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The New Media Telecommunications and Development

The Ctoices for the United States and Japan

A new commuulcavlions sysztem is emerfing in each of che
gdvanced indastrial countries part of a coite fundamentr]l tranzicion
intog A world builet on microele¢kronics. Technigal developments make
pessible chese new nariconal telecommunlications networks. However. the
characrer and confiperacions of each setwork will be a product of
market forces and pelicy choiges=s.

In examining the new telecommunications networking
intrastructure that is being shaped in the U.%. and Japan. we mean to
include all of the emereing comtmuoicatiom media which utilize the new,
innovarive, relecommunicarions and informationzi techooslogics. For
example, digical switching and fiber-optics- Thus. we are adoptinge
the definition of "new media’ developed by rhe Hew Media Commletes of
HITI's Industtrisl Structure Councll and the Information Industry
Commiccee, chafred by Professor Een'ichi Imai. In what follows. we
interchangeably use cthe terms new medis. new relecommunicacions
rerwark . and commundcations ianfrastroerore.

Three broad fagvees must be addressed in an Amecican=Japanese
digscuzsion of new wedla and telecommunicarions. Fiesr. inmovarive
telecommunications technolopgies create a nes infrastructure for the
econnmy . The inaovations estahlish the hasis of che row medla.  This

infrastructure 1% as lmpartasc to out werld as roads, bridees.



railroads. and rtelephone Lines. The character and confignrcation of
the new talecommunications Sysiem —-— as much as the pact at which it
ig ereared — will stracture opportunites Far mational prefic and
growth, as well as influencineg whe can capture those opportunities.
Policy must he concerned with Ehe guestion af whecher markere.
mongpulie;. of regulation —— and in what combination — will generate
the new infrascructure.

Second, the celeconmunications equipment and satrvices
induserics [which ave the communications componencs ab the
"informarfon ipdnstcy" in MITI's rerminology} are now straregic
industrial seccors. Produripng the equipment for the new gystem and
delivering the myriat new scrvices the techpolagy makes possible, will
be & lucrative and expanding ser of businesses. FEqually imporcant.
thesa telecommunicacions induseries will be a powerful. perhaps
dominant force., in shaping The development of the computer and
mictoelectranles Industries in the coming Years. Will the emergence
of a new telecommunications syscem be intenrionally used to creace
compecftive Advantage In relaced fndastrial sectors?

Third. che econwmlc impacts of these Jevelopmencs fn
telacomounicationg. their character asa demestic economic
{ntrascructute, and consquent Incerpational prade io
telccommunications gouads and zervices. all zignify that the domeseic
choices of one nation will critiecally affect the development of all
gfhetr natians- This 18 pactienlarly trwe of che United Scaces and
Japan. We are the lazrgest nat{onal matkets for che equipment and
services and are together forging the technolegical revelurien in
telecommunications. Bubt our policy choices concetning the manapement

of the new telecommunicationa are quéice differamc. MWhat will he che



cansequenees nf those differences ar home and abraad?

in this paper we appraach these issues from an American
prerspective hut with the intent of undevrstanding whete Amer{ican and
Japantse interesrs and purposes ate common and can be jolned together.
Hhere cthere are differences. resalutions most be found thae pecmlt our
common interests to predemioace. We mast mezintale closc. friandly
Telations amidse the upheaval in telecommunications. or both af our
great natlops will surely zuffer. 1f we choose memmon ground we will

haoth prospor.

—— The Technolopy and the Market ——

ut stery of the new media and the new telecommunications begsins with
the passibllities cresated by tne naw techaolopv. Tuws inter—-related
elements are at the center of our ¢oneerns- First. i(emovative
transmission and diskttibuted digital switching techaoleglies have
proliferarod as a result of both of oosr neations’ industrial efforts.
Technicelly and commereially wiable alternative transmiasion
techniques have undermined the tradiclonal bellef rchar transmiasion is
a marural monoocly. HMicrowave, fiher—opries, cellular mobile radio,
coaxial cable. and communications satellites all challenge che
tradirienal copper wite. These zlternative cechnolorgies rerain the
capacicy to e interlinked. and consequently can constitube one
telecommanications system. YWowewer, when comhined with highly
flexible Aand diseributed dipital swigehing svarems. the alternapives

reasresent cowmpetitive praduct packapes offerineg a wide panre of



diverse zervices At ditferent vrices. The end to a technological
justification for monopely in cowmunicaciens is crirical-

Secand cammunications and compubine have merzed as the
technonlasias underlying telecommunicatrions and daca proceesing have
conyereed. [furine the 1370= the communicarions industry moved awav
From the pure provigion of communicatioen pathways for analeog velcee
trAnsmiasion tovard che provision of enhanced communicacions (voice.
daca. wideo and facsimile} wsing computer technoalocy. SimulCancously
the computer industry woved awav freom stand—alone computers Eoward
networks of gecfraphically sepavste computers imtarconnccted through
communicat inns pathwavs for data transomlssion. Consequently the
relatively distince boondary lines between the rwo industries were
blurred by the decade's end. Iodeed. celecommunisations in khe 19B0s
and hevond will be characcerdized by the dipgitalizacion of both
natiomal public-swicched telephone networhks and private communications
netwprkg, and by Che Increasing linkage of data processineg syscess fo
bath the public and private nefworks. MWetwerk Incegration., horh
within fiems and excernazlly In the publie and private networks., is the
overriding orientation of the carrent onpheaval in telecommunicarions.
Todar. the telscommunications Industry must be broadly understoed 1o
encomoass the provision -— for informatfen networkine =-- of Terminal.
transmission, and switching eowipment. and wolce, data, video an
facsinile serviees, The convergencs changes Ehe chartacter of
comoeticion and aliars the rRetvices and products offered.

A new telecommunisarions system will emerre In each Country.
buile en and incorporvatineg the neu technalofies, bot not determined by
tham. A frontier of new possibilites has been defined: a frontier

which identifies the types of new prodocts and services thal can ne



made awailahlec. That frontier is itgalf a prodoct of past echolees
abour roscarch and develsoment o mest, cresfte. of coontrol user needs
for comminicacions in the market. Specific choices within the
frontier of cechnological possihilities are mor the product of
techonological chanpe: they are. rather. the preduct of those whe make
the choices within the frontier of posgibilites. Technelagy does not
drive choice,. choice drives technolo@y., Grasping this point is
cricical for rhere is nothing determinative . woching inevitable abouk
the ways in whirh the new technalopical possibilirdes of
telecommunicetions will bhe implemsnted.

