT ALl OR Paatr of
Il( OINER (G RCROLES OF CCPT, uNDIR TNE CONDITION, OF
TOUESE, THAT SOPAZACIA. WESOTIATICNS WITH (A4 GF

TNER TaRE PACE VITHIR THE LEGAL FRARCVORK OF TNE

TREATY OF mont.

e BOV COULD VT RESPONS 1O SOUICITATIONS RECEIVED FROm
FURTAER AF 11O WA, JAPANI --PERRAPS INROUCH INE

FRANIVSAA OF O(CO CA CAITY |

-« thaver was & taagiviowa degsrnenct sen orening

TTE EAGATILNS 1o TA(_{JROF(4M CORRUNITY VITN

POSSIBLE £274K2i08 10 CEATAIN OTHCR [URCPEAR STATES.

P71 OnLY FOCLOWInG THIS BCTION TwaT TNE CUROPCANS
1 At AL OPINIRG (6F

SURLISE VITH QuR SARGE, FCALIGN PARINELS.

«s POV SN OOl AVOID B FRULAL INVASICN OF {OV
PRICLD FORTICE PRCIVCTS ARD SURVICES® FikSY OF ALL,
~PALRATONS OF PUBLIG SOANICIS CAN AQLUSY TNEIR CNARGES
JAP SIRUCIT 10 uRE2URACE AP USE OF PRIVALL
~ALCLLLS MO BfINORAS PRQ (SOURAGE YIE OF PUNLIC

SQULINALAL RRQYIREQ) FACILITILS 4ND ZAVICLS,

*o RECINT CONINACTS 4mONG (VROPLAN PIT ADAINISTRATIONS

AT VILL AS DITCUSSIONS 18 BAVSIILS WiINIe TaL CEPT

“{uroet TN Thitp
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ustes ocndy
TRANCVORK GIVE US TRE INPRESSION AT TS TUPE TXINGS

"ne seev 10 movl,- —- -
oo PLWALLY, 17 SCEAS THL granfs Moy § sPPLILQT'0
Ing continuing (08: 1001155 Aatagls WMICH,

AFTER THL AUBIO-VISUAL AND CONPUTER R OSSES), Vas
PROCTEDING TOVARD TRE DISAPPLARANCE OF TRE (UKGPEAN
INFORRATICS TROVSTRY.

> TNE LSTARLISHMENT OF A JURQZLAN IELLLORALIILATIONS
ur’ivﬁuu 1168 SYSTON 13 OuR (o] CNARCE 1D MN.E
(_LOL vuRLD ELEETR0NICS.

CaBRAITH
”
[}

IINCT ASSIEIFD .
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A ARCRBASEY PANIS

10 VS00C vasuot

IO AN MEASSY LRUSSTLS
STCSTALE vasnde $3)9

uacLas s ey

USDOC FON 4212/1EP/LUR/OEC/LC/XNICAOLS AND
2117114780 701/70001 SOX

IRusSELs foR ysSEE onY

statl tob ysm

€.0. 12363 w2
1868 (100, uSIR, €IND, PO
SUBJECT:  TELECONNUNICATIONS

1. FOLLOVING 1S AN UNOFFICIAL TRANSLATION OF AN
MRTICLL RECARDING EC COOPERATING LFFORTS In
TELECORWNICRTIONS,  TME ARTICLE APPLAKEO tn LL mONDE
My 1) L Liend OF INFCRCENTCCT SCRLLEN]L LEFOALS AY
AGREERCRT, FCS PARIS BLLIEVES INAT THiS LaTEST €C
INITEATIVE QEORS CLOZE MONITORING.

3 BLGIN TRANLATION
Ing £C MiniSTERs OF IMOUSTAY NAVC GIVEN A STIMULUS TO

CUROPE™S TLRECORNUNICAT IONS.

NG EC MInsSTERS OF INOUSTARY RET UK PARIS OM MAY 10 1N
OAOCR 7O DIZCUSS (UROPL S TELICONFUNICATIONS wOUSTRY.
PRIOX 10 TS PLETING, TNC (UROPCAN CONMISSION NAD
PSSO On T 115 AEREERS BAZIC CUIBILINES RELATING 10
INE COOPTRATION 1T SEINS TO [NCOURIGL N THIS
TOUSTAY.  ENE FIRSY OLCISI0NS waICH WILL tAY I
FOUNOATION OF EUROPE"S POLICY SOR JELECONAUNICATIONS
VILL OF TAREN 1K THE MEAR FUTURE.

CXPERTS QELONCING TO I CUROPEAN CORMISSION ALCINILY

POIKTEO OV SEvCRat ORavBACAS. INL COPRUNITY IS
LRLSENTLY DINrOCO INTO *nDIVIOUN PARNETS N0 THIS

SITUATICH 15 FudintR 49CRAVSET Y RATIONSL P H
ARDING $T4NDLRDS 840 APPROVE( PR ATy
2 AMEARLISLI LI i
AR[ Ingcorpat e JAL_CENAISSION 8150 POINILD
iy [LL1 HIAAT :

Sl I CRoanily' s videvess (N RasIC TRCHN0LOGI]
BLLATLO 1O T(LECCunuNICATION SYSTENS AND STAVICES,
ITNE ERC impcRIC §) PEACINT OF 115 S1CRO-CL{CTAQuUIC
_gg_rcngn: INE C/PERTS ALSO NOTED THE L ACK OF

1

[YAI1{} N_INE INJUSTRIALISTS an
!u_LVkLJLLan.WI
[LTE e T ) 117

£ACTOR  FiumLY, CUROPLAN InQUSTAICS WAV INV(31EQ

uuu_m.m.z.nuummmu.mum a0

ALR{QY N " Ang_IRIR0
CUNERATION PREIUCIS (TELLMATICS, v-ot-uno

JELLCeTmumICaTICn STOTENS,  ANO ¥10(0:TFLEPXONLS)

w0V S Il TCLECOTP, M CaTIONS INDUSIRY 10 OVIRCOM

1e8 S0 wanBICAP3?
PRE CroNITTI0N GNTENYS 10 SUBAIT A PRECIST vORR PROGRAR

QEFORT Junt 38, EnD 2CPES 1T CUIDELINCS witK L

“llJO.H nU
TELEGRARN

- ’y ’

K0P AN s ot:D IN FONTRINS 118
N Jyun . )W InE REPORT, ZoEMITILO YO Taf
MINISTERS ON MAY 10, THL CORMISSICH RECOMNENCED
CSTADLISHENG A COMRON AARKET i TCPminaLS.  NOVEVEK,
OLFORENAND 1T WiLL 8T NECESTARY TO fwSull

(1] 1]

INg_commuNit

TERNINAL COUIPACNT DY M{TVORN YeCX:
QUL TO (AISTING TCCNMICAL AN (NZTLIUTIONAL
1 T s L0 t

CQnWNITY), TNE COMMISSION BELIEYLS, CONTAARY TO
wAL )T ASONMENDS ARGARAING TERMIRALS. JHE *QPENING'
OF_Ing _15LEconnuntCALIgN SYSTCNG (QULENCNT NARREL . .

LAQUAD ONLY TANL PLACE VCRY GRAOVRLLY..
AS A FIRST SIEP INE COMMIZSION NAS PROPOSED ASKING THL

l" s !! OPEN A CERTAIN PLACENINCGE OF TNEIR TENDERS TO
AND FuRINL(P

ncnm-os
A OLFINING CONNEN LONG-TEAN OBJECTIVES TOGETNER VITN

AN ACCOMPANTING SCHEOULL. 1 OACER 1O CARRY QUT SUSH &
PLAN TNE CONMISSION MAS SUGGESTEO CACATING A
“NULLIDISCIPLNARY GROUP® SOUICH. NQULQ. 2ROV, DL LSTINAILS
AXD. ANALYSES..

B, INPLEMENTING SEVERAL PROJECTS 1N INC
TELLCCPIUNICATIONS INFRASTRUCTIURE FILLOD WHICK IwCULD
NAVL AN ENCOURAGING EFFECT On 90N mou.uuns!' L
PUBLIC OPINION.  SOR ErameLE, THE o

SPILOTS WETVORN 1N AQVANCED CINFLICAlICNS IVI0fy-PHON
$TLTLNS, OATA-TRANSNISSION (0 CanffRENZCS)
WHICH VOULD CCnuntCt 801w £C GQ.5%  m(K1S AND

ETITUTIONS (DAi§ vy PRQPOSED AT (MUAINI FABIVE 1N

JrITn
TVO OTHER PROJECTS RiMING AT LONG-TLAM RESULTS COULE

A150 8E LauNCHE!
SETTING UP 1] 1) DAL ]

QAL AR -RA0: 0T L5 EPu Y i 4np taviy '
Q4200 _CnanngLs £00 wi TELESC NUNICATION S3TEms

TN ORDER O LIMIT TRE CORMUMITY 2 PREZENT WIARNESS IV
TECANR OGY AECARDIMG IMICCRAYED CIRCUITS, THE
COMISSION WaS SUCCLSTED £xCQuREginG ASSLARCH ALCHG INf
;Ang 1INES A3 INg QATA-PRGCISSING PROLAANRE £SPRIL.

Ing cemmuNItY wvouLD PEOVIOE F:iFTY PERCENT OF TN
FUNDS, _BUT OWLY wnEw Tu( PROJECT 15 £3Tm CONCEIVED
Au0 CARRILD OUY BY COMPAWILS BELINAING. O SEVERML
ngﬂlgl STATLS. Twt ADOITiOuAL €33 10 IWE CURCPLAN
SUDGET VOULO BC APPRQXINATELY 25 ANAICH ELU S (114
MILLIQN fRENCD) QoL A PLRICO OF JUML MAAS  END

TRANSLATION
TS PARIS/BI0/NCVANDLNSROLCA/RBILLAN TATGE

UNCLASSIFIED
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'2turdly 31-Marcn 1984 -9- No_3822 (new serves)
« " European Parliament Plengry Session (continued)

INDUSTRY : POSITIONS ADOPTED ON FIVE KEY SECTORS

ASBOURG (EU y 30 March 1984 - The Parliament has adopted, after making certain
additions, Polutions accompanying the reports on five key sectors of the European
restructuring, for which

industrial sc go-ahead sectors, or sectors roquiring
action at Furopesn level is essential, not for "dirfgiste’ purposes but so as to create
the Tramewo rk‘%w Yh which adaptations and i r"esiruc!ugTr 7igs 'wi'” be made easier, FYor

summaries of the reports, see EUROPE of 28 March pages 8/9.

Motor industry : assessment of the sftuation

The Parliament has adopted the resolution presented by Mr Bonaccini (Italian
Communist) on the motor industry, after accepting certain amendments submitted by Mr
Hopoer (British Conservative), .which, moreover, were by and large accepted by the
rapporteur himself. The resolution considers the progress that has been made towards
& common s:rate;,y. According to the E.P., research financed by the Community is desi-
rable only insofar as it encourages innovation that has a reasonable chance of proving
profitable ; on the other hand, it stresses the need for a global approach to reguls-
tions governing enyironment, safety and energy consumption. Where foreign trade policy
is concerned, advantage should be taken of the temporary breathing space offered Europe
by Japan's self-restraint in its exports to substantially improve European production
and innovation, As for the social aspects, the Parlfament refterates the need to introe
duce close co-operation between workers and management when it comes to modernization
issues, and it thinks that the fnevitable job losses can be minimalized by policies
that generate new investment opportunities. Furthermore, socia! accompanying measures
should be designed to give workers a wide range of technical skills, enabling them to

improve their job prospects

Telecommunications : call for a Eurcpean strategic plan

l/ The Parliament has adopted, after making some amendments (most of them by

Mr Purvis, British Conservative), the resolution contained in the report by Mr Leonardi
on teélecommunications, calling for speedy introduction of a European strategic plan,
the guidelines of which, to be proposed by the European Commission, would revolve arounc
five major poles : a) stimulation of investment at Community level ; b) establishment
of a European standards policy for telecommunications ; c¢) liberalization of honopolies
and more co-operative attitude by the Post Offices ; d) launching of major research and
development initiatives, to take maximum advantage of economies of scale (an amendment
by Mr Mureland states that the Commission should propose a Community research programme
directed at the pre-competitive sactor, to complement the ESPRIT programme, and another
amendment, 31so by Mr Moreland, states that standards that were accepted on an inter-
national front would be even better than European standards) ; e) launching of prlot
schemes at European leve! : absolute priority should be given to a new Community trans-
frontier network offering digital/iSTD services, but there is also an urgent need to
Mmake the mobile telephone systems, which are expanding rapidly, mutually compatidle.

Textiles : an important sector that must be safequarded

Concerned by the situation in the textile sector, the Parl{ament has adopted
the resolution put forward by Mr Nordmann (French Liberal), which calls for a Community
strategy involving : 1) measures to ensure better balance of trade with third countries.
The Multi-Fibres Arrangement can give the EEC a breathing space, enabling 1t to modern-
1ze and adapt 1ts structures : 1{f a new framework proved necessary, the quotas system
would have to be simplified and the interests of the least developed countries protected.
The agreements should be subject to more stringent management and Spain and Portugal
should be given the opportunity, as soon as possible, to join 1n with the thought being
given to the question of a “"Euro-Mediterranean textile area®. 2) prevention og distor-
tion in the EEC, particularly by strengthening the internal market. 3) promotion of
the sector's general competitiveness by specific measures and by concentration of aid
on some decisive projects so as avoid duplication of effort. 4) measures to accom-
pany conversion to other industrial activities. The countries affe¢ y the changes
dre Dy and large poor ones, and the labour force predominantly female, which calls for
efforts at retraining, co-ordination of Community instruments and serious action to

provide better information.

Shipbuilding industry : call for positive action to revive it .
Another sector in crisis was the subject of & report by Mrs Theobald-Paoli

(French Socialist), wnose resolution was adopted by the Parliament in a very amended
form. In this resolution the £.P. : 4) tinvites the European Commission to give up

its policy of mere control in favour of a positive policy to reviv: shipbuilding. To

sevl v




89

THE NEW YORK TIMES, MONDAY, April 30, 1984

Computer Linkups
Spurred by France

: : m;mum g ﬁu:n C'v nto &
rance into
NCW SC!'VICC muuwfhvmeommmmn?
| i1 e e
Is SubSldlzed fectory with the Minitel termizal,
Ne More Huge Phooe Books
Instead of riffiing through the
By PAUL LEWIS pages of & bulty dirctary In search
T et B L Sl Lttt s
small —Astreasursr ol 8 prench Pont Offics, which baids 8
dour eastern Freach town, Hubert poly.
. They can also cbtaln many other
Swaidus used t0 call the bank evary i TN tP ool o ecdition

day to ask sbout his compeny’s ac- -

counts. Sioce the start of this year,
the L formation be wants
m on & little television

|

g

QEE
T
i

8gss
it
E
ﬁs?zg
§§§?§
ail
Eek
g 411

to allowing

Minitel will soon maks it possible for
people to pay their bills by using a
personalized “smart card.”

Stored on this credit card will be
personal information to identify the
user, A speciaily adapted Minitel will
allow the desired transaction to take
Rug“myummmwdumum

Furthermore, the Minitel can be
used to order A from

Cycles Peugeot, the motorcycle
and bicycle arm of the Peugeot auto-
moblie enterprise, has just spent 83
million equipping 600 dealers with
Minitels that use 10 order stocks
from the company's central depot.

