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Economic Rent in Spectrum 

The current mismanagement of spectrum allocation provides one of the most promising opportunities for commons reform in the future.  Senator Larry Pressler, Former Chair of the Senate Commerce Committee once stated, “The history of U.S. spectrum policy is replete with horror stories of government stifling technological development and new wireless services to the public.”
 The contemporary experience with public-interest spectrum regulation emphasizes that these decisions characteristically squander rich possibilities for efficient airwave utilization. Proper management of the broadcast spectrum has tremendous potential to serve as a source of public revenue if spectrum is treated as common property.  The “public airwaves” are managed by the government on behalf of the public by allocating spectrum for different uses.  After the government decides what types of services are allowed in a given band of frequencies, it may license use of that band to specific entities such as broadcast companies, mobile telephone companies, police departments, and hospitals.  While centralized allocation of this nature seems efficient, it ignores the public interest and serves only the privately owned license holders who profit handsomely off of their exclusive spectrum rights.  

 The current mechanism used to coordinate spectrum use is equipment regulation, which generally uses power limits to prevent interference. This management structure is considered a form of command and control, which limits allowable uses based on regulatory judgement.
  While this system seems sufficient assuming efficient spectrum allocation, this is not the case.  By centralizing control in this manner, society must wait for the state to set resource-access rules band by band; rather, they inhibit the markets ability to efficiently allocate the resource based on general use guidelines that would otherwise be managed by a commons in the public’s interest.  In the past these allocation have been mere giveaways to private companies, which amount to billions of dollars of lost revenue for the FCC.  An exclusive use model will be most efficient in many cases; however, government may also consider promoting the important innovation benefits of a spectrum commons by allocating spectrums bands for shared use, similar to land allocated for public parks.
  Even with commons spectrum allocation, it is essential to maintain some aspect of private property rights to reasonably evaluate trade-offs under a regime of exclusive ownership rights.  This is essential because a market without the evaluative measure of opportunity cost conceals the actual cost of the resource, thus eliminating the necessary inputs for efficient decision making.
 

In both cases, common access and limited use, spectrum rules exist to exclude certain activities and facilitate others.  Therefore, the essential difference lies in the method of control; that is, which parties get to formulate the rules governing spectrum access?  Current government policy aims to minimize signal interference yet these potential conflicts are a byproduct of productive airwave use.  Efficient rules maximize the total value of wireless application rather than minimize the potential for signal disruption.
  Therefore, if the spectrum allocation were to be left up to a trust rental program, we can assume that this model would prove very profitable while competitive market forces would reveal a variety of valuable allocation alternatives.
  Under current spectrum management broadcast television, radio broadcasting, and satellite television are the spectrum owners who collect revenue by renting portions of their broadband to advertisers at the highest price the market will bear.  In 2007 the collective advertising revenues for network, local, and syndicated television amounted to $46,556,745.2.
  While this number is large and ripe for rent calculation, it cannot all be attributed to the physical use of the spectrum.  So, when attempting to calculate rent it is important to apply the use-value, which assesses the amount of revenue that is derived from the exclusive ownership of the spectrum and over-the-air use of their licensing (which is often less than the advertising revenue).  Also, because not every profit generating use of the spectrum relies solely on advertising revenues (satellite television, satellite radio, mobile communications) use-value provides us with a more accurate valuation of spectrum wide revenues.  In order to find the current use-value of the broadcast spectrum in Vermont we can use the latest calculation by the New America Foundation in their 2001 report titled “The Citizen’s Guide to the Airwaves.”   If we take their use value of $301.78 billion and divide by the current population of the United States (301,139,947) we get a per capita use value of  $1002.12.  In order to find out how much of this value lies in the state of Vermont we can multiply by the population (623,908) and get $625.23 million.  Finally, with this number we can attempt to estimate the true spectrum rent value for Vermont by applying a percentage to determine what portion of these earnings are normal profit.  Rent economist Mason Gaffney wrote a report in 1996 entitled Losses of Nations, which valued normal profit of a broadcast company like ABC at 45% of their revenue.  Other numbers in this same report quoted similar values around 35% for broadcast companies like CBS, and the telecommunications company AT&T.  For the sake of this calculation I chose 40% and came up with a normal profit of  $250.1 million.  Therefore, the spectrum rent value is the remaining $375.13 million.  This rent money could have countless productive applications if it were kept in a spectrum trust to be used in civil applications throughout the state. After all, The Communications Act of 1934 states that the airwaves belong to the public; shouldn’t a portion of the revenue from this public asset be shared?
The amount of revenue available for the state of Vermont under a trust management system provides the potential for a myriad of productive uses. Since 1994, allocation has been left up to an auctioning system that awards the newly available spectrum to the highest bidder; only 2% of the spectrum has been distributed this way.  Before this restructuring, 98% of spectrum was merely given away to private entities for compensation that was hardly worth the actual value of the spectrum.  Much of this was intended to promote efficient spectrum use, but to assume that forcing a particular set of unlicensed rules on spectrum users creates efficiency is to ignore the underlying actuality that the state lacks the information and the incentives to effectively evaluate the trade-offs among rival alternatives.
  Therefore, if Vermont were to annually auction the spectrum rights there would be a more efficient and equitable distribution process that would generate another form of revenue for Vermont, but more importantly it would place the incentive upon the licensees to set prices and spectrum usage through competition. 

Given all of this information, spectrum policy is one of the easiest cases to make for common asset reform in the future.  The current misallocations are limiting the expansion of efficient spectrum use, while privatization continues to oppose the intended public ownership of the airwaves as dictated by The Communications Act of 1934. The tremendous amount of value in broadcast spectrum lends itself to considerable private interest lobbying that has profound effects over decisions made by the FCC.  Allowing public auctions of the spectrum to take place is a positive step, but as we have learned from the past it would be tragic to give them permanent and complete property rights.  Admittedly, without the knowledge of the smart receiver technology that is available, current allocation may seem like an effective approach, but as we expect the technology that utilizes the spectrum to change overtime, so should the regulatory regime.  
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