In tpmeelica. the technalegical pogaibiiites were firsr ralesasced
by regolacoary declsions fa permit bBoth competitive aervice praviders
ta the Bell System and alternacive tTanmsmission and networking
products £o hook—upr intg the public telecommunicatfions network, And by
the legal deécision tea diwest ATT of iex local mononoly operacing
companies and fo permit that farmer monopoly supolier of
telecommunicationg gguipment and servicez to encer anvy other marker.
Underlying these regulatory and judliefal decisions in the United
Srates, 1z the stronply-held belief thar the dereguelaced marketoplace
ghoold decide how che new celecommonlgatiens changes will ocour. The
market L5 responding to tha particular peeds of the largest wsers of

informacion in America —— large businesses and govrernment.

—— verwnrks and Growth —

The transpoTtation and communicaticons Infrastrocture of a naclion seks

the rerms of many ecomomic decisions.  The eosc of movine goods co



market ar shipping raw materials o factories shapes cholees ahout
what is produced and where. In che Unived Srates in che nipeteanth
century, as rails veplaced rivers as the dominank continentsl
EranspoTt s¥stems, what were then the Western Srares {sceh as Ohiol
became directly tied to eastersn and Ewropean matkets [or the firsc
time. Oities which had sprang wh hecause thew linked giver trafile oo
intand tarms lgostc advanteege to coomunities that imvested im the
railroads. Control of che technologv, of course, proved criclcal.
The repularion of the nation's ralleoads after our American Civil War
in rhe mid-ninegeenth centory, seg prices to favor the shipment Evom
narthern to souchern states of manufactured goods and from Sovach to
Horeh of raw marterials And apgricultural gooda.  This directlw slowed
the industrial developoment of the Southern 1.5, while spurring that of
the Morth., The repulatery discrimimation served to build rhe
cquivalent of & tariff wall arnund ethe Wotth., Whea, after che Second
World War, che {nteratate highway svarem wWas consfructed. trucks began
to compete more effectively with trains for freight trangporc.
fusinecses thar depended on such trangport. mateover., no lenger neaded
ta be cled to the rallroad negwork. The highways and trocks, which
permitted much greater decentralization, were suffi{clent. The freeway
palted firm= and cheir workers gut to the suborbs. Pateerpns of urhan
1:fe were altered. The rearganizarion of praduction nrovoked and
facilicated by cailtoads and highwavs also gerved as an dpent of
eeenomit develppmaat.

Mew transportatisn ané communication networks act as powerfuol
agonts of growrh for twe simple reasons. Flret. the netvark has oo be
huilt. FRaileoads reguice Steel, tonstruction ervews., looomprives.

sratian howses . apd telepraph (now fiber-optic eransmission) syarems



te run the network. Second, everyone else must Ifpvest Eo capture the
appartunicies for growth and profit omade prssible by the new system.
Each firm experiences the new infrascructyre inm che prices for land,
tranapoctabion, znd communicatiaon that face it ia che marketr- 1o a
vary shore cime. a set of poussible protitable invescment=s are
supgasted. The intersrtate highway system meant Eirms could move put
af the ceépnter pily where access Lo tails had forepd them-  Saddenly
buildine putedde the city meant lpwer rent. Or facilities ocutside che
city wherte land was cheaper. imnozeihle before for cransparcation
reasons, could be ballt for more efficient proaduction.

We atTe alread?_begjnninﬁ to tea Similar Kinds of drastic
changea In whart 1g oroduced hy whem, where, and how. as a resulrc af
Che new tommunicacfion fnfrastructure heing buile. Both of cor nations
are at =uch an early stame In fhis major transformation chat che
ramifications of the new pelecemmunications nmetwocrk are only just
Beminning to be anderstood. We tan only supgest che satly ontlines.
Company location decisions ate belng sltered and the orEepization of
businea= aperations is bYeing reshaped bY the new informacion
technologles. A company's operations can be widely slispersged ta
different locations., with all partes linked rorether for the rapid
transfer of Infornation over integrated. pmrivate corporate or puhlic
commun:Catlions nerworks. for exomple, ingurance companies nr
fipancial enterprises that must wrocess large volumes of daca and
paper car now locate the most labor ietensive parcs of the activicy
away Erom the home office.  Onee the informatieon is computer=scored,
a1l pares of che operation eam have immediate acoess to ie from
terminals tocated almost anywhere.  IBHM's ipeernal Coreotate

Coposobidated Nata Sprwotk pow lioks torether abour LB,DM pearriaals



and A0 0 umers throughour the United StAates wigh meipnfirame data
hases in 16 differene U.5. ciries. The cvstem {¢ Jarmely unattendad.
and 1s remotely manmged from [BM's Netwoik Control Svscem in Now Yorok.
The mavings in rent and laher coescs, and incTeases in productiigw,
make the posc af the now equioment and huildipoe worthehile.
Simitarly, as Japan's own great industrial corperatiaons have best
shown, the control of manuwfacturing gperations, including component
Flows, C8n he automared and necd na langer be centralized.

Equally important, corporate stratefics at home and abtoad
will be molded o gceprture competltive advantage from the new
technalogles. ln several induseries from texciles eo wmetalworkling ta
electronics produscion, manafacturing success in compebition on
matkets throughout the world 15 comipg to desend upon che new
automation of vroduckion made possible by computer-contreolled
infortfation networks that manage che productiop nracessz. Similarly.
dapanese pompanies cthat operate semiconductor desipn centers In che
U.%. will besin to have greater succens campering it the U 5., az tha
neW communication tecehnolopies Begin to make possible ranid comtactk
and deximn information exchanges between U.5%. cusramerg, the
0.%.-based design centers of Japanezp companiss and thelc patent
rapufActuring nperacion in Japar. o the U550, che insurance hhisineas
iz beinT rearganized hecause wesgraphically dispecsed geents linked
through 7w commuticabiers petwoThs make possihle whelly new kinpdas of
setvices. Slouly | relecommunicatinng will charmge from helom an a4id to
vusiness in conducrcing old strateries g an element in farmulat<ing and
imolementing complacely new sCLratexmies.

We canncf revlew the full ranege of developmentz fn strategy

and location. We need only recoenize ohat the characteris+sics and



passihilities of the new networks will Induce and compel a wave of
investment and sdju=tment. BFuch a hrosd upheaval providez new
oppartunities for economic grawth and compels mew policy choicex as

well.

—— The Plare of Telecommunipations Folilcy

in Imformatian Tndustry MNevelopment —-=

The telecommunicacions egouipment and serwice industries Cthac
supply, cteate and operace rthe networks will in themselves be an
impartant focus af prowth. Taken {n the ageregate., the U.E. market
for celegcommunications equipment and servies as descrihed before,
reached approximately FH16 billiinn in 1823, This broke down rouehly
az 510 hillison in celecommunicacions network scrvices and equipment.
214 billien in daca communlicatlons eaulmment and 52 billicm in
buginess commonicacions applicarions. Telecommunications already
represents 3—4% of GNF. Qptimietic projectilans of growch supeesr that
the =ecter gould reach to betwesna three and fowr hundred billion
dollars by 19%). It would bomsr telecom's share of the GHF to well
gwer 0¥. This enormous market Is both an expression and product of
Lhe maior changes occurring in telecommunications.

