7.  Rates and Price Indices
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This section contains information on telephone price indices and rate levels.
  It describes and presents a series of price indices maintained by the Bureau of Labor Statistics (BLS).  It also discusses rate levels and changes in average rate levels.

Telephone Service Price Indices


The BLS collects a variety of information on telephone service as part of three separate programs -- the Consumer Price Index (CPI), the Producer Price Index (PPI), and the Consumer Expenditure Survey.  They can be found on the Internet at <www.bls.gov/data>. The monthly price indices represent prices sampled in the middle of the month.


A Consumer Price Index for telephone services was first published in 1935.
  Since that time, telephone prices have tended to increase at a slower pace than most other prices.  Table 7.1 shows long-run changes in the Consumer Price Indices for all items, all services, telephone services, each of the seven major categories that currently constitute the overall CPI, and several services that are often characterized as public utilities.
  The price of telephone service has increased less rapidly than the prices of most of these categories when viewed over a long period of time.  Chart 7.1 shows the levels of the overall CPI and the CPI for telephone services over time.


The CPI index of telephone services is based on a "market basket" intended to represent the telephone‑related expenditures of a typical urban household.  It includes both local and long distance services.   The annual rate of change during recent years is shown in Table 7.2 for the overall CPI (which measures the impact of inflation on consumers), and the CPI for telephone services.  In addition, Table 7.2 shows the Gross Domestic Product chain-type price index (which reflects inflation throughout the economy) prepared by the Bureau of Economic Analysis.  Chart 7.2 shows the changes in the overall CPI and the CPI for telephone services over time.  

For 2002 the nation's overall level of prices (measured by the CPI for all items) rose by 1.6%.  The CPI for telephone services rose by 0.4% during 2002.  The CPI for telephone services is composed of three subindices.  During 2002, the local service component (including subscriber line charges) rose by 4.5%, while the price index for interstate toll calls fell by 4.7%, and the price index for state toll calls fell by 3.7%.  The changes in these subindices over time are shown in Chart 7.3.


The Bureau of Labor Statistics publishes a number of price indices related to local telephone service, two of which are important to the monitoring program.  The CPI index of local telephone charges is based on a broadly defined "market basket" of local services that includes monthly service charges, message unit charges, leased equipment, installation, service enhancements (such as tone dialing and call waiting), taxes, subscriber line charges, and all other consumer expenditures associated with local telephone services except long distance charges.  In contrast, the PPI index of monthly residential rates is much more narrowly defined.  It is based only on monthly service charges for residential service, optional tone dialing service, and subscriber line charges.  It excludes taxes and all other telephone service charges.  The annual rates of change for these two indices are presented in Table 7.3.


CPI data are available for intrastate toll and interstate toll services since December 1977.  Table 7.3 also presents the annual changes in these series for recent years.


Price indices are less reliable when industries are changing rapidly.  For example, in 1992, long distance carriers began to increase basic long distance rates while at the same time greatly expanding their range of discount offerings aimed at medium and heavy users of long distance service.  The fixed market basket of toll calls measured for the CPI did not fully reflect these discounts.  In 1998, the CPI for telephone services was altered to include cellular telephone services, making the new index not directly comparable to prior years.  In 1995, BLS made major changes to the PPI telephone series, and there are no data after July 1995 comparable with prior data.  At that time the BLS introduced revenue-weighted telephone price indices.  The new indices categorize the telephone industry into much finer detail, though the new series are not comparable to the old in many categories.  Because of these sorts of difficulties, measures of average revenues are sometimes used as alternatives to price indices.


Monthly data for the new CPI telephone indices are shown in Table 7.4.  The current PPI indices are shown in Table 7.5.

Information on Rate Levels

Local rates are regulated by state regulatory agencies and vary greatly from area to area. Characterization of any rate as "typical" is therefore difficult. Table 7.6 presents average local residential rates in urban areas. The price indices published by the BLS indicate percentage changes in the price of the telephone services. The BLS does not publish the actual level of rates. The averages shown in Table 7.6 are based on an FCC survey using the same sampling areas and weights used by the BLS in constructing the Consumer Price Index.  In October 2002 the national average for the representative total residential service charge was $23.38 monthly. The average charge for connecting new phone service was $42.39.

Table 7.7 presents average monthly local rates for single-line business customers in urban areas. Like the residential rates presented above, they are based on an FCC survey using the same sampling areas and weights used by the BLS in constructing the Consumer Price Index.  In October 2002, the representative average monthly charge was $43.59, while the average charge for connecting phone service was $72.35.  Table 7.8 presents comparable data for businesses with a key system line, showing an average representative monthly charge of $49.94 in October 2002, and an average connection charge of $174.35.  Table 7.9 presents comparable data for businesses with a PBX trunk, showing an average representative monthly charge of $53.98 in October 2002 and an average connection charge of $173.83.