Other F: companies that have
linked their branches with private
Minitel systems (nclude Viaiprix, &
supermarket chaln;, Renault, the
state-owned car maker, and La Re-
doudt-Trols Sulsses, & mallorder re-
tafler. .
Free to All Who Want Ooe

At present the French Post Office s
giving away Minitels to anyone who
wanty one, working across the coun
try region by region, with plans to
start charging for them later, Cur-
rently about half of all telephone sub-
scripers in any area o, to take the
Minite}, and the Post Office is install

about 30 of them a day.

y the end of this year, the Govern-
m‘e:nhopuwhn::&mnn' on."'imlnl-
tels operating, or y four times
the tosal nﬁ:‘u&: of such machines ln
use the rest of the world,

cs. ,

mailorder companies.
Oata for Shoppers Avallable

And telepbone subscribers can tap
into computers that provide them
with the latest information about res-
taurants, movie houses and shops,
guwly Just for the cost of & phune

Eventually the French Post Offics
hopes to tum s profit by charging

et
fiolinet
i3,k
EEE ;

;

gg
i
£8

for making
lable to Minitel X
refuses to give out figures on the huge
costs of the campaign, however, 80 0o
projections are tbie as to when
the service ::nmil sart making

e arlb It

money.

*Once the Minitel i (nstalled in &
house in placs of A paper directory,
you have s captive market for all
sorts of computer-based services,"
sald Rens Carrigues, who runs the
‘n)dmmum program at the French Post

Linking of Sranch Offices
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the French Post Office is leas
about 2,000 of the terminals a man!
10 companies for thelr own use.
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Senator DANFORTH. Your testimony, Mr. Weeks, is that it’s not
Jjust the customer premises equipment that is going to experience a
rapid growth in imports, but also the switching and transmission
equipment, which I understand is your particular line of the busi-
ness. Is that right?

Mr. WeEks. That’s right, Senator.

Senator DANFORTH. So in contrast to the distinction between the
two that the ITC makes, you would simply say that you are looking
for a major surge. I think you say in your testimony 300 percent
over the next 5 years in imports.

Mr. WeEks. That’s right. And we see exactly the same market
conditions we saw after the Carterfone. And I see no reason in the
world why this problem won’t escalate right up the scale of sophis-
tication.

Senator DANFORTH. Am I right in understanding your testimony
to say that you don’t necessarily regret the competition in the U.S.
rnarket so long as you are able to compete in other markets?

Mr. WEEks. Absolutely. That’s our position and has been our po-
sition.

Senator DANFORTH. And, Mr. McDonnell, you would agree with
that position?

Mr. McDoNNELL. Absolutely.

Senator DANFORTH. Do you also see that it’s not just customer
premise equipment, but also the other categories of equipment that
is going to be subject to increased imports?

Mr. McDonNNELL. There is no question about it. In fact, I know of -
a specific'instance where a I'rench company literally came to the
United States and purchased a group of engineers to get the latest
digital technology and formed a company around them; complete
French financing. And, then, of course, immediately exported the

product to France.
Senator DANFORTH. Gentlemen, thank you very much for excel-

lent testimony.
The next witness is Robert J. Keefe, chairman of the board, the

Keefe Co.

STATEMENT OF ROBERT J. KEEFE, CHAIRMAN OF THE BOARD,
THE KEEFE CO., WASHINGTON, DC

Mr. Kegre. Good morning, Mr. Chairman. My name is Bob
Keefe. For the last 5 years I've represented Nippon Telegraph and
Telephone Public Corp., and am happy to submit some testimony
on their behalf this morning.

NTT is a telecommunications operating company, probably the
world’s largest after divestiture of AT&T and probably the most
widely discussed company in these hearings and others before the
Congress. While it has a strong research capability, it has no man-
ufacturing facilities. In the years that I have represented NTT, the
United States and Japan have completed two agreements covering
NTT’s procurement practices, and NTT has developed and imple-
mented a system of procurement that is open, competitive and non-
discriminatory.

The purchase of American telecommunications equipment during
that period have grown from 20 to 140 million. Prior to 1981, NTT
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was quite restrictive in its purchasing, perhaps the world’s model
for a closed corporation. It was every bit as closed as AT&T or any
of the European PTT’s. But that has changed. Slowly, but it has
changed. And the shift began in late 1980 when the Governments
of Japan and the United States completed their agreement.

Both sides have learned the shortcomings of the agreement. And
the rules under which NTT now operates are the result of both the
negotiations and experience. NTT made substantial improvements
unilaterally, including the use of English language in its procure-
ment documents and bids, acceptance of bids in New York, use of
international contract provisions, and other items designated to fa-
cilitate participation by U.S. companies in their process.

Many of these provisions and others were adopted in the renewal
as a part of our two nations’ agreement. As new procedures have
taken hold, both NTT and its customers have realized the advan-
tages, as Secretary Olmer suggested, of worldwide competition—
providing a more varied line of products and services at more com-
petitive prices.

Seven percent of NTT’s telecommunications and customer prem-
ises equipment market are now being served by imported products,
a hefty portion of them from the United States. The changes that
have so dramatically altered U.S. domestic telecommunications
market are being mirrored in Japan. The Diet is now considering a
measure to privatize NTT, deragulate the telecommunications
market and open the industry to additional competition both from
within and without the country.

As the ITC report indicates, using Japan and NTT as example,
there is substantial long-range potential for U.S telecommunica-
tions manufacturers in export markets worldwide, with the empha-
sis on long range. The lead time in major telecommunications is
long, and that fact is inescapable.

Also the importance of the principal service carrier in equipment
purchases will lessen as deregulation occurs. In Japan as here, the
customer premises market is growing much faster; aggressive mar-
keting inwo this sector will be essential if the promise of increased
markets is to be realized. This point is one in which the U.S. com-
panies really require greater emphasis, if NTT is a model.

NTT intends to continue to be a major factor in providing Japa-
nese customers with state of the art telecommunications service;
look forward to the benefits of international competition to the
system in its endeavor.

Thank you, sir.

Senator DANFORTH. Thank you, sir.

[The prepared written statement of Mr. Keefe follows:]
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SUMMARY OF STATEMENT BY ROBERT J. KEEFE
ON BEHALF OF NIPPON TELEGRAPH & TELEPHONE PUBLIC CORPORATION

The Nippon Telegraph and Telephone Public Corporation, Japan's
principal telecommunications services supplier, recognizes the impor-
tance of the US telecommunications industry as the major force in
world technology and an important factor in the Japanese telecommuni-

cations market,

Since NTT is an operating company, with no manufacturing facilities of
its own, it must buy all its equipment, Before 1981 NTT's procurement
had been almost closed to limit its sources of procurement to Japanese
manufacturers. But since then, NTT has conducted its procurement
under the terms of the US-Japan telecommunications agreement modeled
after GATT's Government Procurement Code. As a result, NTT's telecom-
munications. equipment purchases from foreign manufacturers have
increased by some 8 times in only three years -- from $20 million in
FY 1981 to $155 million in FY 1983. Approximately 90% of that was
from US firms. Purchases from foreign manufacturers currently account
for around 7% of NTT's telecommunications equipment purchases.

In a separate Understanding on the Customer-Premises Equipment (CPE)
market, effective January 1981, NTT established a mechanism by which
foreign firms can obtain approval to sell products in Japan's rapldly
growing CPE market which in 1983 totalled more than $1.8 billion in

sales.

Concerning ITC's analysis of the "impact on US firms," NTT has two
comments :

First, NTT believes the stimulus provided by the agreement to open a
formerly closed market was successful in demonstrating the merits of
open procurement and can provide additional long-term opportunities
for US export growth, Similar agreements with other nations could

well accomplish the same goal.

Second, opportunities for CPE sales will grow in significance and will
soon exceed those in the telecommunications equipment market., From FY
1981 to FY 1983, Japan's CPE market increased by 44 percent, to $1.86
billion. By contrast, NTT's teleconmunications market increased by 9
percent, to $2.12 billion. The CPE trend should continue into the
foreseeable future. From NTT's experience, US companies have been
slow to understand and exploit that phenomenon in the Japanese market.

Since NTT neither manufactures nor distributes goods internationally,
it would not be affected by any form of protectioriam imposed by
Japan's trading partners. However, NTT recognizes the value it has
received from its new competitive marketplace and believes that open,
worldwide competition in equipment and services will best serve
consumers everywhere. Beyond that, trade restrictions in this area
would abort the exciting cpportunities for quantum leaps in technology
which the liberalization of the markets in Japan and the Uanited States
are offering. NTT hopes that the United States will) refrain frcm
imposing any protectionist measures and will continue to take the leai
in maintaining an open international trade system.
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STATEMENT OF ROBERT J. KEEFE
on Behalf of

Nippon Telegraph & Telephone Public Corporation

The Nippon Telegraph and Telephone Public Corporation is the
principal telecommunications service supplier in Japan. it is,
since the divestiture of the AT&T operating companies, the
largest telephone operating company in the world, and it has long

been regarded as a technological leader in the telecommunications

industry worldwide.

Because of its important position in the world of telecommunica-
tions, NTT is vitally interested in the subject of this hearing
and the recent report by tie International Trade Commission on
this subject. NTT recognizes the importance of the United States
telecommunications industry as the major factor in world

technology and an important force in the Japanese telecommunica-

tions market.

Therefore, NTT wants to express its appreciation for the work of
the ITC and this committee in reviewing in such depthamd with

such professionalism a subject which is among the most important

to world civilization.

In the industrial age, human progress was fueled by advances in
the manufacture and distribution of products. In the information
age the world is now entering, human progress will be measured by

advances in the technology of manufacturing and distributing

information.

NTT's mission, like that of AT&T and other telecommunications

service providers in the United States, 1s to be the catalyst for

38-521 O--84——17
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the evolution of more and more advanced communications systems
while al the same time giving its customers the best possible

communications service at the lowest possible cost.

NTT is essentially an operating company, a provider of tele-
communications service for all the citizens and commercial opera-

tions in Japan., It maintains a highly developed laboratory to

research and develop equipment for the industry, but it does not

.

manufacture any equipment itself.

Previously, NTT's pocurement had been almost closed to limit its

sources of procurement to Japanese manufacturers. Since 1981 the

company has conducted its procurement under the terms of the US-

Japan telecommunications agreement, modeled after the Government

Procurement Code of GATT. With this as a turning point, NTT made
a drastic change in its procurement procedure to an open, compe-
titive and nondiscriminatory one. This program of opportunities
for manufacturers worldwide which produce better products at
better prices has already seen significant {nprovements in sales

by foreign firms and particularly by American companies.

As part of the program, NTT has implemented many measures to

facilitate foreign manufacturers' entry into the Japanese tele-

comuunications market. These measures include preparation of bid

materials in English, acceptance of applications in English,

acceptance of applications at NTT's overseas offices, and simpli-

fication of application forms.
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NTT has also held a total of 21 seminars, orientation meetings
and symposiums in various countries to give foreign manufacturers

a better understanding of NTT's procurement policies and

procedures.

As a result, NTT's purchases of telecommunications equipment from
foreign manufacturers have increased by some 8 times in only
three years -- from $20 million in FY 1981 to $155 million in FY
1983. Approximately 90 percent of that was from US firms. Pur-
chases by NTT from foreign firms included severai high technology
products such as ATOMICS (Advanced Traffic Observation and
Management Information Collecting System) from AT&T
International, supercomputers from Cray Research, Inec., and
advanced transportable digital switching systems from Northern
Telecom. Purchases from foreign manufacturers currently account
for around 7 percent of NTT's purchases of telecommunications

equipment.

In addition to the US-Japan Agreement on NTT Procurement, the
Understanding on the Customer-Premises Equipment (CPE) market
became effective in January 1981. Based on this Understanding,
NTT established a mechanism through which foreign firms can
obtain approval to sell products in Japan's rapidly growing CPE
market which in 1983 totalled $1.86 billion in salzs,

The CPE market generally consists of terminal equipment

connecting customers to a telecommunications system. In Japan,

customers may purchase CPE equipment directly from suppliers and
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connect it to the telecommunications network. Before a product
can be connected, however, NTT must inspect and approve it for

compliance with technical requirements,

In order to facilitate forelgn manufacturers' sales in Japan's
CPE market, NTT revised its rules and regulations, effective
January 1, 1981. Further, NTT agreed to accept test data from
foreign firms and laboratories to fulfill type-approval
requlremenfs and to generally inspect the customer's installation

of equipment within two weeks of the date lnspectlion is

requested.

As most industrial nations still maintain a government monopoly
in telecommunicafibns and effectively restrict multilateral trade
in this area, NTT's procurement'program provides an excellent
model to help open a formerly closed market. Even though foreign
sales generated by the NTT Agreement have yet to realize their
full potential, the sales increase from $20 million to $155

million {n just three years should be considered a remarkable

achlevement.

A number of similarities between the United States and Japan are

apparent as one looks to the future. The new era of increased

competition and deregulation will be changing the telecommunica-
tions environment., The Japanese Diet {s now at work ona ma jor
telecommunications policy revision law which it hopes to have

effective by the beginning of the next Japanese fiscal year,
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April 1, 1985. Among the items on the agenda of constderaiion
are the privatization of NTT itself and deregulation of the

telecommunications marketplace, allowing additional suppliers of

telecommunications services. The goal of these changes is to

provide even better communications for the nation by taking

advantage of competition in the industry.

The role of the principal supplier, NTT, will decrease corres-
pondingly, glthough NTT plans to continue to develop and maintain
a state of thg art telecommunications network capable of
transmitting voice and data throughout the nation and available

to take advantage of anyfprospective improveﬁént in the equipment

available.

The changes which have already taken place regarding AT&T and the
ones proposed for the Japanese industry mean that the United
States and Japan are opening the two largest markets in the world
to full, free and fair competition. AT&T's divestiture had the
expansion of service alternatives and consumer choices as its
ma jor goal. And in Japan, as in the United States, there has
been a rapid increase in i{mports of telecommunications equipment
stimulated by NTT procunement program. These factors in Japan
will benefit NTT and all its customers through the increased
quality and lower prices which genuine competition entail. And,

in addition, they will provide a most important incentive to
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producers of telecommunications products to enhance their sales
potential by developing increasingly sophisticated, practical and

reasonably priced equipment.

During the past three and one-half years of operations under its
new open, non-discriminatory procurement system, NTT has grown to
respect the importance of the competition provided by such a
system. It.believes that the competitive nature of its procure-
ment has beéun to provide {t with superior product selection and
more competitive pricing than before. It has not been easy to
Erlng this mammeth corporation into the new system. Many old
patterns needed to be discarded. But gradually the advantages
have become apparent and the acceptance has grown. Dr. Shinto,
who has been president of NTT since 1981, is a firm believer in
the advantages of the free competitive marketplace generally and
in the telecommunications industry specifically. His leadership

has brought real change in the attitudes of his company.

NTT, as I suggested earlier, welcomes the report of the ITC. It
will be seen in the future as one of those landmark studies in
this most important industry at a most critical time in its
development, With regard to ITC's analysis of the "impact on US

firms," NTT would have essentially two comments.

One, NTT believes the stimulus provided by the agreement to open
a formerly closed market was successful in demonstrating the
merits of open procurement and can provide additional long-term

opportunities for US export growth. Similar agreements with
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other nations could well accomplish the same goal. "The long-
term nature of those opportunities" is an important phrase,
because the highly technical nature of this business requires

substantial time to develop significant market shares.

Secondly, as Japan and other nations tend to deregulate the
monopolistic industry that telecommunications has long been, the
opportuniﬁies for sales in the CPE market will gfow in
significance. Already the telecommunications equipment market in

.