The telecommunicatians induskry is an economically strategic
induscry for other reasons than fcs 2heer size. There g an inporranc
debate as o whether celecommunications and computers are gtracegle
industries im the sense that =steel or automobiles have been. tn facct,
the employment consegquences will be guite diffetrent., bubk the

informarion fndustries will alrer the producelviev of cthe enmcirpe
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econom?. 4s A source of ionovarive demand. for sxample,
celecommunications is crueclal to che continuing development af the
microelectronics and competer industries.  Just as computer and
copnsumer product demand drove microslectronics development In the
I9atis and 19705, telecommunications demand 1s driving semlicondactaor
development in the 1980s. Similarly, telecommunications uses
constitute an enormeus demand for computer eauipment. The reason in
hoth cases 1ies in the coavergence of computine and communications
technoleries.  Up uancil recently, the telephone system Cransmitced Che
voice im analoE wave form. Changes in sound produced chaoges in
wave—shaper., How, wvoice ig dipicalized. chat 1. converted Into

iecital signalx. the series of Os and ls at the heart of comngter
apeTatfons, And thae digital Informacion {g transmittad. The
sophisticaced new sertvices offeared over the phone pnetwork rest an the
ahilities nf digitAal, computer—controlled swirches to zeparate control
information from che communjicatinn and to process rhe vespective
digitazl informarion ceparately. The switches differ im purpose and
capacity from PBXs to a warliety of local central office and toll
switches. Since information (e transmiceed In dAigital Form. It i=
alsa pessible to encoade video fmarpes or even documents in digfral form
and transmit them over phene lines. That also regquires mare
sophisticated compukers. a variety of new terminal equipment, from
farsimile machines o vides monitors and new wide-hand eranzmission
media liks ontical fiber linkiog the switches and termimals, tao carvy
the enormous amounc of dacta involwed. IE Zsn’'c simple, bur many
companies in America alteady ewffer compoter mail mervices
rommetreially.  Add you in Jdapan ate aleady considering replacins sirst

class wail service with the new, Jananese-pioneered [acsimile



Il
gervices. Tn all of these cases, one compoter 55 transmifring data to
another computer. The telephone system is in the process of becoming
a comnukber nervork.

fonversely, computers are being cied into data netwprks. Onee
cormuiters comngisted of npowerful mAainframe computers with daca storing
and processing capacities. (The masc advanced computers —— usually
meaning the faserest at complex numbgr=crunchine -- ate Fenerally
called supercemputers and have traditiomally been wsed for selentific
purposes. Now oew uses and new mapieks are heing penerated from
dynamle modeling far mechanical enginecring applicatons to the
computer—Zensrated special effects film. It i=s no aceldenr that
Lugasfilms, whiech hrnuﬂ;t wou Che Star Ware mowies. is che firsc
purchaset of the next penstracion of Cray 5unerCGmputers-} The
minicomputer develowred for purposes which required relatively less
Hwematy. And mote dedicated processing capabilites. bur opened entitely
fnew markets by lewering the cests of computing. In all nt these
cases, the computer (wherte the intellipgence resided} was linked Eo the
usar h¥ a 'dumb’ terminal. Then Apple started the persondl computer
buginess. Tee box was more than a dumb terminal. It was a
cplf-rontained gomputer that rested on advanced semicontducesr chios
like Lthe microprocessor and the Random Access Hemory. The desktop
compater, in its move powerEub. wore application—=specifie forms ralied
A worksCACiaon, can now be Alven emgurh processing capacity and memary
to perinrm the functicons of the minl and mainframe comruters.

It Apw becomes a choice of how mweh power and mesdcy o put on
the desk. bhow much to put off the desk. i.g. in a mainframe or mini.
and how to lipk asveral computers together.  The chalep depends an che

puTpose af the system, the tasks of the varinus participants. their
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needs [or enmmen data and common zpplications- The compurers are
linked by telecommunications networkiog produces like local area
networke [LA%) or PEXx, and ate linked inte the puhblic phone metwork
at well. The cotvergence hetween the iodfuseries is real, not
metaphorical. ATT and IBM, MEC and Fujitan are dominante in diiferent
parts of the =zame business. and would 1ike to capture patve of che
athors' marhketc.

The induatrial implicationz are premarkshle. As
telecommunicacions networks ate created chey become a vaset market for
the computers whtich are the switches. The telecommunications comfufsr
gwiteh and interconnect device prodacers heegome major purchaseres of
semicomdnctors. The expansion of telecommunicacions iz, chus,
kecoming the cplitiecal new uyser of gomputers and microeleceronice (ewver
che next two decades at leastl)- Moreover, rhe research by
telecommonicarion companies in compoanents and computers will be as
impartant as the demand for new egquipment. Bell laborarsries was
effectively the major public electronics RAD laboratery in the United
Etares and Iindeed in the world. Repulation peohibited ATT from
selling eguipment ot compooentd on the open market, znd consequently
it zhared and disseminated its Cechnology widely.

The impact of the devealopment of telecommunligations on the
next peneration of compucfers will be shaped in pare by repulation of
ghe netwark and services delivered aver {c. We tutn, therefore, o

the quegtion af regulation.

—- Rgpulatiaon anf [pdusfrial Develpomeane ——
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Pow then will the emeppence of the new sy=tem be managed? In
The United States we are subztitutin® a marker driven evetem for the
rerulated monopoly af ATT. [a the Hnited Btates rraditional
approzches to telecommenications regulation have become irrelevant to
the carrent issnes. and even worge, the attempt to rerulate by the old
logic rigks distertina the evoluclen of the new sysrem. The central
rremice of the ald lagic has been that telecommunications sekvices
conld gnkfv pe provided oo a monopoly basis. The ntent of reealation
until now., censequently, bas been to conttel menopely power. The
surTposes of suach contral have beer re prohibic discrimination in rhe
svailabilicy and the price of services: and to prevent ATT from
earning moncoolv profits. The instruments of classical resulation
have been guite limited. Primcipal among them is rate—settine, but
Tegulatory hodies have zl=o acted ta assure vniversal acceas to
services at affordable prices for all Americans., The process of old
style repulation was reaceive to ATT s behavior. dependent upon fts
data, and hevond the goalz ef univarsal sorvice and monopoly
containment, had no orher policy morive.

flur concarn 185 not with whether o ngt the o0ld syscem was
properiy or wisely repulated, bur wieh the nacore of the new
regulation., Thwe alternative technologies which ondermine the concept
of a matural mononoly should fopes s reagonsideratien of the Tegulatery
issues.

