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Introduction

In the two decades following the breakup of the Bell System in
1984,* the telecommunications services industry has witnessed a pro-
found transformation—an explosion of new services in wireless, data,
video, and Internet communications; dramatic employment declines in
some segments and rapid growth in others where digital skills are in high
demand; and de-unionization, growing wage inequality, and the unravel-
ing of the traditional social contract that exchanged employment security
for loyalty. Between 1984 and 1992, old Bell System companies elimi-
nated between 30 and 60 percent of their core workforce, while hundreds
of small upstarts promised to provide better and cheaper services in de-
regulated markets.

Yet oddly, despite deregulation, the legacy of the Bell System contin-
ues to dominate the industry, with the former Bell affiliates employing
the majority of the core industry’s workforce and comprising the major-
ity of the industry’s market capitalization. Moreover, from the mid-1990s
on, corporate mergers and acquisitions have led to the reconsolidation
of the industry into a handful of dominant integrated carriers providing
long distance, local, wireless, data, and Internet services. The top five
integrated carriers in the country are all former Bell System affiliates.
And despite a drop in unionization from 56 percent of the total work-
force in 1983 to 28 percent in 1998, the industry remains one of the
most unionized iw the country. The Bell System legacy of union-man-
agement cooperation, torn apart in the early years of deregulation and
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restructuring, reasserted itself in the mid-1990s among some of the ma-
jor corporate players and unions in the industry—the Communications
Workers of America (CWA),> with about 300,000 industry members, and
the International Brotherhood of Electrical Workers (IBEW),* with
about 40,000 industry members. ’

In this paper, we examine the reconsolidation of the industry, be-
tween 1995 and 2001, focusing on the merger, acquisition, and business
strategies of the major corporate players; union responses to those
strategies; and the resulting evolution of union-management relations
and collective bargaining outcomes.”> We argue that the nature of the
industry and technology, coupled with its institutional legacy, provides
incentives for consolidation and recentralization of the ownership struc-
ture. In this process over the last decade, former Bell affiliates have
sought union support before regulatory commissions, and the unions
have leveraged their political power to make important gains in collec-
tive bargaining and in organizing new members. As a result, the out-
comes for union members and prospects for union institutional viability
are more positive than they otherwise would have been.

The paper is organized as follows. First, we review the extent of re-
consolidation of the industry through mergers and acquisitions, analyz-
ing why some companies won and some lost in the context of unex-
pected growth and opportunity based on the explosion of wireless and
Internet communications. Then, we examine the reemergence of labor—
management partnerships, based primarily on corporate need for union
support for merger activity before regulatory commissions. We discuss
the successes and failures of those efforts by comparing the rise of SBC
Communications (the former Southwestern Bell, Pacific Bell, Ameri-
tech, and Southern New England Telephone companies) and Verizon
(combining the former NYNEX, Bell Atlantic, and GTE), as trendset-
ters in union—management relations, and the decline of AT&T, tradi-
tionally the pattern setter for the former Bell affiliates. In the last sec-
tion, we review the outcomes of collective bargaining in the current
period. Throughout the paper, we draw on our qualitative field research
over several years, collective bargaining agreements, industry data, and
our own 1998 nationally representative survey of establishments in the

industry.

Industry Restructuring and Reconsolidation

The telecommunications services industry provides bidirectional or
multidirectional communications over a network, making it distinct
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from the unidirectional broadcast industries, such as television and radio
broadcasts. Telecommunications services (SIC 481 and 484)° is com-
posed of five submarkets: (1) interexchange toll markets (long distance),
(2) wireline local exchange access, (3) wireless local exchange access, (4)
cable television distribution, and (5) customer premise equipment (CPE).
Cable TV is included in the industry because, unlike broadcast televi-
sion, it is transmitted over wire networks, which may be used for two-
way communications.

Three Phases of Technology-Driven Restructuring

This industry’s revolution has been driven by advances in technology
but constrained within a highly regulated structure. Regulatory changes
have lagged behind technological breakthroughs, but the structure has
evolved to promote some competition rather than to set prices and con-
trol entry. Historically, the regulated monopoly AT&T (with its twenty-
two local affiliates) dominated the long distance, local, and CPE mar-
kets. Cable television and wireless markets were undeveloped. Industry
restructuring began in the 1970s and proceeded through three stages.
The first stage in the 1970s initiated competition in equipment markets;
the second, in the 1980s and early 1990s, brought competition to long
distance markets; and the third phase, from the early 1990s on, has
involved the deregulation of local access markets and the rise of wireless
and Internet services. Below, we briefly review the first and second
phases before focusing on the third phase in more detail.