Japan has tipped to a point where the CPE market for interconnect
to the NTT system will soon be of greater size than NTT's own

procvrement. In the past three years, NTT's telecommunications

equipment market has increased by 9 percent, to its current $2.12

billion. During the same period, the CPE market increased by Uy

percent, to its current $1.86 billion., It is anticipated that

this trend will continue into the foreseeable future. From NTT's

experience, American companies have been slow to understand and

exploit that phenomenon in the Japanese market,

The telecommunications revolution which is taking place has made
the world a smaller and more competitive place. It is natural
that the telecommunications industry should be among the most

competitive, It is constantly testing the limits of new

technology and developing new products and services. Imagination

and innovation are the key to survival in this world.

\
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NTT believes that worldwide competition in equipment and services
will best serve the consumer. NTT recognizes the va\ue it has
received from its new competitive marketplace. It believes that
the open flow of goods, services and ideas {s important to
progress. Interdiction of this free flow by the imposition of
quotas or tariffs in major markets, whether direct or under the
guise of reactions to alleged inequitable market access would
seem to run counter to the world market and penalize all firms in

all countries which seek to compete in it.

Since NTT neither manufactures nor distributes goods interna-
tionally, it would not be affected by any form of protectionism
imposed by Japan's trading partners. But it believes that it
would be hurt indirectly, because it is a major consumer of tele-

communications equipment. And all consumers, everywhere, would

be damaged. Beyond that, trade restrictions in this area would
abort the exciting opportunities for quantum leaps in technology
which the liberalization of the markets in Japan and the United
States are offering. NTT hopes that the United States will
refrain from taking any measures of this nature and will continue

to take the lead in maintalining an open international trade

system.
\
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Products Purchascecd from Foreign Firms
(January 1981 —March 1984)
Products . Manufacturers
Advanced Traffic Observation and
ATTI (U.S.A)

Management Inforpation Collecting
Systen

Supercooputer

Cray Research (U.S.A.)

Transportable Digital
Svitching Systeo for
Ewergency Use:

Northern Telecow (U.S.A.)

Domestic Satéllite Echo Canceller
Terminal

ATTI (U.S.A.)

Terwinal Controlling Subsystes and

Processing Subsysteu for Nev Telegran

IBN (U.S.4)

Systen
Telegrao Entry Equxpment
(Video Display Terminal)

UNIVAC (U.S.A.)

Antenna for 30/20 GHz
TDMA Earth Station

Andrev (U.S.A.)

Pocket —bell Pager

Motorola (U.S.A.)

Intelligent Hultiplexer

Infotron Systems (U.S.A.)

Mobile Telephone quipwent

Motorola (U.S.A.)

Microvave Antenna

Andrev (U.S.A.) .

CCP Cable Connector

AMP (U.S.A.)

Lightveight Headset

Plantronics, (U.S.A.)

Meter Observation Equipment

Telesciences (U.S.A.)

Telephone Set

Northern Telecow (U.S.A.)

Softvare for Data Comamunication

ATTI, Micro Database, Intel, Softec,
Intervetrics, Nev York Univ.,
Signal Technology, Microsoft, LSI,
Industrial Programing

Large —capacity Private Automatic

Northern Telecom (U.S.A.)
Rola(U.S.A.)

Branch Exchange Equipment

EP—10 Private Autooatic Branch

1T (U.S.A.)

Exchange e Equipoent
Optical Character Roader for
Inforaation Processing

Scan Optics (U.S.A.)
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Products

Nanufacturers

9,600 bit/s Nodes

Paradyne, Codex (U.S.A.)

-
£

4,800 bit/s Modca

Codcx (V.S.A.)

20GHz Band Frequency Response
Measuring Equipoent

Vxltron. Hevllett-Packard (U.S.A.)

Magnetic Tape for Inforsation
Processing

Sumitowo 3H, Grahao Macnetic; Hesorex
(U.S.A.)

Magnetic Tape for Inforsation
Processing— 356 ftpo

Susitomo 3H, Graham Magnetics (U.S.A.)

200sa Flexible Disk Cartridge

Sumitomo 34, Memorex Japan
Verbatis (U.S.A.)

Galvanized Steel Vire Strands

Korea Iron & Steel Vorks (Korea)

Computer Systes (Hini-—co-puter)
(8 Products) )

DEC (U.S.A.)

LSI—sanufacturing Eéﬁipnent
(22 products)

Advanced Sewiconductor Haterials
TEL—Thereco Engineering, CALMA,
Varian, Apllicon, Perkin—Elwer,
Nisshin~—Highvoltage, Benson, Applied
Materials, Jewini—Research, (U.S.A.)
ISA—Riber, CIT—Alcatel (France)

Iwage Processing Equipeent
(3 products) .

Gould, LISP—machine,
Vicos Systess (U.S.A.)

Automatic Netvork
Analyzer

Hevlett—Packard (U.S.A.)

LISP—»achine
(2 products)

Symbolics (U.S.A.)

Vertical Cable Seisamic
Fatigue Testing System

MTS Systéus (v.5.4.)

Hulti--directional Tomography System

Philips (The Netherlands)

Vhole—body Cosputer Tomography

GE (U.S.A.)

Systes
Scintillation Camera Systea

Sieaens (F.R. Germany)

Telephone Directory Paper (Vhite)

MacHillan Bloedel (Canaga)

Telephone Directory Paper (Yellov)

Crovn Zellerback (U.S.A.)
HacMillan Bloedel (Canada)

Dry Process PPC Paper

Rank Xerox (U.K.)

No Color Hecto Carbon Paper

Orming Organizations Mittel
(F.R. Geraany)

Note :

~

Including thosc equipwent vhich NTT has decided to purchase.
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NTT's Measures to Promote Poreiqn Companies' Entry

Into NTT Procurement Harket

Inprovemnta on
Procedures

o Por NTT Procurement Market (cffective as of March 199))

Simplitication of Application Porme

Acceptance of Applications in English

Acceptance of Applicatione in the New York,

Ganeva and London Offices

Extension of Application Deadline

More Plexibility in the Formulation of NTT Product
Requirementa. Added Emphasis Placad on Punctionality
and Performance.

Expansion of the Tender 8cale on Jelect Offers

Faster Response to Possibility of Galea

Assiatance Given to U.B. Government Placing Procurement
Offers in the Commerce Business Daily.

Contract Conditions will Conform to International

Practice of Commerce

.

-

.

o Por Customer~Provided Rquipment Market

6implification of Required Documants
Improvemant of Descriptive Methods in Required

Documents .
8implification of Mcasurcment Requirementa for Epeech

Quality
. Simultanecua Announcement of Technical Requirements

in Japancoe and Englieh

Promaticnal
oti{vities

o Opening of 8eminaro or Orientations to Explain NIT

Procuremant and Customer-provided Equipmant
April 1981 (CPE) In Washington and Los Angeles
May 1361 (CPE) In Tokyo
June 1981 (NTT) In Tokyo (Por U.8. Suppliers)
July 1981 (NTT) In Tokyo (Por Domeetic and
roreign Suppliers)
Nov.-Dec. 1982 (NTT,CPE) In Brusaels (For EC Suppliera)
May=June 1983 (NTT, CPE) In Washington and 4 other
U.6, cities
Aug.~Sep. 1983 (CPE, NTT) In 6&t. Louls
Mar. 1984 (NTT, CPE) In Vancouver and Octawa, Canada
Mar,-Bep, 1983 (8emiconductor) In San Prancisco and Boston
May 1984 (CPE, NTT) In Atlanta

Dispatching of Delegations

March 1922 Por Survey on Candidate Joint-development
Products (U.8,)

June 1982 Por Survey on Telecommunications Induastry
(Canada)

June 1903 Por Survey on Poseibility of Purchacing
Telephone Terminals (U,.8.)

July-Auguat 1983 ror Survey on Posalbility of Purchasing
Software (U.6.)

Acceptance of Delegation

August 1982 British Telecommunicatione Induvetrice
Aseoclation
July 1983 EVUCATEL

o Iesuance of English-language Materials

. Procurament Procedures Guidebooks and Other Raference

Hatariala

« NTT Procurcment Newsletter
+ Guideline for the Use of Semiconductor Componants

o Opening of 8ymposium for New Technologies

. July 1983 Righ Capacity Mob{le Land Communicstion
Byatem .
+ April 1984 Optical Piber Tranomission Technology
Promotion of Technological Exchanges

. Concluafon of Memorandum with NBS
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Senator DaANFORTH. You would agree, wouldn’t you, that Japan
and Europe and the United States should be playing by substan-
tially the same rules with respect to trade in telecommunications
equipment?

Mr. KEErE. Yes, sir.

Senator DANFORTH. And that European markets and Japanese
markets should be as open as our market will be?

Mr. Keerk. I believe that to be true. I think NTT does.

Senator DANFORTH. That’s the case right now?

Mr. Keerk. I think it’s getting to be the case right now. I think
that in Japan, for example, when deregulation and privitization
occurs, the market there, in terms of regulation and so forth, will
be quite similar to the United States.

Senator DanrorTH. I would hope so. I think that oftentimes one
way or another the Japanese find some way to keep out foreign
products from their market. I know that NTT has been traveling in
the United States trying to drum up more sales, trying to convince
the U.S. suppliers that they should be more aggressive. But I also
understand that the estimated $140 million purchases in 1983
weren’t really purchases. That much of those were not actual ship-
me}r:tg of products but simply contracts for future sales. Is that
right’

Mr. KeerFe. Some of them are long-lead-time items. They were
purchased during the period of 1983. I think in telecommunications
products you will always have a lag in delivery. But I think it is
not a bad number to use because it was the contracted amount.
That will accumulate as time goes forward.

Senator DANFORTH. Well, I hope so. My own hope is that we
could provide our Government with sufficient tools to open up
other markets so that if we are going to be open, they will also be
doing business with our suppliers. )

Mr. KEegrFE. | think the NTT agreement is a good example to try
to use in other nations.

Senator DANForTH. Thank you, sir.

Mr. Keere. Thank you, Senator.
Senator DANFORTH. The final witness is Mr. Robert Wood, direc-

tor of research, International Brotherhood of Electrical Workers.

STATEMENT OF ROBERT B. WOOD, DIRECTOR OF RESEARCH,
INTERNATIONAL BROTHERHOOD OF ELECTRICAL WORKERS,

WASHINGTON, DC

Senator DanForTH. Mr. Wood.
Mr. Woop. Mr. Chairman, my name is Robert B. Wood. I'm ap-

pearing today before this subcommittee on behalf of Charles H. Pil-
lard, International President of the International Brotherhood of
Electrical Workers. The IBEW, for short, represents about 1 mil-
lion members employed in different bran:hes of the electrical-elec-
tronic and telecommunication industry.,

Several hundred thousands of our members are directly em-
ployed in the telecommunications industry. Some of them currently
work for telephone operating companies, such as the various Bell
operating companies, General Telephone, United Telephone, Cen-
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tral Telephone and Utility, Mid-Con Telephone Co., and many
other independent telephone companies.

Others are employed by telephone interconnect companies, such
as Fisk Telephone Systems, RCA Service Co., ITT Services Inc,
GTE Automatic Electric and others.

Many of our members, as well, are employed by companies that
manufacture telecommunications equ}pment, such as AT&T Manu-
facturing Branch, AT&T Technology, formerly Western Electric.

Senator DANFORTH. Mr. Wood, let me, if I could, interrupt you. I
notice that you are reading from your statement, which is 10 pages,
and I wonder if you could summarize it because the whole state-
ment will be printed in the record as though given.

Mr. Woob. I should have clarified at the onset, Mr. Chairman,
that I have a summary here.

Senator DANFoORTH. All right.

Mr. Woob. Many of our members, as well, are employed by com-
panies that manufacture telecommunications equipment, such as
A’i‘&T Technology, GTE Automatic Electric,c GTE Lenkurt, and
others.

Senator Danforth, you and the members of this subcommittee
are to be complimented for the attention you are bringin% to the
international trade effects of the AT&T breakup. The IBEW has
been long concerned that one of the consequences of the AT&T
breakup would be a decline in domestic employment due to in-
creased imports of telecommunications equipment. This concern
was expressed by President Pillard early in 1982 in testimony
before the House Subcommittee on Telecommunications, Consumer
Protection and Finance. In an earlier testimony, President Pillard’s
administrative assistant before the same House subcommittee ex-
pressed concern about some of the uncertainties arising from de-
regulation. .

e also expressed similar concerns in testimony I delivered late
last year for President Pillard before the Trade Policy Staff Com-
mittee hearing on the Nippon Telegraph and Telephone agreement.
The major point made in that testimony and elaborated on at some
length in our written submission is that the U.S. domestic telecom-
munications market is essentially open to foreign competition
while that of Japan is essentially closed. That remains true in spite
of the renewal of the NTT agreement.

The Japanese are masters at using prolonged negotiations while
they exploit our markets and while theirs remain closed. Essential-
ly closed markets for telecommunications equipment is not only
true for Japan, but for most of the rest of the world.

As this subcommittee considers the impact on trade of the AT&T
breakup and the future damaging effects of imports, it would be
well to consider what happened to the domestic television industr
where needed import relief was not timely nor adequate. The blac
and white television industry was completely destroyed. The color
television industry has been reduced to a few final assembly oper-
ations.

IBEW members have suffered the loss of thousands of jobs in the
TV industry. There is not a great deal of difference in the micro
electronics involved in a television production than that involved
in the production of telecommunications equipment.



107

What has happened to the domestic TV industry can and is al-
ready happening to the domestic telecommunications industry. And
a very close parallel can be drawn between the developments.

The former Western Electric plants at Lyle, IL, has already
closed. AT&T Technologies has announced three other plants—one
in New Jersey, Hawthorne, IL, Indianapolis, IN, will close in the
near future, resulting in an employment loss of nearly 14,000 work-
ers.
Domestic employment in the telephone and telegraph industry is
being severely impacted upon by imports. The United States
cannot afford this continued exploitation of our domestic market,
while other nations continue to have essential closed markets.
American workers continue to lose their jobs to unfair imports.
The situation cannot be allowed to continue.

The International Brotherhood of Electrical Workers recom-
mends that our Government take immediate action to stem this
tide of job destroying imports outlined in the ITC report. Raciproci-
ty of market access must be the criteria. No foreign country should
have larger sales in the United States than our producers have in
that country’s home market.

The United States is going through a difficult adjustment period
brought about by deregulation. The adjustment is made even more
arduous when foreign producers are allowed to exploit U.S. mar-
kets while they keep theirs closed.