Tne configuration of the new system {5 no longer dictdated by a
technolrgical lopgie built om the fact of moncpely. How the network
shontd he technolagically configured, wWho shnuwbd owm aod control ibs
miny parcts, what services shauld be offered over i, and ar what

prices and co whor, bave 3211 now hecome a maceer of choice.  The



14
question is how rhe decisions should he made. As described in moTe
decail halow, 1in Ehe 7.5, . the coure—ordered break—up of ATT
subscicuces market competition for a regulated monopolisc as the agentg
ceaating and controlling che svstem. That means clhat the messive
infarmation needs af the lartrest users of dnformation —— larpe Tirme
and fovernment — Are driving the changes in our telecommunicacions
Infrastructure. For example, the ingreasing crearion of priwvare
hyrness poetwprks and the move of PAXs toward valrefdatz netuwotrk
intepration are heing doiven by rthe desite of maior busineszes Lo gzin
control of the costs, ifnterration and evolution of rheir ownm
communticarleons uses. The conseguences arse clear. bot relatively
wnconslderad. 4 procressive Increase in compebition for the delivery
nf alternative telecommunications services (Includinr bypass) and faor
the creation of alternacive Ipcal distribution facilities., is
gradeal ly rewamping what has keen a relativelv uniform local
conmunications Infrastructure. The resulting Iafrastruetura Iz far
more divaerse, but fAT more differentiated toward major user necds, and
therefore hietatchically accessable, than the local voice
commun;cations Infrastructure of cthe pre-divestiture era. 0Old style
repulaton 1s not sulted to the new choicesz, but do we want o abandoen
public Influence in cthe chaices about the electronic equivalent of the
nation's raads?

The Amevican marker has heen baid open to foreion
comped ltion withour askinag for reciprocal teeatment for American £ilvms
in lapan- WLl this affect the competitive dewvelopment of Amevican

Firm=?
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Repulating the New American Mommunicarianz Infrastrucsryre:

The divesciture of the RBell %ystem and the derepulacion of American
markets for relecommunications equipment and services has shartered
the old monppely bosis of the old style regulation. From the
mid-1%60s on,. American tepulators attempred ta grapole with user
demands for rhanre to petmit compeficion in the deliverw of
telecammunicarions equipment 2nd services. and with ATT s desire te
entet datas coamrunicatinons markets mivwn che Blurring of distipct{ions
berween communicationa and computing. A serics of regulatory
deelicions acknowledged that rthe ald repolstory goals of tate-secring
and uaiversal access ro service weve simply not sufficient to meet
ezer and ATT demands for development of the possibilities inherept in
che new fnfprmation technolooies. Rather than actempting ta foarmselate
new policy goals to guide implementatieon of changes of the natlonal
commenications 1lnfrastructure, refulators and policymakers simply
abdicated Tesponsibility to the markec: Competicion in the market
would determine the evolution, NeWw strucfure, uwses and control of the
tation's communications netwark.

Ta prepare for the market=-driven phase of developmene . 1t was
of coutse necessary to break uwp the monospoly structure thab had
developed during the regulatovey phase. The diwvestitore of the RBell
SGveeenm Accomplished that. The divesciture has spun of £ the enrire
loeal. Fell System public-switched and private line comminigations
petwork and che 22 Rell local) onerAatineg companies that run {£, wnder
the conttol pf seves recional holdine companies. Usine those
faciizties, rhe Eell operacing companies provide Yocal exchanee
communications servicea, and mermit carriers of long—distance

rommunicatinns to aceess the local exchange arveas for the purposes of
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oripinacine pr terminatine long~discance commenicatlons. The divested
tocal eompanies sare not permitted to carcv eommunications bepween
iocal exchange areas {rhat rask falle to the lene-distance carrciers),
and are anly permikted o offer enhanced Informatien services chrough
g separace aupdsidiary. The loesl companies retained the RAell name and
logo, amd ate pereitted tn markel bot neot to manufactere custamer
premises equipment (like PHXs and handsers?y, and may neither market
fiar manpfactytre che eguipment that goes inte building che
coprunicatiens petwork {like central office switches, or fiber-onptic
transmission equiomenty. BRestriccions on chelr entering rew
businesses (inciuding manufacturing) can be removed by the Courts in
cartalin cazes.

ATT jgmelf rvetained the rest of the Bell Svstem opeTations.
including the lone—discance network and serwices (now called
ATT-Communiictations). Wesrern ElectEtic (the marnufacturing arm}, Rell
Lehs, ATT=Tnteoenatiomal {che farerndational buslness arm}, ang
AMT-Ipformation Systems [(the arm which sells enhanced Informarian
gprvices and apufpment). Most critlgally, ATT iz now permitted eo
manufacrure for and compete 1n any matkets {e chooses to enkter
{whereas before, it was limited to Lraditional felecommuniciations
egonipment and cervices). The new ATT pemaing one of the larpese
industrial corporations in the world —— hipgwer In fact tham IRAY —= and
i ranidly becoming a strone compeCiefve fovee on world markecs Eor
infarmacicon products and services.

FMarkee compecition is changing the commanications
infrastructure nf rthe U.5%., and the putlines of that change ave fast
hacomineg apparent. Intense competition has resulted in A

proiiferation of new lone-distance carciers (ifke MOI) cach of which
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tarrier reveruez. The derand of these users fs ertlculsaced and backed
by thetr owm investament. The rest of the demand ix ditfuse. not
aggrepated sufficiantly to influence the majoyr producers, and i=
goced—on onky by the wvery few companies willing e run the verv high
Tisks of develoging {t. Thus, che network will be shzped by the
a=rifculate, conceptrated domand of a few majar uvsers. A secand
conseauence 1s rhar the externalities, the sancial gains of a eystem
designed o sevve the whole, rather than the faw, have ngt heen
examined. Lndeed, historical experiencs with railroad development
Suppests EMAT uwpder these circumstances. private invesfment tends (o
caonform to existing development pateerns. By concrast. publie
Inyesiment Iin the railroads permitted new possihillities to be
captured. 1t {8 these new pussipilities in telacommunications which
the U.%5. may forego by relying antitely on the market model, in the
context of lost pxternatitias deceribed abewve.