The first stage involved innovations in local data networks, accompa-
nied by a Federal Communications Commission (FCC) policy to allow
competition in the markets for business telecommunications equipment
and leased line services. Some customers began to purchase their own
PBX equipment from competitors of AT&T’s Western Electric rather
than lease it from a Bell company. Over time, other innovations in com-
puter networking would fundamentally change the nature of all telecom-
munications networks. The most important innovation was the develop-
ment of local area networks (LANs), which were the first data networks
to rely on routers rather than circuit switches. Because they were located
on a single business’s premise, they did not fall under common carrier
regulations, but they could interconnect over leased telephone lines with
mainframes or other LANs. The opening of the network and data equip-
ment markets to competition seriously challenged the role of AT&T’s
Western Electric, as the sole source for telecommunications equipment,
and Bell Labs, as the source of all technical innovation in the industry.
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Today, data networks based on the LAN design concept are the standard
for communications networks and carry approximately 75 percent of all
telecommunications traffic. The CPE market has become very heteroge-
neous. It includes networked computers in LANSs, voice-data integrated
networks, automated and menu-driven call distributed networks on the
corporate side, and simple inside wiring of other generic customer
equipment in the residential market.

The second stage of industrial restructuring began with the deregu-
lation of long distance markets, which proceeded on an erroneous set of
technological forecasts. The Justice Department insisted on breaking up
AT&T in 1984 in order to launch an era of competition—one premised
on the use of inexpensive and decentralizing technologies based on satel-
lite and microwave transmission networks (Rosenberg 1994). Microwave
network technology, however, was largely obsolete by the time AT&T
divestiture occurred; and satellite communications were soon relegated
to a secondary technology used for paging or communicating with re-
mote areas of the world. In the meantime, a digital revolution was under
way. Advances in customer premise business equipment induced a digi-
tal revolution in network switching and architecture, and the deploy-
ment of fiber optic trunks dramatically increased digital transmission
capacity.

To complete the long distance revolution, regulators needed to con-
front the cross-subsidy problem in the AT&T natural monopoly rate
structure. The old system was designed to provide universal service
through cross subsidies: long distance prices were set above their cost in
order to subsidize local rates, which were set below their cost. With the
AT&T breakup, the regulators created a new system called access pric-
ing. Access pricing requires long distance companies to compensate
local access providers for the use of their facilities in the completion of
long distance calls. Access pricing enables more open access to the long
distance market without either bankrupting the local companies or
resulting in unacceptably high local service rate increases. The innova-
tion allowed competitors such as MCI and Sprint to enter the long dis-
tance market in the 1980s, using AT&T’s network while they were build-
ing their own network trunks.

Once opened to competitive entry, the long distance market immedi-
ately segmented into its wholesale and retail sectors. AT&T, MCI, and
Sprint served both the wholesale and retail markets, while some 500
resellers entered the retail market. Many resellers owned no network
facilities but instead repackaged and resold the wholesaler’s long distance
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service. In addition, wholesalers such as WorldCom, Level3, and Qwest
also began selling network capacity to the retailers, large corporate ser-
vice providers, and even the major network providers. During the late
1990s, wholesalers rapidly expanded network capacity, as a variety of
energy firms plowed in fiber cable along their networks. As a result,
wholesale prices dropped, and many companies experienced financial
distress or bankruptcy. By 2000, there was a considerable overbuild of
fiber optic network capacity. This allowed wireless firms to offer long dis-
tance as part of fixed-price minutes packages, as wholesale long distance
prices plummeted. Verizon, SBC, and BellSouth purchased long distance
network assets from bankrupt and distressed firms at substantially dis-
counted prices, which greatly facilitated their entry into long distance
markets.

