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Summary


Driven by technological progress, the telecommunications industry is nearing the end of a 30-year transition from natural monopoly to competitive market.  Public policy has recognized this change through substantial deregulation and creation of a legal framework designed to facilitate competition.  Tax policy, however, has not kept pace with the changing nature of the telecommunications business.  As a result, the telecommunications industry is subjected to a vast array of taxes that have no apparent justification in the modern era and can be explained solely as holdovers from all but forgotten era. Simply put, there are too many taxes on telecommunications services, and they are far too high. 


Taxes on telecommunications are, inevitably, taxes on the Internet.  Whether through dial-up access or Digital Subscriber Lines (DSL), over cable modems or wireless ones, access to the Internet takes place over the telecommunications network.   Thus, high telecommunications taxes slow the spread of Internet access and discourage deployment of the broadband networks needed for the next generation of Internet growth.  They raise the costs of electronic commerce for every business, big or small, and raise the price of Internet access for every household, rich or poor.   Their impact is probably greatest, however, on poor households, small businesses and rural communities.


The convergence of previously separate telecommunications technologies -- cable, telephone, satellite, wireless -- into a single marketplace adds further urgency to the need for telecommunications tax reform.  Each of these different industry sectors is subject to its own tax regime, meaning that the same service can be subject to very different tax treatment depending on the type of firm that offers it, and efforts to eliminate such consistencies are hampered by the extreme complexity of the system.


This paper represents a first step in an effort to reassess and to recommend reforms in telecommunications taxes.  It describes the current regime and presents very preliminary findings about the impact of current policies in terms of both economic efficiency and fairness.  The paper concludes with a brief discussion of policy implications.
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� This paper was prepared for presentation to the Advisory Commission on Electronic Commerce, September 14, 1999.  It presents preliminary results from an ongoing study of telecommunications taxation underway at The Progress & Freedom Foundation.  All results are tentative and subject to further modification.  The final study is due out next year.