The gecond consequence concerns {ssues of equity. In short,
what was once 4 relacively unifprm, macional, logal and long—distance
commpuniications [afrastructure {5 bkeding rvapldly changed under the force
of market comperition. The praliferating necwprks that regulr from
this competltion ate all geared to serve the neesde of major uservs of
Information. In the process, the long=held resulatoty Foal1 of
universal setvipce for all AmPricans at affocdable prices, Is heinp
Fragmented. AL Least over the short-tetrm, 3z comperlitian grives the
cvalution nf the {nfrascructure. major users will have flicgt and most
complere acces® to the wide tange ~f tew volce, daca, videg and
faczimile scrvipes, while the majority of users will have pnly limiced
access to oA mueh smallar menuw of sertices, or no access At atl. 1o

Ehe 11.5%.. the abandenneat of pnlicw comtrol {over oetworek eugbuciaon?
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to market forces, has therefore meant an abdicjcion of Tesponsihilicy
£t ensure the faiv and juse development of the new commonicationa for
the benefit of the natiaon rs a whole. Japan sShould bear this result
in miad g3 she moves in parc to mimie the market—-driven model of the
T.5%., and in part o control che peopocess through a more reasoned and
resupngihle application of policy.

Third, the reszearch baszse of Amtrican electronices I8 at isgue. Bw
ghifting from a orimarily pegwlated to a2 pricarily markec-driven
gystem, policy has aleered che functiom of Ball Laborarories. From
rhe mid=195%0% wneil the divesciture, %ell Labs plaved a crucial tole
ln maintalning U.5. preeminence in high—cechnalogy. Industries like
setmlcondacrars, commualcations, lasers, competers and sofewatre. were
all milt [n larpe measute of the bBase of research and personnel
roming out of Bell Tahs. Hecause foreien firms had comparable stcess
to The Labs' teerhnical inpovations. RBell Labhs alzo served to
underwrite thelir compebicive poeltions. ith the privatizatiem of
Bell Labs, with the turning of its mission to serve ATT, these
henefite have heon lost te domestle and foreign Flrms alike. Even
soma »f Bell Labes? historical functiome, like planning the evolotion
of the local necwork, have heen spun nff into @ new organization.

Bell Labs" primary mission will now be to serve the mAatket
competitiveness af che new ATT. Since ATIT must pow compegc In Chne
marker, it can no lenser permit Belf Labs o act as an intecnacional
gouree of teehnalogy. Bell lahs has been part of the enfreprensurial
hase of American induscry. Whatever the advantapes af the new system,
and whethetr these uncerTtaln denefits outweieh che clear costs of
losing aur national elecEronics laboratory, the congsequences are

largely unconsicaced,
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fouvch, the Impact of market—jed rvathear chan regdalatorcy-led
ch!'nge on arandards in telecommumicacions, both fop vwgers and
egquipmeént compatitors, has bean likewise uncensidered. We now will
have a marketplace sErugsle gver the srandards, which threatens to
[ragmenc sur System agd dilfuvse the compeCitive evereies oF our
companies., Amariean policv has oot used standards co shape
competicion, as far example Japan has so successfully done in ateas
like machine=Caoal contralleTs.

It i{5 a %it too a2atly to Ceil bhow the standards issues will
he plaved aut i1 America. The proliferation of different
communicacions netwerks and aquipmant rhrearens to lead Tn a situation
of high incompacabilipy. 0OFf course. when Che marher deocfdes these
issues, as ir has in the compuber industrv. de Facpao atandartds do
emet@ge (ERM"s opeTating systems in computers, for example}. In che
process, howewer, many producers and users: of cuipment can he
obliteTared in competiction- Thac is the danger- Hewever, cherse is
alse opportunity, for U.85. f{rms operatinf in a muledi=-vendor
comidnicarions gnviropment are pressyuring for the development of
qtandard interfaces apd profecols to 1link topecher the many diasimilar
networks and equipment.  LE that cat be achieved, rhen U-5, companles
could Eala a Strong Ccompetitive edfe on WoTld markets In dewveloping
the software that underlies che iofer—coomonication of disgimilar
Infoermation RVRLEMS.

Finally, of qourse. che move to market—-led change in the 1.5,
has thrown che U.S5. market wide~open ta foreign competition. This i=s
a cremendous opportanity for forelen Firms, one that Japanese
companices it particular are taking advantage of in highly successful

way 3. Buf, 0 out Tush to abhdicate srratedic pelicy-makine in
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coitmuni catiens. we forgot 4 ask for quid-pro—quas from abroad when we
ppened out markar. ince the development of the new American
telecommunications infrastructure will nave ramifications for
competibtivenesrs in computer Amd computer-telated Industries, domesric
repilation has subseituced for trade policy in this srratesic
inductry. There ig now A move 1p the U.5%. Uongress to regquive
reciotocity in open market teltecommunications opportunicies == foareipn
firms would onlv be permitted o sell In the U.5. ro the same exTenc
that U.%., [irme are permitted to sell in foreipn markecs.  Such A moue
would probakly affece Ruropean Flermz more than Japanesc comnanles,
since you In Japan have fpade great efforcs ip recent vedrs to hegin to
open your telecsgmmunications market €o L.5. flrms. Aned since we have
new briefly skerched owt changes io the UW.5., parhape this iz the best
wlace o examine our Ametican perceotions of the chanzes in Japanese

teletammunications policy and practice.

The New Jananese Regulation 5een From America: We aggline

here our underatanding of the implicetiens for American companies of
the chanpes in che mapagemant of the Japanesp telepermmunications
syetem. We do e hoth 50 Ehar we wmay be corrected. whete appropriate.
in pur underscanding and &0 Chat you may undepstand the perspective
from America. We emphasize that the declsione about the copnfisuration
ant enaracier of che network itself are properly catitely domestic
chaices. We admire Japan's Tecognltion af the aipnificance of
creating such 8 new Infoemafion infrastructnres. Indeed. we applaud

the decislion Co exploit che potential of the new information
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Infraseructure to promote groeth and shape the dvramics of the
Japanese economy. And we especizlly admive vour rexalve Lo Tetsin a
ecrtaregic policy comtrol over the progess of change tathar chan
eomplotely abdicAring chat responsibility €0 Che marketb as we have
done in America. Owerall., a better understaondineg of the possibiities
and @#sals of the changes ocouring in Japan 18 one of aur galng in
participating ia this cicussRion with vyou.

In examining the telecommunications infrastruccural changes
gccuring n Japan, we foous on the new communications laws thar may
take effect In 1985, the NIT Law {azsuoming Ir is adopred when
resubmiceed in Tecember, E984Y and £he Business Communications Law.
Again, far purposes of the discussion, we Aderr the defioleion of New
Media offered by the New Media Commictee chafired by Professor Imai.
The term new medis is userd ro indicacre all the gommunication media
whicn uwtilize Ehe new, intnovative, telectotiunications and
informational rechpalogiex. However. we da nor facwus ont Cthe Wew Media
Camqitree's recommendations. Inseead, we forus oo the acw
communications laws because, in our wiew, these are the First crieieal
gteps in Japan's move to ilmplement new media oolicy. As we proceed,
wa are guided by two owerall i{ssyecs that the new laws raise: Firgr is
ehe creatinn of the now communfcarione infrastroncture in Janan: secoend
i5 the awsstion of whecher che chanmes oecutriny in Japan will coeate

at regolwe Amerfcan trade complaincs.