The third stage of restructuring, the focus of this paper, has involved
dramatic growth and transformation of local access markets, accompa-
nied by changes in state and federal legislation. It began with the explo-
sive growth in wireless service, which rose from 4.4 million access lines
in 1990 to over 110 million access lines by 2001, a 42 percent average
annual rate of growth (Freedman 1999). In addition, in the once satu-
rated market for wireline access (basic telephony), the Internet stimu-
lated demand for second lines, leading to an unanticipated annual
growth rate of 6 percent (from 134 million lines in 1990 to 192 lines in
2000) (FCC 2001). Digitalization of cable TV distribution also acceler-
ated local access competition by making possible bidirectional commu-
nications through cable TV lines.

On the regulatory side, state Public Service Commissions (PSCs),
with responsibility for regulating local telephone service, redesigned rate
structures to provide incentives to reduce costs and make innovations.
Finally, the federal Telecommunications Act of 1996 was designed to
encourage competition in the local loop: the incumbent local exchange
carriers are allowed to enter long distance service in exchange for open-
ing their local access monopolies to competitors such as AT&T, MCI,
and Sprint. (Under the original divestiture order, all former Bell affiliates
were allowed to enter the then-infant cellular industry, but AT&T could
not enter local access markets and the regional Bells could not enter long
distance markets). The 1996 Act mandated the unbundling of local ac-
cess networks into elements (such as facilities, switches, routers, transmis-
sion equipment, signaling systems, lines, poles, information sufficient for
billing, and local loop to the customer premises). The purpose of unbund-
ling was to promote network facilities—based competition: each competitor
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would build or own some network elements rather than entirely relying
on leasing or reselling of the existing network (primarily owned by the
former Bell monopolies).

Nevertheless, the 1996 Telecommunications Act was accompanied by
a wave of mergers and acquisitions that reorganized the industry into a
handful of megacarriers that provide a full range of voice and data ser-
vices, wireless and wireline access, and integrated high-capacity back-
bone networks. For example, Verizon (the dominant carrier in twelve
northeastern and mid-Atlantic states and Washington, DC) is a compos-
ite of several former regional Bells: New York Telephone merged with
New England Telephone to form NYNEX, which was acquired by the
former Bell Atlantic; the merged entity joined with GTE (itself com-
posed of numerous independent telephone companies from across the
United States) to form Verizon in 2000. In addition, after an unsuccess-
ful bid to acquire AirTouch (the former wireless properties of Pacific
Telesis and US West), Verizon Communications entered into partnership
with Vodaphone, the successful bidder for AirTouch, to form Verizon
Wireless. SBC (formerly Southwestern Bell) is now the dominant carrier
in thirteen states. It acquired Pacific Telesis (serving California and
Nevada), Southern New England Telephone (SNET, serving Connecti-
cut), and Ameritech (serving five north-central states). It would become
the dominant partner with BellSouth (the local provider in nine south-
eastern states) to form Cingular Wireless. US West (covering fourteen
Rocky Mountain and northwestern states) was acquired by the long dis-
tance upstart Qwest, which is headed by a former AT&T executive.

Moreover, mergers, acquisitions, divestitures, carve-outs, and joint
ventures accelerated in the wake of the Telecommunications Act not
only among the former Bell companies but among new entrants as well.
For example, WorldCom merged with MCI despite a heated debate
before the FCC that the merger posed a substantial threat to competi-
tion in global Internet markets (Keefe 1998). Qwest bought out US
West in 2000, and in 2001 Alltel was attempting to acquire Century.

Thus, despite almost three decades of deregulation—a public policy
committed to the promotion of competition and the repudiation of the
theory of natural monopoly—the former Bell affiliates continue to dom-
inate the industry. They comprise more than 80 percent of the industry’s
market capitalization (Table 1). The former Bells still dominate local ac-
cess by providing 88 percent of the retail local wireline service (Table 2).
Under the 1996 Telecommunications Act, they also have become whole-
salers of local service to new entrants in the industry, such as competitive
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Market Capitalization and Average Stock Price of Telecommunications Carriers

Market

capitalization,

Percentage Percentage

7/01  Average stock price change change
(billions) 1997 1999 2001 1997 to peak 1997 to 7/01