The IBEW is appreciative of this opportunity to present testimo-
ny to relate to you our experience and to recommend appropriate

remedial action.
Thank you, Mr. Chairman, and the members of this subcommit-

tee.
Senator DANFORTH. Mr. Wood, thank you very much for your

very fine testimony.
[The prepared statement of Mr. Wood follows:]

3
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TESTIMONY OF
RoserT B, Woop
BEFORE THE
SENATE Fimance COMMITTEE,
SUBCOMMITTEE ON INTERNATIONAL TRADE

My NaME 1s RoBERT B, WooDn. | AM APPEARING TODAY BEFORE THIS
SUBCOMMITTEE ON BEHALF OF CHARV.ES H, PILLARD, INTERNATIONAL PRESIDENT
OF THE INTERNATIONAL BROTHERHNOD oF ELECTRICAL Worxkers. THE IBEW
REPRESENTS ABOUT ONE MILLION MEMBERS EMPLOYED IN THE DIFFERENT BRANCHES
OF THE ELECTRICAL, ELECTRONIC, AND TELECOMMUNICATIONS INDUSTRIES.
SEVERAL HUNDRED THOUSAND OF OUR MEMBERS ARE DIRECTLY EMPLOYED IN THE
TELECOMMUNICATIONS INDUSTRY. SOME OF THEM CURRENTLY WORK FOR TELEPHONE
OPERATING COMPANIES, SUCH AS THE VARIOUS BELL OPERATING COMPANIES,
GENErAL TELEPHONE, UNITED TELEPHONE, CENTRAL TELEPHONE AND UTILITIES,
f1D-CoNTIMENT TELEPHONE *COMPANY. AND MANY OTHER INDEPENDEMT TELEPHONE
COMPANIES, OTHERS ARE EMPLOYED BY TELEPHONE INTERCONNECT COMPANIES,
sucH AS Fisk TELEPHONE SysTeMs, INC.; RCA Service Company; ITT Services,
INC.; GTE AutoMATIC ELECTRIC; AND OTHERS. MANY OF OUR MEMBERS, AS WELL,
ARE EMPLOYED BY COMPANIES THAT MANUFACTURE TELECOMMUNICATIONS EQUIP-
MENT SUCH AS THE AT&T MANUFACTURING BRANCH AT&T TECHNOLOGY, FORMERLY
WesTerN ELectric; GTE AutomaTic ELECTRIC; GTE LENKURT; AND OTHERS.,

SENATOR DANFORTH, YOU AND THE MEMBERS OF THIS SUBCOMMITTEE
ARE TO BE COMPLIMENTED FOR THE ATTENTION YOU ARE BRINGING TO THE TRADE
EFFECTS OF THE AT&T BREAkuP, THE IBEW HAS LONG BEEN CONCERNED THAT
ONE OF THE CONSEQUENCES OF THE ATST BREAKUP WOULD BE A DECLINE IN



109

DOMESTIC EMPLOYMENT DUE TO INCREASED IMPORTS OF TELECOMMUNICATIONS
EQUIPMENT, EARLY IN 1982, PRESIDENT PILLARD EXPRESSED THIS CONCERN IN
TESTIMONY BEFORE THE U.S., House oF REPRESENTATIVES’ SUBCOMMITTEE ON
TELECOMMUNICATION, CONSUMER PROTECTION AND FINANCE, IN WHICH HE STATED,
(QuOTE) "WE ARE ALSO CONCERNED ABOUT THE ROLE FOREIGN COMPANIES WILL
PLA/ IN THE NEWLY COMPETITIVE MARKETPLACE...THEY (OUR MEMBERS) ARE ALSO
WARY OF SUDDEN INFLUX OF PRODUCTS FROM OTHER COUNTRIES.” (CLOSE QUOTE).
IN AN EARLIER TESTIMONY BEFORE THIS SAME HouSE SuBCOMMITTEE, PRESIDENT
PILLARD'S ADMINISTRATIVE ASSISTANT EXPRESSED CONCERN ABOUT SOME OF
THE UNCERTAINTIES ARISING FROM DEREGULATION, THIS QUESTION WAS RAISED,
(QUOTE) “WHAT EFFECT WILL THE DEREGHULATION HAVE ON THE IMPORTS MARKET
AND HOW WILL IMPORTS AFFECT THE VIABILITY OF PARTS OF THE INDUSTRY?”
(cLOSE QUOTE)., WE ALSO EXPRESSED SIMILAR CONCERNS IN TESTIMONY I
DELIVERED LATE LAST YEAR FOR PRESIDENT PILLARD BEFORE THE TRADE PoLIcY
STAFF COMMITTEE HEARINGS ON THE NIPPON TELEGRAPH AND TELEPHONE AGREE-
MENT. A MAJOR POINT MADE IN THAT TESTIMONY 1S THAT THE U.S, DOMESTIC
TELECOMMUNICATIONS MARKET IS ESSENTIALLY OPEN TO FOREIGN COMPETITION
WHILE THAT OF\JAPAN IS ESSENTIALLY CLOSED, THAT REMAINS TRUE IN SPITE
OF THE RENEWAL OF THE NTT AGREEMENT, ESSENTIALLY CLOSED MARKETS FOR
TELECOMMUNICATIONS EQUIPMENT 1S NOT ONLY TRUE FOR JAPAN BUT FOR MOST
OF THE REST OF THE WORLD AS WELL.

IT SHOULD BE NOTED AT THIS POINT THAT NEGOTIATION HAS NOT

BEEN AN EFFECTIVE TOOL IN OPENING FOREIGN MARKETS FOR PRODUCTS MANU-

FACTURED IN THE UNITED STATES. THE TokYo ROUND OF TRADE NEGOTIATIONS

THROUGH THE GATT SIGNIFICANTLY LOWERED TARIFF LEVELS BUT AT THE SAME
TIME RESULTED IN THE PROLIFERATION OF NON-TARIFF BARRIERS. THE U.S,

38-521 0—84——8
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HAS SUFFERED A CONTINUAL DETERIORATION IN ITS FOREIGN TRADE BALANCE
SINCE THE CLOSE OF THE LAST GATT ROUND. OTHER NATIONS SIMPLY HAVE NOT
ACTED IN GOOD FAITH TO OPEN THE WORLD TRADING SYSTEM,
A CASE IN POINT IS THE AGREEMENT WITH JAPAN REGARDING THE

INcLUSION OF NippoN TELEGRAPH AND TELEPHONE (NTT) AS A COVERED ENTITY
UNDER THE GOVERNMENT PROCUREMENT CoDE. DuRING THE TokYo ROUND OF
MULTILATERAL TRADE NEGOTIATONS, THE JAPANESE GOVERNMENT SUBMITTED ITS
LIST OF AGENCIES TO BE COVERED UNDER THE GOVERNMENT PROCUREMENT CODE,
THE JAPANESE HAD EXCLUDED TELECOMMUNICATIONS EQUIPMENT FROM PROCUREMENT
FOR THE NIPPON TELEGRAPH AND TELEPHONE OPERATIONS., THE UNITED STATES
WAS NOT WILLING TO ACCEPT JAPAN UNDER CODE COVERAGE WITH THIS EXCLUSION
INTACT, THERE WERE GOOD REASONS FOR THIS POSITION; ONE OF THEM BEING
THAT OUR DOMESTIC TELECOMMUNICATIONS MARKET WAS OPEN TO JAPAN WITHOUT
ANY CORRESPONDING OPENNESS OF THE JAPANESE TELECOMMUNICATIONS MARKET.
IN PURSUING THE GOAL OF RECIPROCITY IN BOTH MARKETS, THERE WAS A
“JOINT STATEMENT” ISSUED ON JUNE 2, 1979, INITIALED BY REPRESENTATIVES
OF BOTH GOVERNMENTS. A PORTION OF THAT DOCUMENT READS AS FOLLOWS IN
PARAGRAPH 1(A):

"THE GOVERNMENTS OF JAPAN AND THE UNITED STATES

AGREE THAT MUTUAL RECIPROCITY SHOULD BE PROVIDED

AMONG JAPAN, THE UNITED STATES, AND OTHER MAJOR

COUNTRIES IN ACCESS OPPORTUNITIES TO EACH OTHER'S

MARKETS, INCLUDING THE MARKET FOR TELECOMMUNI-

CATIONS."
FURTHER, IN PARAGRAPH 2(A)(2) THE JOINT STATEMENT SETS FORTH

THE FOLLOWING:
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———e .., THE GOVERNMENT OF JAPAN CONSIDERS THE
ACCESS OPPORTUNITIES OFFERED BY THE U.S. TELE-
COMMUNICATIONS ENTERPRISES AS RELEVANT FOR THE

IMPLEMENTATION OF THE PROGRAM...”
IN PURSUING THE SPIRIT OF THIS JOINT STATEMENT, A SERIES OF

NEGOTIATIONS TOOK PLACE WHICH FINALLY CULMINATED IN THE SIGNING OF
THE SO-CALLED NTT AGREEMENT THAT WAS THE BASIS FOR THE UNITED STATES
ACCEPTING JAPAN UNDER THE GOVERNMENT PROCUREMENT CODE. JAPAN THUS
__RECEIVED THE BENEFIT OF THE WAIVING OF THE Buy AMErRICA Act. THe IBEW
WAS ACTIVE DURING THE TIME OF THESE NEGOTIATIONS IN ITS ROLE AS A
MEMBER OF THE PRIVATE SECTOR LABOR ADVISORY COMMITTEE. [T BECAME
APPARENT TO US DURING THIS PROCESS THAT THE UNITED STATES WAS GOING
TO ACCEPT AN AGREEMENT WITH JAPAN THAT WAS WOEFULLY INADEQUATE.
THEREFORE, ON DECEMBER 5, 1980, WE SENT A LETTER TO THE SPECIAL

BEEBES_EN‘TAT]VE FOR_TRADE NEGOTIATIONS WHICH READS IN PART AS FOLLOWS:

“UPON REVIEWING AND EVALUATING THE VARIOUS PROPOSALS
EXCHANGED DURING THESE NEGOTIATONS, THE IBEW 1s
FIRMLY CONVINCED THAT ANYTHING LESS THAN THE JAPANESE
ASSUMING ALL THE OBLIGATION OF THE GOVERNMENT
PROCUREMENT CODE FOR ALL PROCUREMENTS OF NIPPON
TELEPHONE AND TELEGRAPH IS UNACCEPTABLE, EVEN WITH
ALL THE PURCHASES OF NTT BEING SUBJECT TO FULL

CODE COVERAGE, IT IS THE FEELING OF THE IBEW THAT

IT IS NECESSARY TO, AS EMPHATICALLY AS POSSIBLE,
INFORM THE JAPANESE THAT WE EXPECT THE INTENT AS
WELL AS THE LETTER OF THE CODE TO BE OBSERVED,
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IT 1S NECESSARY TO LEAVE IT CLEAR IN THEIR MINDS
THAT BECAUSE OF THE SUBSTANTIAL CONCESSIONS WE HAVE
MADE IN THIS AREA, PARTICUARLY THE WAIVING OF THE
Buy AMERICA ACT, THAT WE FuLLY EXPECT THAT NTT

WILL BEGIN MAKING PURCHASES OF MEANINGFUL QUANTITIES
OF TELECOMMUNICATIONS EQUIPMENT PRODUCED IN THE
UNITED STATES,”

THAT LETTER CONCLUDES:
"IT 1S THE BELIEF OF THE IBEW THAT THESE PARTICULAR

NEGOTIATIONS AFFORD THE UNITED STATES AN EXCELLENT
OPPORTUNITY TO CLEARLY DEMONSTRATE TO THE JAPANESE
‘THAT WE NOT ONLY EXPECT BUT REQUIRE RECIPROCITY
FROM THEM FOR OUR TRADE CONCESSIONS AND THAT WE
ARE NOT ABOUT TO'SETTLE FOR THE EMPTY PROMISES OF
FUTURE IMPROVEMENTS WE HAVE CONTINUALLY RECEIVED

FROM THEM IN THE PAST.,” A

IN SPITE OF THESE RECOMMENDATIONS, THE USTR sieNED THE NTT
AGREEMENT WITH 1TS TRACK I, TrRAck II, AND TRAcK IIl PROVISIONS, WHICH
WENT INTO EFFECT JANUARY 1, 1981, JAPAN WAS ADMITTED BY THE UNITED
STATES TO THE GOVERNMENT PROCUREMENT CODE, AND THE Buy AMERICA ACT waAS

WAIVED,
IN EVALUATING THE CURRENT AGREEMENT, IT IS HELPFUL TO USE THE

STANDARDS ESTABLISHED BY THE FORMER UNITED STATES TRADE REPRESENTATIVE
REUBIN ASKEW AND LATER BY HIS SUCCESSOR, THE CURRENT UNITED STATES

REPRESENTATIVE WILLIAM BRQCK.
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IN DecemBer, 1980, UPON COMPLETION OF NEGOTIATING THE AGREE-
MENT, THEN AMBASSADOR ASKEW SAID,
"THE PROOF OF THE NEW AGREEMENT WITH JAPAN WILL
BE IN HOW MUCH PROCUREMENT NTT DoEs wiTH U.S. AND
FOREIGN SUPPLIERS., WE CONSIDER JAPAN IS ON A
TRIAL PERIOD, IN THREE YEARS THE GATT CobE WILL
BE REOPENED FOR NEGOTIATION - AND IF NTT HAS NoOT
MADE SIGNIFICANT PURCHASES FROM U.S. SUPPLIERS, WE
WOULD CONSIDER THEM NONCOMPLIANT WITH THE GATT
Cobe AND THE U.S. WOULD CONSIDER COUNTERMEASURES,”
AMBASSADOR Brock oN JUNE 9, 1982, BEFORE THE SENATE FINANCE
CoMMITTEE, SUBCOMMITTEE ON TRADE IN REPORTING ON THE OPERATION OF THE
MTN GovERNMENT PrROCUREMENT Cope AND THE U.S./JapaN NTT AGREEMENT MADE
THE FOLLOWING STATEMENTS:
"THE ACID TEST FOR THE AGREEMENTS WILL BE
THEIR COMMERCIAL RESULTS.”

“THE PROOF OF THE PUDDING IS IN THE EATING
AND WE ARE ENTERING INTO A CRITICAL PERIOD
FOR THE AGREEMENT...OF COURSE, WE WILL NOT
AGREE TO EXTEND THE AGREEMENT UNLESS WE
BELIEVE IT HAS WORKED AS INTENDED.  THE
NEXT TWELVE MONTHS WILL BE PARTICULARLY
CRITICAL..."
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"] WILL TRY NOT TO PREDICT THE OUTCOME OF OUR
EVALUATION AS AT THIS POINT ONLY TIME AND SALES

BY U.S. FIRMS WILL TELL. [T IS MY: HOPE, HOWEVER,

THAT A YEAR FROM NOW WE WILL BE i;LE TO REPORT

SIGNIFICANT COMMERCIAL RESULTS FROM THE AGREEMENT,”

IN 1981 ToTAL NTT PROCUREMENT wAs $3.1 BILLION, ToraL NTT
PROCUREMENT FROM THE U.S, IN 1981 was $15.2 MILLION.

IN 1982 ToTAL NTT PROCUREMENT wAs $3.1 BiLLioN, TortaL NTT
PrOCUREMENT FROM THE U.S. IN 1982 was $39.6 MILLION.

IN TRYING TO EVALUATE WHETHER PURCHASES YIELDED "SIGNIFICANT
COMMERICAL RESULTS TO U.,S. SUPPLIERS,” LET US FIRST TRY TO PUT THESE
PURCHASES IN SOME KIND OF PERSPECTIVE, IN 1981 NTT PURCHASED LESS THAN
ONE-HALF OF ONE PERCENT OF ITS TOTAL PROCUREMENTS FROM U.S. SUPPLIERS,
IN 1982 1T INCREASED ITS PURCHASING FROM U.S. SUPPLIERS TO JUST OVER
ONE PERCENT OF ITS TOTAL PROCUREMENT,

In 1981, oF THE $15.,2 MILLION IN PURCHASES, ALL WERE EITHER
FROM BELOW THE THRESHOLD OR FROM TRACK I; SO THERE WERE NO BENEFITS
DERIVED FROM THE TERMS OF THF AGREEMENT. In 1982 oNLY $15.4 MILLION
oF THE $39.6 MILLION IN NTT pPurRcHAses FRoM THE U.S. WeEre FrRoM TrAcks I
orR III. THESE CANNOT BE THE "SIGNIFICANT COMMERCIAL RESULTS” WE WERE
ANTICIPATING.