Basic schedule rates of AT&T, WorldCom (also known as MCI), and Sprint for representative directly dialed interstate long distance calls are shown on an annual basis for 1980 through 2002 in Table 7.10 for residential customers. Higher charges apply to other types of calls, such as those using operator assistance.  Lower prices are available through calling plans and other volume discounts.  Since 1984, as a result of telephone rates becoming less distance sensitive, basic schedule charges for directly dialed interstate calls have fallen for calls over longer distances and risen for calls over shorter distances. 


Table 7.11 contains average revenue per minute for interstate calls.  These estimates show that billed revenue per minute has declined over time for both international and domestic services.

Subscriber Line and Access Charges

Long distance companies rely on the loops, switches, and transport facilities of local telephone companies for access to their customers.  As a result, local telephone companies recover a portion of their costs from long distance companies accessing their networks.  Both the manner in which these access charges have been assessed and the proportion of the costs they have recovered have varied considerably over time.

In the early 1980s, AT&T provided about three-quarters of the nation's local telephone service and almost all interstate long distance service.  Because revenue sharing was largely an internal process for AT&T, it was able to charge prices above cost for long distance calls and share the revenues with local telephone companies.  These transfers, while reducing the pressures on the local companies to raise monthly local rates, contributed to inefficiently high long distance rates.  The high rates were responsible for suppressing demand for long distance calls and inducing large corporations to bypass the public switched network.  Moreover, while such revenue sharing arrangements were sustainable in an industry where one firm monopolized both long distance and local service, they were not compatible with a competitive long distance industry. 

In mid-1984, the FCC, in cooperation with a Federal‑State Joint Board comprised of both federal and state regulators, introduced sweeping changes to the way that local companies charged for their services.  The historic method of sharing revenues was replaced with a new system of access charges that provided a uniform method for local telephone companies to charge for the origination and termination of interstate traffic on their local networks.  In particular, monthly subscriber line charges (SLCs) were introduced to recover a portion of the fixed costs of the local telephone companies’ loops directly from end users on a per-line basis.  Since local telephone companies were required to reduce their charges to long distance carriers ‑‑ dollar for dollar ‑‑ the introduction of SLCs permitted reductions in implicit subsidies from long distance service to local service.  The rebalancing of prices between local service and interstate long distance calls during the 1980s had a fundamental impact on the telephone industry as the price of long distance service fell and the volume of long distance calling surged.  


In mid-1997, as part of its implementation of the 1996 Telecommunications Act, the FCC introduced further interstate access charge reform.  Presubscribed interexchange carrier charges (PICCs) were created in order to allow local carriers to recover the remaining portion of their fixed loop costs from long distance carriers on a per-line, instead of a per-minute, basis.  A further access charge reform was adopted on May 31, 2000, which eliminated the PICC and consolidated it with the SLC.  This took effect on July 1, 2000.


Average monthly SLCs and PICCs are shown in Table 7.12 and average per‑minute rates charged to long distance carriers are shown in Table 7.13.  Both tables report historical averages for all local exchange carriers (LECs) that file access tariffs subject to price-cap regulation and LECs in the National Exchange Carrier Association (NECA) pool.  These LECs control over 98% of the industry's regulated access lines.  Current per-line charges and per-minute charges are reported for each of the carriers in Tables 7.14 and 7.15, respectively.


The averages in Table 7.13 clearly illustrate the effectiveness of access reform in reducing the prices long distance carriers pay per minute for access to the local telephone companies' networks.  The reductions in per-minute access prices over time have been a major contributing factor to reductions in long distance prices.

�	For more detailed information, see Industry Analysis and Technology Division, Wireline Competition Bureau, Federal Communications Commission, Reference Book of Rates, Price Indices, and Household Expenditures for Telephone Service (July 15, 2003).  Much, but not all, of the material in this section is based on that report.


�	BLS publishes two sets of Consumer Price Indices.  The CPI�U, used herein, is based on expenditures of all urban consumers.  The CPI�W series is based on expenditures of urban wage earners and clerical workers.


� 	Table 7.1 shows changes from 1936 because several of the indices in the table began in that year.


�	The discontinued Producer Price Indices through July 1995 can be found in Table 5.6 of the Monitoring Report, CC Docket No. 87-339, May 1997.


�	Although the changes took effect on July 1, some companies made subsequent adjustments to their tariffs, which did not take effect until August 11. 
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