Let us bepln bv eonsldering the mew HTT taw. We aote for
American readers Angd patticipants that Nippon Telegraph and Telephone

(HTTY has besn Janan's domerbic, public, commop ¢carrier communications
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monopoly uwnder tne administrative Concrol of the Mindistry Of fosts and
Telecommmications [MPTY. In additlen to menaopoliziap common carrvier
communications, includinp Amta transmission. NIT gffers
data-nroeessing time=sharing services, licensces all cammunications and
rungs four verw advanced electronics B4R and svstems encinearinog
laboratories. Since its formation in L%52, HTT — under MP{'sg
direction == Lias engafed in joint X&D and systems enpiconccerines co
devalop network equinmenc For Japan's poblic=switched commupicatians
tnirastructors with a favored '"famlly' aof major Japanesze electronies
conpanies (WSC, Fujibsu, Hirachi and Nki). NTT has helped o develoo
and fimangce pilor and Tass producticon systems for manwfactures of the
praducts jointly rascarched and developed. Oruciallvy, WNTT has
procured hish volumes of eauipment and systems at premium prices from
tes famiiv companies — which setves hoth to make demand hipghly
predictable and scahle, and to subsidize price compztition for those
Japanese firms on exXport markets. Ik has eveo engaged It direct
export=finance. O eourse. all of these developmental activicies have
peen clored to forelgn firms. In essense, WIMT'"s dindustrial policy
tole has enabled favored Japanese
telecommunlcat ions=omiter=semicotduckor companies to davelop gnd
commereialize new technolozies in a protected and subsidized,
tigk—minimalizged way. The resulting equipment has been procuced In
hiph voluiee ar oeenium prices until geality and const have Yeached
world levelg, cnaqling® rapid conpebitive penetfabion of world marhksers
by major Japaness Lives.  As data processing and telecdmmunications
have conveteed. NTT  has emctaed as an important clement in
electronics devalopment.,

The KT law. as we wnderstAand IE At fhe time this {2 written,
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ig 2 subrtancially watered=down Impiementation of reforns recommendeod
by Javan's Gecond Ad=Hoc Onmrission on Administrative Refarm in its
RBasic Seport of Julv. 19R7.  The Commission had Tecommended that WIT
he diverserd in a form touphly paralleling the bresk-un of ATT in the
H.5. == a cenkral company was te control Ele crunk 1inmes network, and
local companies were Lo OneTate tocal services: the moverpment was Lo
hald 100% af an initial seock offering, but ghen #5211 off up to 49% of
ouneTship T0 Japanese holders aver time! néw fOETAALS WeTe Eo be
permiced to compere with HTT im the delivery of enhanced and some
comman carrler services. The new NT1 law scraps plans to givesc NHTT
Inte the eenrral and legal companies, bot implements the srpek-holding
and {in conjunecion with the pew Business Communircations Law)
beralization of compecicfon reforms. Thus, the new KETT ikl be
initially held 100% by the poverament, which will gradually cede up teo
449% ownership {with the approaval of the Diet}. Cricically. no
forelgners or forelign compAanles will he petmitced to buy scock,
although a Jananese companty Hgld lezs than 50X by foreign intareskEe
will be technically elizable as a shareholder. ™Merteover, WNTT will now
be free Apgressively to compece In the delivery of enhanced services
in the Japances marker {(ge@ next oection on comperition in Value-added
Hetwarks] == and may even he permitted co de—average LEF rate
struccure in order to conperte with potencial common careler enlrans
on high denslity woice and datg tranemission rawgas fe.o. Tnkyndﬂsakaj.
1f and when the new WIT law goerr into effect, WTT will be ope of che
latgest gompanies In Japen, with absour 360 nitiden in azsers and
annual rovenues apptoaching the 320 bi{llion mark.

Jaust as NTT's overall developmencal activities have heen

cinsed Lo foreipn firms., its procorement has heen equally olosed until
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tacently.  Hotil che H.5%.-lapan Agreement on NTT procurement was
implemented stateinom in 1981, less hanm one—half of one percent of
HNTT"e anpual procorement had fone teo toreisn fitm=s.  Since the
N.5.-Japan Arreemenc. NTT nrocuresment from L[oreisn firms has risen
Eteanily, from aboyt 515 million in 1980 to aghour 5140 million in
L383. The PR Figure still represencs less thanm 5% of XTE's
éggimated annuial procurement of akout 53 kilizon {we estimidrce
traditional telecommunicarcions agquipmeat &o account for roughly half
af that tutalj.* The Ui.5.-Jdapan Agreement was renewed for three

vears In December, 1981: apd ir was hoped that the renewal would help
more fu)ly e open the Japanese martket Lo V.5, suppliers {(Rolm has
sald a few PBXs, ATT manv small ¢omputers, and Cray a supeToomnpuleyr
Zinee che renewsll. 1t s {o thig contexXr that the new WNI'T law gaine
added significence: As the government's ownarship of ¥IT £s reduced
ower time, it = possible that NTT's procurement will fall gradually
opt from under Che pcoverage of hoth the U.5.-lapan Agrecment and the
CATT Code on Goverament Procurament.

L
With the exception of a few PhHY¥=, one trangpoctable digital switching

system, pocket bell preEers, mueltiplexers and satellite communicarions
components, thete has heen no foreign protutement of telecommonications
equinment —= despice the acknewledged comperitiveness of bip=ticket items
like digital switching equiomegt made by 0.5, and foreisn producers like
ATY, Northern Teleoom, and Fricssen. HMost of %IT's current foreign
procurement s data processing commonents, Deriphetazls. computers andd
systems, and semigonductor mangfacturing and rest equipment.  Thus,
desplte wears of pressure from che 1008, govepnment and the U.5.-Japan
Bareement. the Japanese market For telecommunications aguipment still
geems ta be larfely clesed to LR, 2znd foreipgn Firms.
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A crucial question in this contexe, 15 whether NTT will
conCinue its comprehensive develospmental role for Japan's major
clectronics equipment manufacturers. Theee are important slignals thet
in many arcas cthat develppmental role will be more limited thanm inm ghe
rast, espacially as KETT enters cthe market dia caepeticion wich its
family" companies, in particiler NEG and Fojitsu. For exXample,
althpugh che data 15 sparse, 1t appears rhat the percentage of HTT
procursment Acconnted for by NEC, Fuifcsu, ki and Hitachi., has fallen
from &Y in 1978 to 30-40% in 19R3 {althoueh che walue of this
procurement has remained relatively consrantd. This self-conscious
Aivarsification of WIT's supplier base suggeskbs that opporeunitie=s fer
U.5. and other foreirm flirms to parcicipate in WTT procurement may
well proliferate. In gur wiew, the critical vwariable will bpe whether
MPT @ill push WTT to concinue frg developmental rele, or pepmit if to
contdnue to diversify drs procuremenc. 1E che deyelopmental role
rcontinues, we expect If will center laruely in the actwnrking
equfpment Ar=a {since HNTT itself will mor hecome an eguipment
manufaccurer for the forseezble fuorure}. BegcRuse NTT's foreism
procurement may contlinpe to he limited, a ceoncern widelv expressed in
the Hnficed Stares 18 that as juet another srock-held Japanese
corporation, NTT will be much mors immune to CovernmanC=Lo—pouotnment
negotiari;oms to open les procutement.