IT 1S IMPORTANT TO EXAMINE WHAT TYPES OF PRODUCTS U.S. SUPPLIERS
HAVE soLD To NTT. The USTR on APrIL 16, 1982, STATED THAT "WE WILL
MEASURE THE SUCCESS OF THIS AGREEMENT BY THE VOLUME OF U.S. SALES OF

HIGH TECHNOLOGY Goops To NTT.”
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Qursipe oF THE TRACK Il AND IIl PURCHASES OF POCKET BELLS
FROM MoToroLA, EcHO CANCELLERS FROM ATET, AND StaTisTic TIME Division
MuLTIPLIERS FROM INFORTRON, THE REMAINDER OF NTT PURCHASES HAVE BEEN
OF TRACK | PURCHASES OF “HIGH TECHNOLOGY GOODS" LIKE MAGNETIC TAPE AND
CARBON PAPER. THIS EXPERIENCE BRINGS TO MIND A STATEMENT BY FORMER
NTT PResIDENT TokuJdi AKIKUSA, "THE ONLY THING WE WOULD CONSIDER BUYING

OVERSEAS WOULD BE TELEPHONE POLES AND MOPS,”
IT 1S EVIDENT JAPAN HAS USED THE NTT AGREEMENT AS A DELAYING

TACTIC IN ORDER TO INCREASE THEIR EXPORTS OF TELECOMMUNICATIONS EQUIP-
MENT TO THE U.S., MARKET WHILE AT THE SAME TIME CONTINUING TO KEEP THEIR
MARKET CLOSED, THE IBEW SUFFERED AND CONTINUES TO SUFFER CONTINUAL
JOB LOSSES ALL DURING THE PERIOD THAT THE NTT AGREEMENT WAS TO BE OPEN-
ING A TOUTED $3 BILLION TELECOMMUNICATIONS SALES OPPORTUNITY., -

AN ANALYSIS OF THE TRADE EFFECTS OF DEREGULATION ON THE U.S.
TELECOMMUNICATIONS INDUSTRY SHOULD BE MADE WITH DOMESTIC EMPLOYMENT AS
A BACKDROP, FroM JanuaAry, 1980, T0 JANUARY, 1984, EMPLOYMENT FOR
PRODUCTION WORKERS IN SIC 3661, TELEPHONE AND TELEGRAPH KQUIPMENT,
DECLINED IN THE UNITED STATES BY 23.4 PERCENT. THE IBEW HAS EXPERIENCED
ABOUT A 14 PERCENT JOBS LOSS IN THAT CATEGORY SINCE 1981, OF cOURSE,
THIS ONE SIC CATEGORY DOES NOT COVER THE FULL RANGE OF PRODUCTS IN
THE TELECOMMUNICATIONS INDUSTRY; BUT THE EMPLOYMENT EXPERIENCE IN THIS
CATEGORY IS REPRESENTATIVE OF WHAT IS HAPPENING ON A BROADER SCALE.

A CLOSER LOOK AT EMPLOYMENT AT AT&T TECHNOLOGIES, FORMERLY
WESTERN ELECTRIC, ALSO INDICATES THE EMPLOYMENT TRENDS IN THIS INDUSTRY.
CoMBINED IBEW EMPLOYMENT IN THESE PLANTS IS Now ABouT 32,000. TwIs Is
DOWN FROM APPROXIMATELY 55,000 JuUST FOUR YEARS AGO. THE PLANTS WHERE
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WE REPRESENT EMPLOYEES AT LISLE, ILLINOIS, HAS CLOSED; AND THE PLANTS
AT KERNEY, New JErSEY; HAWTHORNE, ILLINOIS; AND INDIANAPOLIS, INDIANA,
ARE IN THE PROCESS OF CLOSING.

DOMESTIC EMPLOYMENT IN THE TELEPHONE AND TELEGRAPH EQUIPMENT
INDUSTRY 1S BEING SEVERELY IMPACTED BY FOREIGN IMPORTS., ACCORDING
To THE U.S. INDUSTRIAL OutLooK FOR 1984, THE U.S. TRADE DEFICIT IN THIS
CATEGORY FOR 1983 was $240 MILLION, JAPAN WAS THE LEADING COUNTRY OF
ORIGIN FOR THESE IMPORTS ACCOUNTING FOR MORE THAN 40 PERCENT OF THEIR
TOTAL VALUE. THIS WORSENING DEFICIT WAS ATTRIBUTED TO THE LIMITED
AcCESS U.S. MANUFACTURERS HAVE TO MANY FOREIGN GOVERNMENT-CONTROLLED
MARKETS, THE EMPHASIS ON DEREGULATION AND COMPETITION HAS RESULTED
IN AN OPEN U,S. TELECOMMUNCIATIONS MARKET. MoRe THAN 1,100 coMPANIES,
INCLUDING MANY FOREIGN FIRMS, COMPETE IN THE U.S. INTERCONNECT MARKET
WHILE U.S, FIRMS HAVE ONLY LIMITED ACCESS TO OVERSEAS MARKETS WHERE
TELEPHONE EQUIPMENT PROCUREMENT FALLS UNDER THE AUTHORITY OF GOVERNMENT
OR SEMIGOVERNMENT ENTITIES,

As THIS SUBCOMMITTEE CONSIDERS THE IMPACT ON TRADE OF THE
AT&T BREAKUP AND THE FUTURE DAMAGING EFFECTS OF IMPORTS, IT WOULD BE
WELL TO CONSIDER WHAT HAS OCCURRED IN OTHER AREAS OF THE ELECTRICAL/
ELECTRONICS INDUSTRY WHERE NEEDED IMPORT RELIEF WAS NOT TIMELY NOR
ADEQUATE, A GOOD EXAMPLE IS THE TELEVISION INDUSTRY. IN THE LATE
1960s AND THE EARLY 1970s, THE BLACK AND WHITE TELEVISION INDUSTRY
WAS COMPLETELY DESTROYED BY IMPORTS. TO OUR KNOWLEDGE, THERE IS NO
U.S. PRODUCTION OF BLACK AND WHITE TELEVISION SETS. PROTECTION WAS
ASKED FOR BUT NEVER RECEIVED, AND IN THE END THERE WAS NOTHING LEFT

TO PROTECT,
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3

THE JAPANESE GAINED MARKET SHARE IN THE U,S., coLor TV INDUSTRY

BY DUMPING, IT TOOK OVER THREE YEARS FROM THE TIME THE ACTION WAS FILED

FOR OUR GOVERNMENT TO MAKE A DETERMINATION OF INJURY. AND THEN WHILE

THE YEARS PASSED ON, THE DUMPING MARGINS WERE NOT COLLECTED BUT WERE
FINALLY WRITTEN OFF IN THE EARLY 1980Ss AT ABOUT TEN CENTS ON THE DOLLAR.
IBEW WORKERS SAW PLANTS CLOSE, AND JOB LOSSES HAVE RUN INTO THE TENS

OF THOUSANDS,
THERE IS NOT A GREAT DEAL OF DIFFERENCE IN THE MICRO-ELECTRONICS

INVOLVED IN TELEVISION PRODUCTION AND THAT INVOLVED IN THE PRODUCTION
OF TELECOMMUNICATIONS EQUIPMENT, WHAT HAS HAPPENED TO THE DOMESTIC
TELEVISION INDUSTRY CAN HAPPEN TO THE DOMESTIC TELECOMMUNICATIONS INDUS-
TRY AND SUCH CHANGES CAN OCCUR VERY RAPIDLY, ‘

THE UNITED STATES CANNOT AFFORD THIS CONTINUED EXPLOITATION
OF OUR DOMESTIC MARKET WHILE OTHER NATIONS CONTINUE TO HAVE ESSENTIALLY
CLOSED MARKETS. THE EFFORTS OF UNITED STATES GOVERNMENT NEGOTIATORS
HAVE BEEN LARGELY UNSUCCESSFUL IN OPENING THE TELECOMMUNICATIONS MARKETS

OF OTHER NATIONS TO OUR PRODUCTS, AMERICAN WORKERS CONTINUE TO LOSE

JOBS TO UNFAIR FOREIGN IMPORTS, THIS SITUATION CANNOT BE ALLOWED TO

CONTINUE,
THE INTERNATIONAL BROTHERHOOD OF ELECTRICAL WORKERS RECOMMENDS

THAT OUR GOVERNMENT TAKE IMMEDIATE ACTION TO STEM THIS TIDE OF JOB-

DESTROYING IMPORTS, RECIPROCITY OF MARKET ACCESS SHOULD BE THE CRITERIA,

No FOREIGN COUNTRY SHOULD HAVE LARGER SALES IN TELECOMMUNICATIONS
PRODUCTS IN THE UNITED STATES THAN U.S. PRODUCERS HAVE IN THAT COUNTRY'S

HOME MARKET, THE UNITED STATES IS GOING THROUGH A DIFFICULT ADJUSTMENT

PERIOD BROUGHT ABOUT BY DEREGULATION. THE ADJUSTMENT 1S MADE EVEN MORE

ARDUOUS WHEN FOREIGN PRODUCERS ARE ALLOWED TO EXPLOIT THE U.S. MARKET
WHILE KEEPING THEIRS CLOSED.

THE IBEh IS APPRECIATIVE OF THIS OPPORTUNITY TO PRESENT
TESTIMONY, RELAY TO YOU OUR EXPERIENCE, AND TO RECOMMEND APPROPRIATE

REMEDIAL ACTION, THANK You,
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~ Senator DANFORTH. My hope is that we will be able to pass some
* legislation. As I pointed out to Secretary Olmer, we are not exactly
zipping along with legislation this year. But my hope is that it will
not be long before we can give our Government the legislative tool
so that we can provide for reciprocity in telecommunications trade.

I introduced a bill, along with Senator Lautenberg, a couple of
months ago and my hope is that it or something like it will be the
basis for action in the very near future. But if that is going to be
the case, we are going to need a lot of support to get the attention
of Congress focused on it and to bring it to the floor.

We have a situation here in which a hundred Members of the
Senate, particularly late in the session, have virtual veto power on
bringing anything to the floor of the Senate. You and your mem-
bership can be of tremendous help in trying to build the support
for this legislation, once we have hearings and have a markup on
the bill. So I would very much welcome your concern and your in-
terest and your willingness to work with staff in putting together
any legislative initiatives. I know you have been interested in the
past in this area, and we would welcome that.

Thank you very much for your testimony.

[Whereupon, at 11:49 a.m., the hearing was concluded.]
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STATEMENT OF AMBASSADOR ROBERT E. LIGHTHIZER
BEFORE THE SUBCOMMITTEE ON INTERNATIONAL TRADE
OF THE
SENATE FINANCE CQOMMITTEE
JUNE 26, 1984

1 appreciate this opportunity to testify before this subcommittee
on the situation facing the telecommunications industry.

We have just received a copy of the International Trade Cbmpiaaion's
study on the trade effects of the AT&T diveatiture.‘and are
in ihe process of analyzing it. We hope that it will shed some
light on what trends we can expect to see in this industry.
"In the meantime, I think it is useful to examine the nature
of the problem currently facing the U.S8. telecommunications
industry. I will start out today by discussing the current
status of the U.S. industry and then go on to the situation

U.S. exporters face in other countries.

There are two major problems that need to be addressed in dealing
with the situation facing U.S. telecommunications manufacturers.
The first is our growing trade deficit in a sector where we
are still the wofld's.technological leader. The second problem,
which is intimately related to the first, is the inequality

of market access in this sector between the U.S. and her major

trading partners.

In most countries, national telephone and telegraph companies
are government owned or controlled., Yet, telecommunications
entities are not covered by the Government Procurement Code,

the only existing international mechanism to address this problem.



120

As a result, the vast majority of industrialized nations have
closed telecommunications markets that follow "buy national"
policies. Countries, such as the United States, with the most

open markets attract a high level of imports, yet are faced

with limited export opportunites.

The U.S. market for telecommunications equipment is the most
opeh in the world., Liberalization has begun in a few other
countries such as the U.K., Canada, and Japan. Nevertheless,
the recent divestiture of AT&T will only exacerbate this disparity
in market access. The U.S. market is also the largest national
market in the world; U.S. consumption of transmission equipment,
the fastest growing segment of the equipment side of the industry,
accounted for 35% of world consumption during the 1978-1984

period.

For the United States, openness in a largely protected world
has meant a net trade deficit with most developed nations.
Furthermore, half of all U.S. exports go to developing countries,
and over three-quarters go to the developing countries plus

Canada and the United Kingdom (the most open industrialized

countries).

Over the past four years the American position in telecommunications
trade has weakened considerably. Between 1980 and 1984 the
U.S. industry moved from a $385 million trade surplus to a projected
$435 million deficit., Particularly disturbing is the fact that

\
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while imports have been ihcreasing dramatically, exports have

remained flat.

In spite of the growing trade deficit in this sector, U.S, firms
still dominate the industry worldwide., 1In 1982, U.S. companies
accounted for almost 408 of world wide sales of telecommunications

equipment. The U.S. also continues to be the world leader in

teleéommunications technology.

In the domestic market, however, not only are imports rising,
they are also taking a greater share of the market. Over the

past five years, imports have grown from 3% to 11% of the U.S,

market.

It is also sobering to realize how quickly trade trends in this
sector are changing. In the span of only one year (1982-1983),
the U.S. moved from a trade surplus of $300 million to a deficit

of $200 million.

Although U.S. exports of telecommunications equipment has remained
a relatively small percentage of total U.S. shipments, this
low percentage does not reflect the total involvement of U.S. fimms

abroad, since a number of the leading firms have overseas sub-

sidiaries.

A growing part of telecommunications trade is in information-based

services. U.S. exports of these services are estimated to be
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in excess of $30 billion. Total U.S. exports of services were
extimated at $60 billion in 1982, A system of open and unhindered
communication plays a central role in the trade of many services
such as banking, insurance, advertising, and data processing.

Trade in many of these services is only possible because of

international communications.

Any iimitation on the operation of telecommunication services
would severely hinder our trade in services. This is particularly
1ﬁportant as this is an area where the U.S. has a strong surplus.
The Administration has had bilateral discussions with Canada
on regulatory issues affecting trade in services. Similar dis-

cussions have been held or are pianned with Japan, West Germany,

and the U.K.
\

Let me now briefly summarize our telecommunications trade situation

with respect to our major trading partners.

JAPAN

Our telecommunications equipment trade with Japan, Mr. Chairman,
is characterized by a very substantial Japanese surplus. It
is projected that in 1984 Japan will have a $791 million surplus
in telecommunications trade Lith the U.S.. Japan replaced Canada
in 1982 as the leading country of origin for imports to the
U.S., accounting for 49% of the total value of imports.
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The Administration has made it a top priority of its trade policy
to secure access for U.S., products, services, and investment

in the Japanese market equal to that enjoyed by Japan in this

country.

Telecommunications has played a large role in that effort,
The Japanese market is the second largest market in the world
in ihis sector, as in most others. Withodt a real opportunity
to compete in that market, our firms, who face significan. and
increasing competition from Japanese imports, would continue

to bear a major competitive disadvantage.