Integrated carriers
Verizon 149.0 38 60 55 110 75
SBC 137.0 30 60 42 140 60
ATST 84.0 25 64 20 160 -10
BellSouth 77.0 20 50 44 130 90
Quest ($40 billion US West) 51.0 10 48 30 800 375
WorldCom 43.0 20 55 15 250 -10
Alltel 19.0 30 70 60 200 100
Sprint 18.0 22 45 23 190 -15
Broadwing (Cincinnati Bell) 50 25 38 24 60 -5
Independent wireless
Nextel 12.0 15 20 18 700 80
Independent interexchange

carrier
Global Crossing 80 NA 50 9 400 -15
Level 3 Communications 2.0 30 90 5 250 -90
Independent LECs
Century 4.0 18 40 30 80 15
Citizens 3.0 10 8 12 80 15
CLECs and DLECs
McLeodUSA 2.0 3 10 3 800 0
Allegiance 20 NA 10 15 1,100 60
Time Warner Local

Communications 1.0 NA 30 33 230 10
Metromedia 1.0 1 50 2 3,000 0
RCN 0.5 15 25 5 450 -75
X0 0.5 5 10 2 1,000 -50
Covad 02 NA 25 0 225 -99
Adelphia 02 NA 20 5 250 -80
Equipment manufacturers
Cisco 141.0 10 30 20 1,000 200
Qualcomm (royalties for standard) 48.0 1 5 64 3,000 1,000
Motorola 37.0 22 22 17 120 -30
Nortel 29.0 12 20 9 630 -10
Lucent 23.0 12 55 7 340 -70
JDS 17.0 1 20 20 4,000 100
Ciena 12.0 20 10 40 550 70
Juniper 100 NA 100 31 1,300 100
Total market capitalization 619.4
Total market capitalization

for former AT&T-Bell

System companies 503.0 (81%)

Note: Italics indicate former AT&T-Bell System companies.
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TABLE 2
Telecommunications Industrial Structure and Union Representation Status

Millions of Percentage of
Telecommunications wireline access wire loops market share Union status
Verizon (former Bell Atlantic, NYNEX, and GTE) 62.3 34 CWA-IBEW
SBC (former Southwest Bell, PacTel, Ameritech, SNET) 58.9 32 CWA-IBEW
BellSouth Telecommunications, Inc. 24.8 13 CWA
Qwest (formerly US West) 16.9 9 CWA
Sprint Corporation 79 4 CWA-IBEW
Top 4 (former Bell companies) 162.9 88
Top 5 wireline access providers 170.8 92

Millions of Percentage of Organizing
Telecommunications wireless access subscribers market share status—CWA
Verizon Wireless (formerly GTE, BA Mobility, Airtouch) 23.8 31 Card check
Cingular (formerly CellularOne, BellSouth Mobility) 16.5 22 Card check
AT&T Wireless 9.5 12 Expedited election
Sprint PCS 5.7 7 Antiunion
Top 4 wireless companies 55.5 73

Revenue Percentage of

Long distance carriers (billions $) market share Union status
AT&T Consumer and Business Services 40.2 41 CWA
WorldCom-MCI 23.4 24 Antiunion
Sprint 9.7 10 Antiunion
Verizon 3.1 3 CWA

Top 3 long distance carriers 73.3 74
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TABLE 2—(Continued)
Telecommunications Industrial Structure and Union Representation Status

Revenue Percentage of
Cable television broadband networks (billions $) market share Union status
AT&T Broadband (formerly TCI and MediaOne) 16 23 Expedited election
AOL Time Warner 12.7 19 Antiunion
Comcast 7.7 11 Antiunion
Charter 6.4 9 Antiunion
Cox 6.2 9 Antiunion
Adelphia 5.7 8 Antiunion
Top 6 49 80
Sources:
Wireline: FCC, Trends in Telephone Service, December 21, 2000. Table 8.3 (as of December 31, 1999): Telephone Loops by Holding
Company

Wireless: http://www.wow-com.com/industry/stats/bearstearn/ David Freedman, Bear, Stearns & Co. Telecommunication Untethered,
Q41999

Long distance: FCC: Statistics of the Long Distance Telecommunications Industry, January 2001. Table 1: Total Toll Service Revenues
by Carrier