Whatewer occurs with WNTT, however, chere should he
snhstantizlly increased apportupnities fop 0.5, and other foreipn
produrers in Japan DecAause JApan's privAte Sector now actgallwy
nroclures MOre relecommunicationz equipmeént than deez WNTT. This fact
boch demonsitates the tramendous speed at which chanpe i2 occcuring In

Japan, and siuvmgls the pgotearial that 15 pmetaing for vast new marcket
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gpportunities. We believe that this is a hapeful siegn of che
possibilicies of eliminsting V.5.-Japarn trade tensions, assuming of
course that L.5. firms ave permitted o 5211 to Japan's privacs
zagcar. Owerall. then, it appears that wosc 0.5, equiosment
manufarturers looking for appoctunities in Japan might well flourishk
by locking toward HTT'e compecitors (domestic and fareimm) in the
seryices arend As they beein to build competing actworks. Tt is to

libkeralizacion of compeiition in servieces rChat we aow tuTn.

The Fusiness Communicatlons Law is aur next concern. Sipce
371, MFT has gradually begun to Telax restrictions on
telecomounications in che domestic Japarese ma%ket~ to take accepunt of
rthe ronverpence of data processing and commuealcations. A revised
telerammunications law im 1971 provided a legal basiz for daca
communtcationeg, permltting users Eo conneck with Ehe public network
and wich leased lines {ip some cases. only with the approwval of MPT}).
Howevar, mascafe switshing {the most cimple kind of value—azdded
netwerhk —— see below) was prohibited. Io 1972, faceimile machines
wiere permitted {nterconnection. Tm late 1282, pn—}ime infermation
proceseing ayetong wvete eompleocely decontrolled.  Under a minisrerial
ordimance MPT also liheralized some portions of rche value—added
netwotk (VANY market, permitting 1:imited ¥AN serwvices [or small and
madinom enterprises., including interanl corporate VAMNs for afEiliaterd
caternrises (e-p. Fujitse F.T.P. provides administracive information
exchance amons Fuiitsu-relared software develooment companies}.  OF
coutse, petmitring internal corporate YAWs orovided the major Japanese
coeparacinne whg might compete in a fullvy deregoiated YAR matkel With

suhstantial In-house ewpericence in setting wre and running VAKaz.,  In
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this simple way MPT policy helped prepare Japanese flrms {or the
coming full deregulation of Va¥=s. The concern outside of Japan is
that this policy increased competition in Japan ameng JapAanese [irms
bur did not allow entry of foreign firms.

The pew Fusiness Communlcations Law takes lihetallizacian a
aten fucther by deresulating the VAW markec in Japan amd even opening
ir to foreien comperition. Tor purnnRes gf the law, we must
discinFuish three type= nf Ya¥s == literally. networks <hete data
transmission fa cnhanced but the concents of the data are oot changed.
The simplest VAN Is message swibchlng, in which data is Cranemitted
and switched on to a fingl descinAaticon, hut neicher commuaniceelion aor
information processing eecurs. The segond ¢wvpe of VAN stares and
forwards data adding communicarlon processing {e.g.
cpeedf/codefprotorel/iormat conver=sion) hur not information precessing
fe.g. processing for crypropraph, stariscical file, credit inguiry).
The third type of VAN adds informaticn processing to the network's
functions. The new law clearly deresulates the firse two YAN types.
It ix an open guestion whecther che rhird type of VAN falls within che
new Law's purview, or whether it will be considered an informarion
PIOCESSITIE S¥SCEm.

The distinction is ilmportant because unlike for information
processing syscems, there 25 a "notification' reouirsment for Vals
und#r TLhe new law: While entry into the VAN business 1s ostensibly
dereculated, anv potential entrant gust "notify’ HPT of ik iatent £o
ofter ¥aM services. Orocially, "nocification" is net self-activatine:
rather, it requires an ackmnwledgemesnt from MET. [o effect, chen, MPT
permission en vperacte mast Arfudlly be abtained. Hence, even though

frraign fitms are permitted for the first time to offer VAM sepwices
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on the Japancse market under the nmepw law. WPT will have the final =zav
avetr which firms and which networks are permitted to aoerate. Thiz i=z
an interventionist rather thanm merely regulatcry power:s MPTMg
decisions peymiktinge ot denvine VAN pperations will sETucture the VANS
marker in JJapan.

MPT fouehe lear and hard agsimst MITD to win the now law's
nocification teguitement. Turing the hatcle . MPT was forcet Ea cdeonp a
proposed 4%% limitation oo Forelpn ogwnership of VANs in Fapan —— in
patt because of stronp epposition from the 0.5. Meverehalesg, MPT's
victory in winning the power to Scpean applicants aver MIEI'g
ohiectians {eonbined with MITI's defeat by the Hinisrry qf educarian
gver MiTI's nraposed software law} refleers a parcizl teshuffitne of
policy gcontrol over the emerging dinfarmaticon economy within the
Japanese hpresucracy. and suepests some of the Timits of MITI's power
in Japan. MITE had wanced YVAKs to ke considered Az informatrion
PIOCESSINg gubject tn its own administrative guidence, and thus called
for complete deregulation of the YaAN marker in Japan- Under rhe
irnfluence of some economists, HITL also seems ko be invoking markec
Fenerated '"state' sconomic efficicéney more than in the pase, and thir
facror alsp accounts for MITI's call far Eull devegulation. By
contrast, MPT wanrted to excend ics own durisdictional authoricy Into
che information processing cealm, [mplicitly at MITL's expense.
RBecause the discinction between VAN: and dacafinformation processing
networks 1g increasinely less Cenahle from a techrnlogical srandpeint,
future poligy control ower the evolur{an of .Jaman"s lonformacion—hased
gconomy liees hidden in the MPT=MIT] fighe nwer the new Law., UWe can
gxpect many similar bureaucratic Saceles over the nexc [ow wears ag

infarmatian networting evalwves I Janan.
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Consequences:

