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place. Completion of the trilogy, coupled with the reduction in burdensome and inefficient regulation
we have undertaken pursuant to other provisions of the 1996 Act, will unleash marketplace forces that
will fuel economic growth. Until then, incumbents and new entrants must undergo a transition process

toward fully competitive markets. We will, however, act quickly to complete the three essential

rulemakings. We intend to issue a notice of proposed rulemaking in 1996 and to complete the access
charge reform proceeding concurrently with the statutory deadline established for the section 254
rulemaking. This timetable will ensure that actions taken by the Joint Board in November and this
Commission by not later than May 1997 in the universal service reform proceeding will be coordinated
with the access reform docket.

c. Economic Barriers

10. As we pointed out in our Notice of Proposed Rulemaking in this dockee, the removal of
statutory and regulatory barriers to entry into the local exchange and exchange access markets, while a

necessary precondition to competition, is not sufficient to ensure that competition will supplant
monopolies. An incumbent LEC's existing inftastructure enables it to serve new customers at a much

lower incremental cost than a facilities-based entrant that must install its own switches, trunking and
loops to serve its customers.4 Furthermore, absent interconnection between the incumbent LEC and

the entrant, the customer of the entrant would be unable to complete calls to subscribers served by the
incumbent LEC's network. Because an incumbent LEC currently serves virtually all subscribers in its
localservingarea,5 an incumbentLEC has littleeconomicincentiveto assistnew entrantsintheirefforts
to secure a greater share of that market. An incumbent LEC also has the ability to act on its incentive
to discourage entry and robust competition by not interconnecting its network with the new entrant's

network or by insisting on supracompetitive prices or other unreasonable conditions for terminating calls
ftom the entrant's customers to the incumbent LEC's subscribers.

II. Congress addressed these problems in the 1996 Act by mandating that the most significant
economic impediments to efficient entry into the monopolized local market must be removed. The

incumbent LECs have economies of density, connectivity, and scale; traditionally, these have been

viewed as creating a natural monopoly. As we pointed out in our NPRM, the local competition
provisions of the Act require that these economies be shared with entrants. We believe they should be
shared in a way that permits the incumbent LECs to maintain operating efficiency to further fair
competition, and to enable the entrants to share the economic benefits of that efficiency in the form of

3 Implementation of the Local Competition Provisions of the Telecommunications Act of I 996C Docket No. 96-
98, Notice of Proposed Rulemaking, FCC 96-182 (reI. Apr. 19, 1996), 61 Fed. Reg. 18311 (Apr. 25, 1996) (NPRM).

4 See NPRM at para. 6.

5 See NPRM at n.13.
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cost-based prices.6 Congress also recognized that the transition to competition presents special
considerations in markets served by smaller telephone companies, especially in rural areas.7 Weare
mindful of these considerations, and know that they will be taken into account by state commissions as
well.

12. The Act contemplates three paths of entry into the local market -- the construction of new
networks, the use of unbundled elements of the incumbent's network, and resale. The 1996 Act

requires us to implement rules that eliminate statutory and regulatory barriers and remove economic
impediments to each. We anticipate that some new entrants will follow multiple paths of entry as

market conditions and access to capital permit. Some may enter by relying at first entirely on resale of
the incumbent's services and then gradually deploying their own facilities. This strategy was employed
successfully by MCI and Sprint in the interexchange market during the 1970's and 1980's. Others may

use a combination of entry strategies simultaneously -- whether in the same geographic market or in
different ones. Some competitors may use unbundled network elements in combination with their own
facilities to serve densely populated sections of an incumbent LEC's service territory, while using resold
services to reach customers in less densely populated areas. Still other new entrants may pursue a

single entry strategy that does not vary by geographic region or over time. Section 251 neither

explicitly nor implicitly expresses a preference for one particular entry strategy. Moreover, given the
likelihood that entrants will combine or alter entry strategies over time, an attempt to indicate such a

preference in our section 251 rules may have unintended and undesirable results. Rather, our obligation
in this proceeding is to establish rules that will ensure that all pro-competitive entry strategies may be
explored. As to success or failure, we look to the market, not to regulation, for the answer.

13. We note that an entrant, such as a cable company, that constructs its own network will not

necessarily need the services or facilities of an incumbent LEC to enable its own subscribers to
communicate with each other. A finn adopting this entry strategy, however, still will need an agreement
with the incumbent LEC to enable the entrant's customers to place calls to and receive calls ITomthe

incumbent LEC's subscribers.8 Sections 25 1(b)(5) and (c)(2) require incumbent LECs to enter into
such agreements on just, reasonable, and nondiscriminatory terms and to transport and terminate traffic
originating on another carrier's network under reciprocal compensation arrangements. In this item, we

adopt rules for states to apply in implementing these mandates of section 251 in their arbitration of
interconnection disputes, as well as their review of such arbitrated arrangements, or a BOC's statement
of generally available terms. We believe that our rules will assist the states in carrying out their

6 See NPRM at paras. 10-12.

747 D.S.C. § 251(f).

8See infra, Section IV.A.
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