Cable TV: Respective corporate division websites.
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local exchange carriers (CLECs) and digital local exchange carriers
(DLECs). The CLECs and DLECs often supply some network ele-
ments but largely rely on the incumbent carrier to provide most of its
access facilities and resources. Also, led by Verizon Wireless, SBC—
BellSouth’s Cingular, and AT&T Wireless, the former Bell affiliates pro-
vide more than two thirds of wireless access in a market with six national
service providers. The others are Sprint PCS, Deutsche Telecom’s Voice-
stream, and Nextel. Finally, the former Bell System companies still pro-
vide the majority of long distance service, as AT&T remains the leader
in the long distance market, and Verizon has quickly become the fourth
largest long distance carrier as it gains long distance rights under
Section 271 of the Telecommunications Act. The only industry segment
where the former Bell affiliates do not dominate is cable television, but
AT&T Broadband alone holds almost one quarter of the market share in
that segment.

After five years of consolidation following the 1996 Telecommunica-
tions Act, the former regional Bell companies are the winners under the
new regulatory regime. They are building national and international
marketing capabilities and network facilities. In 2001, Verizon was the
largest integrated carrier, followed by SBC, AT&T, BellSouth, and
Qwest/US West. The regional Bell companies were well positioned to
take advantage of the 1996 Act. Unlike the long distance carriers, they
had a primary relationship with customers by providing local service, as
well as access to long distance providers. While agreeing to open their
local markets to competition, they are leveraging their embedded base
to rapidly expand service offerings in long distance and provide bundled
packages and billing plans.

Despite the fact that AT&T continues to be a major player, it has
had a more difficult adjustment to the new environment, as have the
other incumbent long distance carriers, such as WorldCom-MCI and
Sprint. After enjoying an initial boom, which they used to make a variety
of acquisitions, they have faced increasing competition in their core
markets. AT&T’s constant metamorphoses are indicative of its failed
corporate strategy. In 1996, it divested itself of Lucent Technologies, its
then highly profitable manufacturing subsidiary, and NCR, its second
unsuccessful venture into the computer industry. In 1998, it acquired
TCI and MediaOne to form the largest cable television company, AT&T
Broadband, only to subsequently dispose of those assets at substantial
discount to Comcast in 2002. AT&T also spun off AT&T Wireless in
2001, a business it acquired from Craig McCaw in 1992.
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Why Reconsolidation?

The first round of local competition has largely failed as the CLECs
and DLECs participated in the financial boom that by 2001 had turned
into a big telecom bust. These small upstarts played an important role in
the industry by accelerating the deployment of the digital subscriber
loop (DSL) technology. They also disrupted established practices in
market segments, forcing the Bells to deploy new technologies before
they were fully ready or tested. Some of these technologies are unreli-
able and difficult to integrate into the existing network.

Initially, the success of the DLECs in determining new methods,
technologies, and approaches to competition was measured by their
market valuations at acquisition or merger. Nonetheless, the difficulties
associated with successfully rolling out DSL technology were soon mea-
sured by bankruptcy and liquidation sales. For example, Metromedia’s
stock price exploded from one dollar per share to fifty dollars per share,
only to crash at two dollars per share in 2001. Other firms, including
RCN, XO, Covad, and Adelphia, lost between 50 and 100 percent of
share price (see Table 1).

The bankruptcies of these firms cascaded into the network equip-
ment market. Major equipment makers such as Cisco, Lucent, Alcatel,
and Nortel had not only sold equipment to these upstarts but they had
advanced substantial amounts of credit to finance their equipment sales.
At the time of sale, the DLECs and CLECs boasted substantial market
capitalization after their initial public offerings exceeded all expectations.
Their rapid descent into bankruptcy or financial distress has impaired
the FCC'’s policy of facilities-based competition and has created long-
term problems for telecommunications equipment manufacturers, who
must retrench even though the technology continues to advance. As a
result, the initial phase of competition has actually strengthened the
monopolistic tendencies within the core of the industry.

Relatively untouched by the turmoil in the industry were the regional
Bell operating companies, particularly Verizon, SBC, and BellSouth. One
explanation for this level of industry concentration is an institutional one:
the legacy of the Bell System continues to dominate the industry. This
would suggest that there is a time lag due to institutional inertia and that
over time the power of institutional forces would erode, for example, as
new entrants come into the market and de-unionization continues.
However, this does not fully explain the abundance of mergers and con-
solidations among new entrants such as MCI and WorldCom.