We reiurn te the two major issues Taiged by rthe new laws.
FirsT, Ehe new laws apnear Lo he the critical {irsc steps rowatd
implementing the potentials of the new medila Ln Japan. AR gur
digounsion BuFFests. the new relecommunicatinoms infrastructure
enerring in Javan will combing epmpetition in the market between WIT.
major .Japenese companies both privace and puklic. And Foveien firms
like TEM mnd ATT. with a continved policy Zuidence afimed at ansuring
that the new infrastructure Serves important public goAals. This
coobination of market cnm?eti[inn and palicy guidence Is cercainly
Quite different {rom the completelv macker—lgd approach adopted in che
N.8. We zpplaud these cfforts to develov a2 uniquely Japanase approach
to puiding the Jevelnpment of the mew media, and we Suspece thab wour
efforts will be highly successful in creatine a very efflcient new
communications Infrastructure for the Japanese economy- Indesd. we
feel that V.%. palicy-makers have much to learn from Japan's way of
hzndling these dzeuec -- and learningz from you i one of our primary
Teasons for parcicipating in these jolnt discuasioms-

Second, howewer, an AmericaAan coOnceTn is that the Japanese
market will coneinue to be clpsed in strategle wavs., amd Japanese
policy wiltl concinus largely cn fAver Japaness producers and hele to
mranpare them for competition om world matkets. The coming market
bartles in pomnuaication: and fnformation proceswing Iin Japan betwean
Japanege and foreien Elrws will sipnal ewxaccly how formidable emerginsg
Japanese suppliers of end-ta-epnd wnice and daca communicat fans systems

are likaly [0 be oo world martkers.  O.4%. flems should find  incressed
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oprertunities Eo sell couinment and services in fapan as a result of
the pattial liberptizatien of che domestic market effected by the new
laws, flowever, Efie Japaness mavket business of U.5. firms will
cpnbinue to he aphieet o Terplarory control by the Japanésge
povernment [in sarticular, the Winistry ol Poasts and
Telecammunications (MPFT1Y. And paradoxically, liberalzation of
eompetition in Japan could well strengthen MPT's ahility to use paltley
toward WTT tn assist development of Japancse Iindustry, Sinmce the
exintence @f competitors willl prowide a justificacioen for MPT accion.
Indesed, bBecause rhat continved remulatory control will be less [ormal
chan in the pase, U.5. firms werey that they will find their
npperiunities systemacically limired In wavs lesgz smenable to
resglueien through goverament—to—povernament negotiations.  The
controversies botweon the Ynlted States and Japan ecowuld be wvasely
redoced by atleviscing fear that the demestic Japancse marker will be
wade to serve ag gn invaluable base for Japanese fitms to fashion and
hone competitive strengths in che delivery of ephanced communlcacions
services like walue—added networks {VAMNs). We hope to betrer
underscand the Zptenr, puTpese, amd antlicipated conseguences of the
ned rezglation.

Resalving the awkward issues and elimfinarine troublesomc
concerns wWill permit us to develop tofether the new technologies and
madia. We nesd ro draw jnintiv on our technologicAl efforcve and our
experiener managing ard Tepulacing the evalueion of this system- We
hope that the Unired States can learn, in particular Evom Japan, the
foporcance of the wmedia nefworks as econonic {nfrastructore and Ehe
gigniricance of gshaping them to our social amd economic nepds. On

this trim and the others which will certainly follow. we hope to leathk
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from wour etforts.

—- The Implications of Mansging the System Differently ——

Amarican policy has decided o allow the market to create the
new infrastructuke. [E will mot, AR a maccer of nationsl pelicy.
Attempt o shape che next genetxbtion media. Mer will [t aerempEt to
create marker Advantage for ametrircan fitms or exaploit the clase link
ta the other information indwsiries, The igfrasfructuve chat emérges
in Amevica will Teflect the needs of our major bdasinesscs and
FEaveTrnment zs delivered_in the form of network products Aand ReTvices
by the new ATT. the divesced Bell lecal operating coempanies. and che
myriad af competitors that are emerging 2t the nacienal and local
lavels. The infrastrocture will andouwhtedly be Righly diverse,
composed of both wholly privace and public informaclon nerdorks that
are Interlinked, bur it will be shaped with Eittle regard for social
cnst and benefit externalities bBY cncenctrated demand, and will be
accessable for the most part only to major ueers rarher than tao all
Americans. The hand of policy will be limeited, And as a conseduence,
impoartant strategic issues will not he faced unfront. These include
the loss of Bell lahs as a4 narlonmal R&D facility in eleccrnnics and
telated techrolagies. And rthe lozec oF opportunities ko ser standards
in ways that ecould creage advantase on world mathets for deomestic and
farcirn Ifrms operating in the D.5. Other gerinug stratepic issues,
Iike the gpening af our Marker t0 foteisn competition withourt
tecintocicy, will be denle with oo an ad=hece basig by Congress ——
sgmething that wil) altertnately create and resolve fnrternational

tenzions. Uweratl, marhet~led development of the informitisn
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industrics and infrastrocvre In the 0.5, will creste tremendously
dynamic competltive market oppoctunicies, but the appacent cost 1t the
tess of scratergic and reasoned policy puidance over che chanpes taking
place.

Japanese policy, by contrast seems fto ke consclously shaping
the character and configuration of the network. We have preat
admiracion Eor this objeckive- Japan's way throogh the maze of
changes also strateficallv retaios che potencial to use the
procurement for that network as an instrement of development for
Japamese induscry. That policy. and purs ag =ell, will have
internatignal econseguences. [i that poliecy apoears to discriminate
againet Amevlean Eirms, it =sakes domegtie poliey an Internatficonal
issue. We weuld emphasize chat an assymetry In telecommunicarions
trade, a substantially voen American mathet and a substaneially closced
or difficule to Access Japanese market, will nof be pelitically
stable. Jupanese policy far new media 1s rikely to determine whether
the Amevican market remains onfen- It will shape inrernatianal views
ef the terms on which Japanese domestic develonment iz helifr orongted.

He enter a new technolopical world tomether. Japanesc and
Amarican techuslogy and policy arte likely to define the future
ditections of pew media and the telecommunisations/informakion
industries on which the new media regce.  Issues of digapreement and
conflier will ematze, but Ehet oust be syhovdinated to aur eormon
interest=s in genetating domesiic prowth and exploicine the
possiynilities of the new techrologies. Thar will require a
willin@oess to confront the ditficulc poohlems rogether. The
challenre is to leatn 7rem epch other's of forcts to manase this

trangition. We atc HRJE weleeme this onportunity am! look forward to



the possibility of

working with vou te reach our jeint Future.
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