Since Japan is by far the largest exporter of telecommunications
equipment to this country, we could not long tolerate an imbalance
in market access. Consequently, three and .a half years ago
we negotiated an agreement with the Japanese Government under
which procurement by Japan's telecommunications monopoly, Nippon
Telegraph and Telephone Public Corporation, nrf, was opened

to foreign competition.

The first NTT agreement expiréd in December of last year. In
the three years of that agreement, sales by U,S. firms did increase,
from about §15 million in 1981 to some § 142 million in 1983.

But despite the sharp growth, even the 1983 figure accounted

for only about 4.5 percent of total NTY¥ procurement, and fell

far short of expectations.



124

Moreover, little of what NTT has procured from American firms
has been hich technology equipment of the type that is central
to the telecommunications network and likely to promote the

development of long-term relationships with American suppliers.

Nevertheless, given the importance of being able to compete
for a share of the Japanese telecommunicat;ons market, the U,S.
1nddstry, with whom we consulted closely‘during our review of
whether to renew the Agreement, strongly supported its renewal.
As a result, on January 30 of this year Ambassador Brock and

Foreign Minister Abe signed a new three-year agreement.

In the course of renegotiation, the NTT Agreement was modified
to include the advice given by U.S. industry. The revised agreement
reaffirms Japan's commitment to open NTT's sizable purchases
to U.S. exporters, while strengthening that commitment in a
number of ways., Among the improvements incorporated into the
revised agreement are commitments by NTT to: treat U.S. and
Japanese firms on an equal basis in ail of NTT's R&D activities,
accept bids in English at NTT's New York office; and aggregate

purchases so as to make them commercially attractive to foreign

suppliers.

The new agreement also mandates annual reviews of NIT's performance
in implementing its commitments. Our most important criterion
for evaluating the agreement's implementation will be the actual

level of sales of U.S. fiims to NTT. In addition, we will closely
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monitor the proposed "privatization®" of NTT, to ensure that

this change in its legal status does not affect the terms of

the agreement.

If this new agreement works properly, we would expect our highly
competitive firms in this field to make substantial gains in
sales of sophisticated, network-related equipment to NTT over
botﬁ the short and long term, Moreover,' for the first time,
they will have an equal opportunity with their Japanese competitors
for participation in NTT's R&D projects.

Telecommunications Services (VANS)

As you know, the Japanese Government has recently submitted
legislation to the Japanese Diet that would further open the

Japanese telecommunications market, this time in the services

sector.

If the pending legislation is approved by the Diet, effective
April 1, 1985 NTT will become a privatized company without a
legal monopoly in telecommunications services., And private
firms, both domestic and foreign, will be able to compete to

provide telecommunications services,
This reform is of great importance to the U.S. in several respects.

First, we have made clear to the Japanese Government that the

change in legal status of NTT does not, and should not, in our

38-521 O-—84-~-—9
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view, affect the NTT agreement,

second, with respect to the opening of the services sector,
the legislation now before the Diet excludes the restrictions
earlier proposed on foreign investment in those firms that will
be permitted to pcovide so-called enhanced or value-added services,

such as remote data banks, credit checking services, and the

[}

like.

Those restrictions were removed from the legislation after we
communicated our strong objections to the Japanese Government,
We pointed out that Japanese telecommunications equipment suppliers
have benefitted greatly from the open U,S. market‘for telecommuni-
cations products, and that the U.S. market for services is completely

unregulated and open without discrimination to all firms, domestic

or foreign.

Although the legislation dropped the investment restrictions,
it does incorporate a requirement that large scale value added

network services firms register with the Ministry of Posts and

Telecommunications,

We intend to keep in close contact with the Japanese Government
as the administrative ordinances to implement this new law are
developed, in order to ensure that the resulting administrative
procedures for registration neither impede market entry by U.S. firms

nor disadvantage them vis-a-vis their Japanese competitors.
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The telecommunications services sector in Japan promises to
be a very large market, American firms have a wealth of experience
and technology in this sector that we believe should translate
into a significant competitive advantage in their participation
in the Japanese market, If indeed that is the case, and our
services firms do as well as they should in the Japanese market,
tha£ fact should serve as an important stimulus to the market

for U.S. telecommunications equipment in Japan.

With the lowering of the formal barriers to the equipment and
services market in telecommunications, the Japanese market ought
to provide a real opportunity for competitive U.S. firms. The
real test of the openness of the market, however, will lie in
the su‘cceas of competitive U.S. products and services there,

If the opening is real, sales of significant size should flow.

EUROPEAN COMMUNITY

The European Community (EC) countries, taken as a whole, would
constitute a telecommunications equipment market second only
to the United States; they currently account for about 37 percent
of the world market., There is, however, no EC~-wide "common
market" in thid equipment. Most European national markets are
dominated by their individual state-owned postal and telecom-
munications organizations (PTTs). With some exceptions (notably

the United Kingdom), the EC Member States' PTTs prefer to purchase
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telecommunications equipment manufactured within their own borders.

For these reasons, European countries have refused to include
PTT purchases under the GATT Govermment Procurement Code, which
would have opened them to import sales. Because of this preference
for national procurement, even EC telecommunications producers
find it difficult to make sales to their Community trading par-
tnefa. Consequently, they have vigorously'pursued export markets
outside the Community, and the European Community enjoys an

impressive trade surplus in these products.

It is projected that in 1984 the U.S. will have a bilateral
surplus of about $240 million in telecommunications equipment
trade with the EC., This number is substantially unchanged from
1980, when it totalled $229 million., This surplus has been

maintained while the overall U.S. trade balance with Europe

has deteriorated sharply.

These trade figures are somewhat misleading because a large
portion of U.S. trade with the EC in this sector is military
trade, related to NATO, Because'of the inadequate trade statistics
in this sector, it is impossible to separate the military from
the commercial trade. In addition, a majority of the larger
American telecommunications firms have subsidiaries or joint
ventures in the EC and a great majority of the trade between

the EC and the U.S. in this sector is intrafirm trade.
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Individual EC Member State Telecommunications Policies

Within the EC the Member States vary as to their degree of openness,
ranging from the U.K. which is one of the most open markets
in the world to Prance and West Gernamy where PTT procurement
is essentially closed to non-national firms. The lack of market
access is evidenced by the fact that France, West Germany, the
Netherlands, Italy, and the U.K. all have surpluses in telecom-
munications trade despite their much smaller markets, fewer

economies of scale, and lack of technological leadership.

Import penetration in France in 1980 was only 1.0% as opposed
to 11% in the UK, 17% in West Germany, 18% in Italy and 57%

in the Netherlands.

Initiatives Toward a Unified EC Telecommunications Market

Despite the fact that most European countries protect their
telecommunications equipment markets from import penetration,
there is a growing realization within the EC that this approach
has drawbacks. National barriers to telecommunications sales
within Europe have also fostered a costly limits to competitiveness-
-conflicting standards and specifications, duplication of research
and development efforts, and perhaps a weak industry response

to rapid technological change.
The EC Commission, the Community's executive arm, advocates

the development of a truly "European® telecommunications industry

as part of a larger European industrial policy initiative in

38-621 O—84——19
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high technology. It believes that a "common market® in the
area of telecommunications equipment would help the growth and
development of a stronger European world market position in
this important high technology sector. Although the EC Member
States appear to be quite divided on specifics, the general
need to develop a unified EC te;ecommunications policy has been
explicitly recognized in recent EC Summit Council meetings,

and will be addressed again at the curreamt Summit Meeting at

Fontainbleau, France.

The most recent EC Commission proposal for the creation and

stimulation of an EC telecommunications market in egquipment

and services includes the following elements:

o harmonjzation of standards, particularly in the area

of terminals;

° the progressive opening of Member State PTT markets
to intra-EC (not foreign) competition, both in equipment

and services (for example, by 10 percent);

o stimulation of Member State collaboration in research

and development; and

o the creation of a Community lending facility to aid
the modernization of telecommunications services in

economically depressed areas of the Community.
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past Commission proposals along these lines, undercutting Member
State authority in telecommunications services and equipment,
have proved too ambitious to attract support from the major
telecamunications equipment-producing countries. It is uncertain

if these recent proposals will receive the approval at the Summit

required to move the proposal forward.

Other European Initiatives for Telecommunications Cooperation

Although France is one of the strongest competitors in Europe
in telecommunications equipment, it is concerned that Europe
as a whole is slipping behind in telecommunications development.
From its perspective, however, a major cause of the problem
is competition from non-European companies producing, investing,
and selling in EC telecommunications market. France seeks the
creation of a "European Telecommunications Area," developing
European telecommunications cooperation by closing the market

to competitive outsiders like the United States and Japan.

The proposal advocates the exclusion of foreign (i.e. non~EC)
goods from the market through joint agreement among purchasers
(the PTTs) and suppliers (EC vendors), and through the selective
elimination of the imports of EC nonmembers. The proposal states
that only after the creation of the closed "European Telecom-
munications Area®™ could discussions begin with the U.S. and

Japan on opening the EC market to foreign trading partners.
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Currently, one concrete manifestation of coordinated development
of telecommunications equipment in Europe is a Franco-German
agreement to jointly develsp a cellular (mobile) radio/telephone
network. It is not clear that non-EC suppliers, even those
located in the Community, were intended to compete for contracts
under this agreement, and this has raised our concerns about
the future access of U.S. firms to the EC telecommunications

equitment market.,

If the Community does decide to move forward with a more coordinated
approach to telecommunications markets, it will be important
to ensure that the result.is a more open, EC telecommunications

market, rather than one that progressively restricts international

exchange of goods and technology.

CANADA

The proximity of the Canadian market has traditionally made
it an important market for U.S., telecommunications manufacturers.
The Canadian market consists of a mix of private, governmental

and joint private~govermmental entities.

Canada is encouraging the development of certain aspects of
competition in its domestic market and liberalizing the customer-
-provided interconnect market, Although a number of U.S. firms

have subsidiaries in Canada, the primary problem they face is
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an extremely vertically-integrated market., This causes a lack
of opportunity which may in large part be responsible for our
growing trade deficit in telecommunications trade with the

Canadians., The sectoral deficit nearly doubled from $53 millicn
in 1982 to $98 million in 1983.

The U.S. and Canada are currently considering the negotiation
of # bilateral free trade area that would cdver telecommunication
and computer goods and services. This would be a good first

step, if only on a bilateral basis, to opening up trade in the

telecommunications sector.

DEVELOPING COUNTRIES

Besides Brazil's policy designed to develop a domestic telecom-
munications industry, the developing countries do not, for the
most part, pose market access problems for U.S. industry. Although
the U.S. is currently importing a large volume of low-cost equipment,
such as telephone sets, from Hong Kong and Taiwan, the developing
countries do not have the capability to manufacture sophisticated

equipment and thus must puchase it from foreign sources.

A major determinant of sales in developing countries is the
export financing that can be provided., The French, in particular,
use mixed credits, a financing package which includes both

a concessional and a non-concessional component, with the whole
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package tied to procurement from the donor country. These schemes

are very expensive; between 1980 and 1983, the French spent
approximately $300 million on mixed credit packages for purchases

of French telecommunications equipment.

There is no question that we, the Administration and the Oongress,
must carefully analyze what is happening in the telecommunications
industry and examine what can be done to ensure that the U.S.

industry is not unfairly deprived of its tachnological and commercial

lead.

The major impediment to U.S. telecommunications exports is restricted
market access, and in particular closed government procurement.
One possible avenue that needs to be explored to deal with this
problem is the renegotiation of the Government Procurement Code

and our attempts to expand its coverage to telecommunication

entities.

Another concern is that of mixed credit financing u-ed, by the
French government in particular, to support telecommunications
ezports., Participants in the OECD Arrangement on Export Credits

have pledged not to offer mixed credits with a grant element
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of less than 20%; otherwise the Arrangement provides little

discipline over the use of mixed credits. One of our highest

priorities in our ongoing export credit talks is to place further
limitations on the use of trade~distorting mixed credit financing.
—To increase our negotiating position, the Eximbank charter renewal
legislation of 1983 included authority for the Eximbank and
the Agency for Intetnatioqal Development to establish defensive
mixed credit programs. Eximbank has, in‘fact, just recently
authorized concessional financing to offset a French mixed credit
offer on a telecommunications project in Cyprus. The Bank will
continue to review individual' projects where foreign mixed credits
are being made available and plans to judiciously match such

offers in order to bolster the U,S. negotiating position.

The lack of adequate trade statistics is a critical problenm
for the telecommunications industry. Both the industry and
govermment lack the statistical information necessary to demonstrate
market penetration, examine the type of products entering the
U.S., or even prove whether any injury has occurred to the U.S.
industry. It is vitally important that we develop better trade
staistics to enable us to closely monitor the rapid shifts in

trade trends in this sector.

The new international tariff nomenclature which is currently
being developed, the Harmonized Code, will provide the needed
improvement in trade statistics. Unfortunately, the Harmonized

Code will not go into effect until 1987 at the earliest.
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We need to explore what can be done in the interim to ensure
that we have the information on the indvstry that we need in
order to assess what situation it is in, and what action, if

any, the Administration or Congress should take.

We as a government also need to develop a clearer idea of what
our priorities are in this sector. This is a very international
industry which encompasses companies with a broad variety of
conflicting problems and concerns. This diversity argues for
a careful and thorough analysis of U.S, interests in this sector.
We need to determine what is best to ensure the long-run compe-
titiveness of the U.S. telecommunications industry as well as

what is in the national interest.

In order to expedite this assessment, USTR is chairing an interagency
task force to examine the trade-related aspects of the telecom-
munications industry, develop an analysis of the various components
of the industry, investigate trends in the U.S. market and in
foreign markets, and analyze the Telecommunications Trade Act
of 1984, Building in the ITC report, this group will be moving
on a fast track and we hope it will have its analysis completed

by the end of the summer.

USTR has been meeting and working closely with the private sector
in order to assess their needs and ensure that we are doing
all that we can to be responsive to their needs. It is important

to realize, however, that neither the Adhinistration nor Congress
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all that we can to be responsive to their needs. It 13 important

to realize, however, that neither the Administration nor Congress
will be the ones to determine whether the U.S. telecommunications
industry succeeds in selling abroad and remains competitive.

In the final analysis U.S. industry and government must work

closely together we are to meet with success.

In countries where the government is trying‘to negotiate increased
market access U.S. firms must support that effort by making
aggressive efforts to sell in those markets. We need to show
our trading partners that not only can U,S. firms offer a competitive
product at a competitive price, but that they will put in the
necessary work to market aggressively and tailor their products
to the needs of the foreign consumers. Only working together

can we assure America's continued preeminence in this vital

sector,

The Telecommunications Trade Act of 1984 addresses the two major
concerns facing the U.S. telecommunications industry today,
the rapid growth of imports, and the inequity of market access
between the U.S. and her major trading partners. We look forward
to working together with U.S. industry and the Congress in coming

up with solutions to these problems.
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Statement of AT&T Supplementary to the Testimony Provided by

E. Wayne Weeks, Jr., on June 26, 1984, to the Committee on

Finance, Subcommittee on International Trade, Concerning

International Trade in Telecommunications Products.

It is AT&T's policy to support a free and fair international
trading system. In the international communications markef
today, many countries have industrial and trade policies
which support their telecommunications industry at the
expense of'its foreign competitors, including U.S.
competitors. These policies are manifested in numerous
tariff and non-tariff barriers (particularly the latter)
which disadvantage U.S. companies. The non-tariff barriers
evident in most major foreign markets are in the form of:
local content requirements; actions that limit or deny
foreign investments; requirements for transfer of
technology: and home supplier preference in government
procurement. The U.S has virtually no impediments to entry
by foreign firms providing telecommunications equipment; no
other major telecommunications marketplace is as open or
accessible as is our own. AT&T's views on reforming the
world's system for international trade were submitted to the

International Trade Commission (ITC) in April in connection
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with the Commission's inquiry concerning the changes in the
U.S. telecommunications industry and the impact on U.S.

telecommunications trade (see Attachment 1).

Structural changes in the U.S. telecommunications industry
resulting from regulatory decisions and the recent Modified
Final Judgment (MFJ) have created a climate encouraging
entry and expansion by foreign-based enterprises. We
believe that such activity will only increase for all

telecommunications equipment in the near and long term.

The ITC study of June, 1984 refers to the pre-divestiture
Bell Operating Companies (BOCs) as a "captive market" for
AT&T, which is not accurate. Prior to divestiture, the Bell
Operating Companies purchased the best and iocast expensive
equipment regardless of source. Because the BOCs and
Western Electric (now called AT&T Technologies, Inc.) were
vertically integrated, the benefits of such integration
resulted in Western Electric being the major supplier to the
Bell Operating Companies. Divestiture ended this
relationship, with its attendant efficiencies ---
efficiencies which inured to the benefit of the Bell
Operating Companies and to the country's international trade
position as AT&T maintained a leading role in world

technological advancement.
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The ITC study does not reflect the full story in network
products in the post divestiture environment. Our figures
project sales of network equipment for foreign-based
companies to be a billion and a half dollars in 1984 - a 30%
increase over 1983 - with a potential 200% growth over the
next five years. These figures include the sales of
foreign-based companies where the equipment sold is
assembled in their plants in the U.S. We include such sales
because U.S. companies are not as free to enter the home
marketplace of such foreign competitors in the same way, and
they must be included to give a true picture of the impact

of international competition on this country.

Our view that the ITC projections of growth in sales of
network products by foreign suppliers significant.ly
understates the case is supported by the experience in
Customer Premise Equipment (CPE). Conditions favorable to
entry by foreign producers first occurred in the case of
CPE, with results well documented in the ITC study. Such
conditions are just beginning to be apparent for network

products. A similar result can reasonably be expected.

The FCC's decision in the Second Computer Inquiry has

hindered AT&T in its ability to compete with its foreign-
based competitors both here and abroad. The structural
separations have wide-ranging requirements and prohibitions

which hinder AT&T's ability to draw upon the resources of
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all its units to offer customers, foreign and domestic,
integrated and cost effective answers to their
telecommunications needs. AT&T is denied the right to
organize for optimally efficient innovation, and to bring
the fruits of that innovation to the marketplace in the

manner best calculated to meet customer needs.

On April 30, 1984, AT&T petitioned the FCC for relief from
these structural separation requirements.1 Attachment 2 is
AT&T's letter of transmittal to the FCC together with

Part III of our filing which focuses on international trade
matters. The petition describes the dramatic impact on the
U.S. balance of trade in telecommunications equipment caused
by a growing array of foreign suppliers, all with strong
bases in their home countries and many actively supported by
their governments. By 1983, five of the nine vendors of
digital network switches in this country were foreign,
including the three largest suppliers of such switches
worldwide -- Northern Telecom, C.I.T. Alcatel (France) and
Ericsson (Sweden). If domestic firms are to respond
effectively to the immediate challenges of strong foreign
competitors without resort to protectionism, it is vital
that they be permitted to employ their competitive strengths
without artificial and outmoded restraints such as those

imposed in the Second Computer Inguiry. It is to be hoped

that the result of FCC proceedings will be to eliminate such
restraints that prevent AT&T from competing on an even basis

with foreign competitors.

- — -

The pleading cycle established by the FCC culminates in
reply to comments due August 8, 1984.
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ATTACHMENT I

o
e
== ATaTl
—
James E. Olson $50 Vac s~ Aven
Vice Chauman of the Boarg ‘New Yorx NY 15222

Prone (212: 6058358

April 16, 1984

Mr. Alfred E. Eckes

Chairman

International Trade Commission
701 E Screet, N.W.

Washington, D.C. 20436

Dear Mr. Eckes:

Re: Changes in the U.S. Telecommunications Industry and the
Impact on U.S. Telecommunications Trade (Investigation
No. 332-172)

1 wish to take this opportunity to provide AT&T's
general view on the status of internstional telecommunications
trade, currently the subject of investigation by your Commission.
Responses to the Commission's quest{onnajre related to that
investigation were sent under separate cover to the Secretary

of the Commission.

We believe that problems with world trade primarily
reflect the tendency for sovereign nations to ignore or violate
vell-established principles of free trade when they believe
it best suits their short-term interests. Any reform of the
present system, therefore, needs to recognize that problem,
and seek to gain greater acceptance of the principles of free
trade. Competition, particularly in hi-technology industries,
has led to growving impediments to world trade in telecommunications.
The Department of Commerce study, The Telecommuncations Industry,
contains a good overviewv of this situation. It {s important
to remove such impediments and open telecommunications markets
worldvide. A fuller statement of our views is contained in
the attsched position paper, which we recently prepared.
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In addition to the barriers to participation of U.S.
nanufacturers in international trade, which are detailed in
our position paper, there are domestic governmentsl policies
that also have substantial adverse impact. A principal concern
is the continued applicability to AT&T of the structural separation
requirements established in the Federal Communications Commission's
Second Computer Inquirv. Those requirements, originally created
in 1980 and applied to the then integrated Bell System, are
not properly applicable to AT&T in the post-divestiture-environment
in which AT4T neither owvns any local exchange facilities nor
any other business possessing monopoly characteristics. They
artificially and anti-competitively constrain AT&T's ability
to develop, manufacture, and market Information Age technology,
both here and abroad, on equal terms with the large and effective
foreign suppliers who have impacted our balance of trade so
sdversely. For these reasons, ATST intends to petition the
FCC for relief in the near future.

Sincerely,

Vice Chairman of the Board

Attachment
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Improving the Internat:cnal Trading Svstem

Overall Trading Svstem

We agree that the international trading system is at a critical
juncture and that it 1s afflicted by manifcld problems. Such
problems, however, largely reflect both competing national anterests
and the unwillingness of sovereign nations to abide by well-kncwn
pranciples of free international trade when their indivaidual self-
anterests would be adversely affected. That 1s especially true when
particular nations find their economies in difficully and when
polatically anfluential seczors within such nations would be hurt by
compliance with otherwise well-accepted rules of free trade.

The situation is especially complex, because:

(1) No nation is wholly pure~-~that is, every nat:on,
ircluding the U.S., has at times re¢sorted to pro-
tectiorist measures to ease some difficult polatical
or economic situations. As a result, every nation 1is
able to rat:onalize its own expedient violat:ions of the
principles of free trace, since others have

also acted that way. :

(2) Differen: areas cf the world and different sec:ors
of world trade are affected by widely different sorts
of problems. These problems would still exist even 1f
the international trading system were rather basically
refecrmed, and they would continue to tempt various countries
to act in their own self interest, even when that violated

the system of international trade.

Because of these difficulties, we believe that our best hope lies 1in
working within the present multi-latersal system--iaproving it, where
possible--but, most inportantly, getting each nation to accept and
be guided by principles of free international trade that have been
well-known for many years. Unfortunately, such an approach offers
nc easy panacea. Rather, it would require an intensive effort by
the major trading partners of the world to tackle their problems--
principally on an overall, macro level, but also on & sector-by-
sec:or basis, as might be needed. That, ¢f course, is essentially
an extension of the basic apprcach that GATT has taken throughout

the post-world-wWar II period.

Within that broad context, we believe that ATIT's contribut:ion to
the discussion about the international trading system can best be
confined to the situation in our own sector--where we have had
actual experience--rather than by reiterating the broad principles
of free international trade to which we fully subscribe. Our
experience, of course, has been in the telecommunications service
and equipment segments ¢f the hi-technology sector.
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Trade Issues Related to Telecommunications and Data Secvices

Overview

Industrialized and developing nations throughout the world recognize
the importance of hi-technology industries to the achievement of
both national economic growth and international competitiveness., As
a resuit, there is intense competition internationally among high
tecnnology products and services, including telecommunicatierns.

Many countries have responded to the situation by instituting
industrial and trade policies to support their telecommunicaz:cns
industries. Inherent in these policies are numerous tariff and
non~-tariff barriers to protect national markets from international

durins

competition, With non-tariff barriers gaining predom:nance during
the past decade.

Such policies hurt world economies in all the ways thaz imped:.nen:s
to trade are known to do. However, these policies are parcicularly
disadvantageous to the U.S., whose telecommunications markezs arce

much more open than those of many other nations.

Broadly, such impedinents to world trade in telecommunicaz:ons :ake
the foliowing forms:

(1) Restrictaions on Trade in Telecommunicatzions Products and
Serv:.ces

In virsually all countries the telecommunications market 1is
cdominated by publicly owned or managed telecommunications mornopolies
(PTTs). Their procurement budgets are large, and their procurement
policies predominantly favor their national equipment suppliers.
Consequently, these markets are insulated against foreign
competition, and the close alliances that exist between the PTTs and
the local suppliers serve as effective non-tariff barriers.
Competitive bidding which includes foreign participation is not
commen. Delayed requests for foreign part:cipation also work to
block foreign entry into the market.

In addition, the incompatability of various national standards on
communications equipment and networks hampers world trade in
telecommunications. For example, the proliferation of incompat:ble
nat:onal standards for attaching equipment to public cemmurnisat:cn
networks serves as a non-tariff barrier, restricting or even
eliminating access to markets by foreign suppliers.

(2) Government Intervention in Private Research and Development
(R4D)

l‘rhe addendum to this paper contains a list of specific illustrative
examples of such impediments to the international trade of high
technology products and services. Additional informavion on such
impediments is available from the sources cited there.

38-521 O—84——11
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To a large extent, iptcrnational competitiveness in high-techaclogy
is forged by continuing investments in capital and in ReD. Foreign
"governments' support of efforts by their domestic industries to ga:n
market advantage in these areas plays & pivotal role in advanc:n

their current and future competitiveness. Government suppor: can be
financial (such as low cost credit, grants, and tax incentivas)
and/or regulatory (such as suspension of antitrust requlat:ons to
get broad co-operation from numerous firms). These actions, 1n
conjunction with discriminazory public procurement practices o
favor national suppliers, create formidable barriers to
internat:onal trade. Foreign suppliers are excluded from
participating in or benefiting from these extensive R4D efforss.
(Recently, however, Japan did agree, in principle, not to
arb:trarily exclude U.S. firms from their ReD efforzs.)

These kinds of support for the teleccmmunications industries abroagd,
in conjunc::on with the open market in the U.S., combine to preven:
U.S. telecommunicat:ons producers from entering foreign marke:s,
while enhancing the ability of foreign producers to penetrate cur

markess.
(3) Restrictions on data transmission

There is close lirkace between teleccmmunications and data secvices.
Many governments glace resirictions on telecommunications and
inteznatioral data flows. In the past, these restrictions had bSeen
sustified on the grounds of insuring nazicnal security, protecs:n
1ndividual praivacy and social culture, and meeting legitimate
aspirat:ons for national advancement in this high-growth area.
However, such restrictions increasingly are being placed for purely
ccmrmercial reasons. In either case, of course, such regulations
distort and curtail international trade in communications and daza

processing.

Restzictions on the international flow of data range from
reguirenments that somd data processing be done wathin national
berders to constraints on the type of infcormation transmitced.
These restrictions frequently curtail the flow of commercial data
which does not infringe on individual privacy or national

security. These regulations are usually statzed in general terms,
and permit discriminatory applications to promote local industries.

t4) Violations of international patent/copyright laws

Many developing countries wishing to acquire foreign technological
know-how choose to violate international patent/copyright laws by
lowering their protection peried and/or requiring compulsory
licensing of technology and/or conducting ineffectual judicial
review of known violations. Moreover, many developed nations, who
have so far adhered to international conventions, are considering
adopting measures to weaken their domestic protection laws.
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{$) Regulations Regarding Foreign Investment

Governmental policies regarding international investmen:ts are
generally integrated within an overall policy package designed to
meat rational economic objectives. These investment policies
regulate a whole range of operations of the foreign firm. Fore:gn
investments in certain sectors can be limited or even denied.
Limits on ctquity participation, and requirements for local conten:,
transfer of technology, and/or licensing arrangements can be
imposed. These regulations can effectively hamper or eliminate
local market access to foreign firms.

Recommencdations

The increasing use of protectionist measures to meet narrow,
nat:ionalistic objectives in this highly integrated world threatens
to slow the expansion of world trade and, consequently, world
economic growth. Since the efficient a)location of resources
worldwide and improving world prosperity depend upon a free and ogen
internat:onal trading system, the eventual dismantling of all
barriers to trade is an important objective.

Imgroving tracde in high-technology producss, services, and
inves:iments 1s especially important. At present, the marketplace :s
neirther open nor free, and there 1s a growing tide of protection:sn
abrcad, especially in the use of non-tariff barriers to traZe.
Positive steps should be taken to liberalize such markets and the
trade practices and regulations affecting them. To accomplish tha:s
goal, we offer the follcwing recommendations:

(1) World tariffs and import quotas in high-technology product
trade should be dismantled.

(2) Markets in communications and.data processing services should
be liberalized. (Trade in services in general--which is
increas:ng in its importance to worlld trade-~has no: ver been
taken up by General Agreement on Tariffs and Trade (GATT),
alzhough that may happen in the near future):

{(3) GATT's Agreement on Technical Barriers to Trade should be used
to prevent certification procedures (for at:tach:ng
ccmaunicatiorn and data processing equipment to public networks)
from funcz:oning as a non-tar:ff trade barrier. Such
nezotiations would be most effective 1f they were accompanied
by advances in international standardization of eguipment and

nezvorks:

(4) GATT's Government Procurement Agreement should be extended to
include telecommunications industries. (Bilateral negotiations
on goveramen: procurement policies to effectively cpen markets
should also be used.)
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(5) Government subsidization of private industrial efforts and the
watering down of international patent laws should be

discouraged.

(6) Internationally acceptable rules and guidelines should be
developed to facilitate the free flow of capital ameng
countries by limiting the terms and conditions which indiv:Zdual
countries can place upon foreign investment in the:r marke:s.
(Currently, there are few rules or gu:celines regard:ng fcre.3n
investment.)

ATST Company
February 24, 1984
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Folloyinq are examples of existing and potential foreign
impediments to high-technology trade and investment. =

1. Tariffs on imports of:
(a) communications hardware available locally: Spain

(b) integrated circuits: European Community (EC)

2. Import controls on communications anc data pracess:ing .
hardware: Brazil, .

3. Inccppatability of various national standardés on
communications equipment and networks: EC

4. Discriminatory procurement policies by gevernment owres
or managed telecommunications incdustries to faver
nas:onal suppliers: EC, Japan

§. Government financial and regulatory support of pr:vate
RsD effort to 1mprove the competitive position of
domestic incdustr.es: EC, Sweden, Japan

6. Considering moves to dilute patent prctecticn laws o
acguire fore:gn technological know-how threugh recduces
protection period and/or compulsory licensang
arrangements: Germany, France, Canada, Japan, developing

countr.es

7. Foreign investments can be subject to equ:ity limsza-
tions, local content requirements, and/or transfer of
technology requirements: Necherlands, South Africa,

cdeveloping countries

emmunicazions: Pressure and Polic:es for Change, OECD,
n

Telecommunications and Information Products and Services in
Tnternacional irace. Hearings Before the Subcomnit:ee On
Telecommunications, Consumer Protection, and Finance of the
Committee on Energy and Commerce, 1981,
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James R, Blliingaley . S50 Magrson Avenue
Servor Vice Prasident New York. NY 10022
Pnone (212 805-5055

April 30, 1984

The Honorable Mark S. Fowler
Chairman

Federal Communications Commission
1919 M Street, N.W.

Washington, D.C., 20554

Dear Chairman Powler:

The monumental changes brought about by divestiture
of the Bell Operating Companies, the continued explosive
growth of competition, and new directions in customer demand
and vendor provisioning in the telecommunications and inform-
ation industry compel AT&T today to petition the Commission
to relieve the firm from the Computer II structural separ-
ation rules,

The Commission’s 1980 landmark Computer 1I decision
marked a major step forward in facilitating the participation
of common carriers, including AT&T, in the competitive
provision of CPE and enhanced services, free from traditional
regulation. In AT&¢T's case, the Commission permitted the
provision of CPE and enhanced services only through a fully
separated.subsidiary, with a collection of restrictions on
the business activities of the subsidiary and on {ts
interactions with other AT&T entities. The Commission
considered these restrictions necessary to ensure against
AT&T obtaining an unfair competitive advantage primarily by
virtue of its ownership of local "bottleneck” facilities.

In fashioning these rules, the Commission sought to
balance the "benefits” of the structural separation con-
ditions against the “"costs®™ of the restrictions in terms of
impeding the ability of carriers to contribute effectively in
the competitive marketplace. Wisely, the Commission
explicitly and consistently recognized the provisional nature
of the balance it struck, indicating that it would contin-
uvally reexamine the separation requirements and would be
quick to change them or remove them entirely if warranted by
experience or changed circumstances.
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It is Adifficult to imagine how the 1980 circum-
stances underlying the Commission's decision could have
changed more profoundly or dramatically than they have with
divestiture. At the same time, during the past four years
competition in the provision of CPE and enhanced services has
flourished under the Commission’'s Computer II regime. These
changes warrant, indeed compel the removal of the separation
restrictions from AT&T. 1In terms of the FCC's calculus, any
benefits of the restrictions have evaporated while the costs

remain.

The Commission’'s fundamental concerns i{n adopting
the restrictions were discriminatory access to "bhottleneck”
transmission facilities and potential cross-subsidization of
competitive activities with monopoly revenues at the expense
of regulated ratepayers. Bottleneck facilities are precisely.
those which were divested with the BOCs. Likewise, any
*monopoly” revenues were divested with the BOCs -~ ATST has
none., Competition flourishes in all of the markets in which
we participate.

Thus, the Computer II restrictions on AT&T no
longer provide public benefit. 1In the post-divestiture world
these benefits are already provided =-- and more effectively
-~ by the competitive marketplace. On the other hand, the
costs of continuing structural separation impose a signifi-
cant and unnecessary burden on ATE&T, in clear contradiction
of the pro-competitive objectives of the Commission's policy.
The interactions of the various Computer II requirements on
AT&T tend to deprive customers of future AT4T leading edge
products and services which customers should have a right to
consider among their alternatives. The outmoded web of
restrictions diminishes AT&T's incentives and abilities to
bring advanced technology to the marketplace in the form of
timely new products and improved network services. They also
encourage AT&T's competitors to misuse the regulatory process
in order to gain competitive advantage, depriving customers
of additional choices in the process.

The overall impact of the Computer II restrictions
on the business is pervasive., The rules erect unnecessary
barriers that prevent the free sharing of internal tech-
nological developments, disrupt the exchanges of vital
information necessary for efficlent linkace of marketing,
research, development, and manufacturing, and prevent an
efficiently coordinated response to customers' requirem:nts.
As a consequence, potential innovative products and services
may be abandoned in the face of structural obstacles or may
be brought to market only after inordinate delay.
Technological advances are slowed -- both within the AT&T
Technologies Sector and in the AT&T Communications network ==
and the range of products and services available for
customers to choose from is narrowed,
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Competition in the telecommunications and informa-
tion market continues to intensify, with each month bringing
new entrants and new joint ventures or other combinations
designed to meet customers’' needs. In fact, it is becoming
increasingly common for AT&T's largest customers also to be
our competitors in some manner in this marketplace., Given
the fierce, pervasive conmpetition now present in the
industry, AT&T must have the flexibility to respond promptly
and efficiently to constant, rapid change in order to satisfy
customer requirements and contribute effectively in the
competitive marketplace, .

AT&T's ability to compete successfully in the
future would help to reverse the substantial advantage in
balance of trade in telecommunications equipment now held by
foreign based competitors. Balance of trade statistics show
a dramatic reversal in the U.S. position for the 1982-~1983
period, going from a surplus of exports over imports of about
$150 million per year from 1978-82 to a trade deficit of some
$450 million in 1983, If AT&T is to respond effectively to
the immediate challenges posed by strong foreign rivals, it
{s vital that it be permitted to employ its competitive
strengths without outmoded, unnecessary restraints.

What we now seek is relief from the structural
separation conditions and certain other restrictions of
Computer II which today apply without sound reason to AT&T.
The granting of this relief will not necessarily mean that
AT&T will not continue to provide CPE and enhanced services
through a subsidiary, just as many other firms have
voluntarily elected to do. We seek freedom from the specific
and interrelated structural separation conditions that the
Commission's regulations impose -- each of which can
interfere, in a myriad of ways, with the efficient provision
of products and services in all the markets in which AT&T
participates. Moreover, the restrictions as a whole compound
the burdens of the individual constraints in ways which the
Commission did not contemplate when it decided Computer II.

We recognize that the Commission is already
addressing some of the problems caused by the Computer II
restrictions. Whether to remove the ban on the resale of
basic services by AT&T Information Systems, for example, has
been at issue since August 1982 and is now ripe for
Commission resolution, The broad relief sought in today's
petition is imperative, and we urge the Commission to proceed
immediately with its evaluation of our request. At the same
time, we urge the Commission not to delay the removal of
specific restrictions where warranted during its evaluation
of today's more general reguest,
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In short, the Commission committed itself to modify
the Computer II structural separation restrictions quickly if
warranted by changes in the underlying circumstances. .
Circumstances have changed so drastically since 1980 that the
very reasons for the restrictions no longer apply. The
cost/benefit balance -- which was drawn so narrowly in favor
of the restrictions that even under the circumstances of 1980
it troubled four of the six Commissioners ==~ has swung
completely the other way under the radically changed
-environment of 1984. - None of the anticipated benefits
remain, yet the costs are far greater than ever expected anc
increasing rapidly because of changes in direction and
competitiveness of the industry. The result is to handicap
AT&T significantly and to keep it from being the efficient,
flexible, responsive entrepreneur that it must be to meet
customer requirements and to compete fairly with the likes o:
IBM, GTE and a host of foreign vendors. .

We do not believe that the Commission ever intended
any such result, Had the Modification of Final Judgment been
in effect in 1980, we doubt that the Commission would have
felt any need to impose additional structural separation
rules upon AT&T. We hope the Commission will now move
quickly to remove these outmoded, unnecessary rules which are
costly to AT&T, to its customers and to competition,

Some of our competitors may oppose our petition and
seek to continue to hobble AT&T or, if that fails, at least
to delay the day when AT&T can approach the same freedom to
compete as they enjoy. It is a sad commentary that some
firms which enjoy the fruits of our competitive system will
seek, wherever possible, to use the Commission’s regulatory
process to deny or delay that freedom to others. We hope
that the Commission will not permit any such tactics to work
here. Extensive proceedings are not required for the
Commission to conclude that its rationale for the structural
separation restrictions was eliminated with divestiture. The
Commission removed the structural separation rules from GTE
__under a case far less compelling than ours.

In conclusion, the Commission's overriding policy
in Computer II has been to bring the benefits of carriers’
participation to the marketplace -- to meet the public
interest by engendering full and fair competition without
unnecessary and counterproductive regulatory constraints.
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That policy is more appropriate and sound than ever, and it
compels the PCC to act expeditiously to put AT&T on a more
equal footing with its competitors., AT&T stands ready to
assist the Commission in whatever way possible to facilitate
its evaluation of our reguest.

Sincerely,

/8/ 3. R. Billingsley

Identical Letters To:
The Honorable James H. Quello, Commissioner
The Honorable Mimi Weyforth Dawson, Commissioner
The Honorable Henry M. Rivera, Commissioner
The Honorable Dennis R. Patrick, Commissioner
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Extract...FCC Petition for Relief
from Structural Separation
Requirements.

wEG -

11X, THE COMMISSION SHOULD TAKE PROMPT ACTION TO RELIEVE AT&T
OF STRUCTURAL SEPARATION.

69. The time has come for the Commission to relieve
AT&T and consumers from the costly and unnecessary burden of

the Computer Inguiry II structural rules; fundamentally changed

circumstances have removed all justification for the rules'

continued application to AT&T. No longer will the nation's

interests tolerate the pervasive, chilling effects of the rules
on AT&T's ability to compete effectively in a marketplace that

is not only fast-paced and technologically sophisticated,* but

is increasingly global in scope.

70. Today, many of ATsT's most potent competitors
are foreign-based, Over the past decade, an array of foreign
telecommunications eguipment suppliers, all with strong bases
in their home countries and many actively supported by their
governments, have aggressively penetrated the United States
market. Names like Northern Telecom, Mitel, NEC and Fujitsu,
once unknown, are now familiar to domestic buyers,

* n the accelerating pace of scientific innovation in the
telecommunications industry, a former Executive Director,
Technical Disciplines, for USITA has said:

Much has been written in recent months about the
ever increasing pace of change in the industry.
Indeed, many people are dismayed at the prospect
of keeping up with the changes, much less trying
to anticipate them, . . . New technological
advances will continue to make equipment just a
few years old look absolutely archaic.

Paul Fleming, quoted in "Technology? You Ain't Seen
Nothin' Yet," The Telephone Engineer & Management
(Janvary 15, 1982).
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71, The most dramatic impact islseen in the
United States balance of tréde figures, The Department of
Commerce telecommunications eguipment, worldwide export and
import statistics for 1978-1983 shown below i{llustrate the
magnitude of the foreign inroads. After years of relative
stability, annual imports almost doubled in 1983 to
$1.2 billion and the trade balance declined sharply, by some
$620 million, resulting in the United States' first defici: in

at least six years:

Exports and Imports of Telecommunications Equipment
{in_thousands of- dollars)*

1978 1979 1980 1981 1982 1983

Exports 388,240 447,532 557,040 653,259 829,144 789,960
Imports 225,407 313,119 413,982 487,491 620,346 1,201,916

Trade
Balance +162,833 +134,413 +143,058 +165,768 +208,798 -411,956

The figures which recount the United States' ttaée balance for
the same product categories only vis-a-vis the United States'
trading partners in the Organiéation for Economic Cooperation
and Development ("OECD") similarly illustrate the accelerating
strength of the foreign challenge, 1In the five years from 1978

to 1982, trade with the OECD nations showed deficits which

*  The source for the statistics in this paragraph are the
United States Department of Commerce, Export Reports EMS546
and Import Reports IM144, 1978-1983, for the tariff .
categories which correspond to SIC Code 3661,
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steadily grew from $67 million to $196 million. Then in 1983
ﬁlone, the deficit more than doubled, to $450 million.
Dominating this picture were the two countries, Canada and
Japan, which are home bases to companies which have made the
most dramatic inroads in the United States m#rkets. See

pp. 60-61, infra, In 1983 alone, the nation's telecommunica-
tions equipment trade deficit with Canada amounted to $97
million; the 1983 deficit with Japan was a stunning $450 (up
from $277 million in 1982),.

72, Virtually no equipment product line is immune
from inroads by competitors from abroad. One illustration is
in domestic sales of digital éentral office switches, wher:
foreign-based competitors have taken the initiative, Between
1980 and 1983, for example, Northern Telecom's sales increased
from $122 to $600 million, which represents a 70% compound
annual growth rate.,* As of January 1, 1983, Northern Telecom
had installed or had orders for 31% of all digital lines/trunks
in the United States; NEC (Japan) had installed or on order 5%
of the lines/trunks; and Plessey accounted for 9%.** By 1983,

* %

Source: Remarks of Donald A. Noble, EVP Finance for Northern
Telecom to the NY Society of Security Analysts (December 1,
1983) anc to the Toronto Society of Security Analysts
(February 9, 1984). One group of communications analysts
predicts that in 1985, central office digital switch sales,
which in 1983 approximated 25% of all central office switch
sales, will constitute 74% of central office switch sales, and
that this trend will continue. Frost § Sullivan Report
"Digital Telecommunications Market," (October 1983), p. 105.

Source: Dittberner Associates Report, "Project ESS"
(Febiuary 1, 1983), Vol, 13, Part II, Section XXVII,
pp. 1l-34,
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the world's three largest suppliers of digital switches --
Northern Telecom, C,I.T, Alcatel (?rance) and Ericsson
(Sweden) -~ were selling digital switches in this country and
of the nine vendors of digital network switches in the United
States, five were foreign,*

73. These competitors have been extremely successful
in the United States CPE market as well. In 1982, for example,
foreign based firms (Northern Telecom, Mitel, NEC, Seiﬁens and
Fujitsu) captured over one-third of the PBX market (measured in
terms of lines shipped) while ATsT's share of sales dropped
from 51% in 1977 to only 23% in 1982.** 1In the area of
telephone instruments, foreign competitors include not only the
established telecommunications companies -- Northern Telecom,
NEC, Oki and Ericsson ~- but also Japanese vendors of household
electronic goods -- including Hitachi, Panasonic, Sanyo, Sony
and Toshiba,

74. If domestic firms are to resbond.qffectively to

the immediate challenges posed by strong foreign rivals,

¥ This trend is likely to persist because the divested BOCs,
which in 1983 purchased 78% of all switches sold by ATsT,
are no longer affiliated with AT&T and are.aggressively
exercising their independence. For example, five of the
seven RBOCs have entered into contracts with Northern
Telecom, Inc. for the purchase of digital central office
switching equipment over the next few years. One source
reports that Pacific Telesis placed initial orders worth
$70 million, and total orders over the next two years are
estimated at approximately $200 million. Source:
Electrcnic News (March 5, 1984) p. 50.

‘e Source: Northern Business Information Inc., The Telecom
Market Letter., Vol. 4, No. 7; June 3, 1983, p. 2.
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without resort to protectionism, it is vital that they be
permitted to employ their competitive strengths without
artificial and outmbded restraints, Despite ATsT's
demonstrated technological capabilities, structural separation
prevents it from marshalling its innovative resources fully,
For ATiT to compete most effectively, it must be allowed --
without artificial encumbrances -- to achieve the full benefits
of functional integration,

75. In sum, the benefits of structural separation
‘are gone and the costs are increasing, at a time when the
nation's balance of trade in'telecommunications equipment is in
steep decline., Because the rationale for imposing structural
separation no longer applies to ATsT, it is incumbent on the
Commission to proceed without delay to reevaluate and remove
the structural requirements which have already hampered and
restricted ATsT too long. The "important events® . which the
Commission acknowledged might arise which would require it to
abandon the structural rules (see p, 4, ggggg) have now
occurred,

76. Por all of the reasons stated above, AT&T
réquests the Commission promptly to relieve AT&T from the
structural separation tequire;ents set forth in Section 64.702

oif the Commission's Rules.

O



