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Introduction
A good start would be a reminder on Pathnet’s business, the industry and focus are important.  Pathnet helps telecommunications providers find the 'path' to customers in small markets as a carrier's carrier.  We sell wireless capacity and access to our digital fiber-optic network.  Pathnet is providing high capacity, fiber and wireless bandwidth to under-served and second and third tier U.S. markets.  The company strategy is to build low-cost telecommunications networks through partnering arrangements.  Pathnet's customers include cellular operators, local exchange carriers, Internet service providers, interexchange carriers, and regional Bell operating companies.  The network has been built by knitting together the telecom assets of utilities, pipelines, and railroads.  So far Pathnet has assembled over 3,900 miles of synchronous optical network (SONET) in 12 states.  We have 3,800 more miles under construction and 7,700 miles under commitment.  Founded in 1995, Pathnet is privately held by several investment firms.

 

Market Players
For comparison in other sections of this paper, the telecomm market sector containing wholesale carriers includes close competition companies such as:

 

	Name
	Stock
	    Employ
	    Sales
	    Miles

	Pathnet
	PTNT
	150
	
	17000

	Qwest
	QWST
	8700
	$2,242.7
	18500

	Electric Lightwave
	ELIX
	1090
	$100.9
	7500

	Williams Comm Group
	WCG
	8563
	$1,717.1
	26000

	Level 3
	LVLT
	8000
	$392.0
	16000

	IXC Communications
	IIXC
	1567
	$648.8
	16800

	Frontier Communications
	FRO
	8151
	$2,593.6
	20000


 

We work in only one part of the overall telecomm industry.  A reminder is that we provide wholesale digital fiber-optic network and wireless capacity.  Some of the above competitors also offer other products and services other than just the wholesale market.

 

Industry Market Structure
So what is our market structure, a perfect competition, oligopoly, monopoly, or monopolistic competition?  As shown in the class lecture notes no firm will "exactly fall into one of these neatly defined categories".  We are most close to the perfect competition market structure as I will explain further.

 

First I will discuss why our market structure is not like the oligopoly or monopoly models.  The main reason is that in the overall carrier market there is a large number of players.  The main players do not exhibit tendencies as would be found in an oligopolistic or monopolistic market.  Even in the market of our focus, second and third tiers, there are several players.  In some areas we are one of the only players providing high-speed signal services.  But this is only true in a few of our geographic areas.  One common feature of some oligopolies, price leadership, is sort-of present in the market but much controlled by government regulation.  Another impact on our market is the FCC to the extent that they prevent any monopoly similar to the former AT&T hold.  

 

Barriers to entry are common to an oligopolistic market and one that is pertinent here is economy of scale.  There is a massive investment required for a company to lay fiber cable in new areas.  Although that is a barrier it is also our reason for existence.  We are entering this market, easily, and providing wholesale service.  If an oligopoly was present it would be more difficult for our entry.  We focus on under-served markets and our installation of cable is providing larger carriers with a way to negate the need for that investment to install their own cable.  Our firm is almost preventing larger companies from creating an oligopoly.

 

Perfect Competition Market Structure
Our product is somewhat similar to the example of wheat in the lecture notes.  A fiber optic pipeline is not perceptible to the end-user and even to the actual carrier.  We cannot raise our price due to the other competitors in the market.  However to alleviate this situation and to create our niche we focus on second and third tier markets.  These are ones that major carriers have not focused on, carriers like AT&T etc.  

 

Another aspect of our market focus is that we truly stay at the wholesale level.  As our statements on the Internet state, we are a 'carriers carrier' and thus a wholesale provider of services.  Our main competitors provide services down to the user level, mainly business users.  But that is a major differentiator between them and us.

 

Other perfect market model structures are important.  We cannot sell everything we produce as the market is limited in it's needs.  But we are a price taker in that the price we charge is based off the market in other areas.  However we don't charge a premium to our customers to serve their markets.  We are increasing the supply of our product, digital fiber-optic network miles, as might be found in a competitive market.

 

The issue of short and long run are very important in our market.  We know that we will not make a profit in the short run and must wait to create increased revenues.  A loss of income is projected for a few years.  The long run is where our profit is to be realized.  

 

Market Structure Special Features
We do have some competitive practices that differ from other competitors.  The two main practices are our focus and partnerships.  

 

As noted earlier, our focus is on second and third tier markets that are currently underserved.  There is not as much competition in those markets while there is still increasing demand there.  Our focus also keeps our market at the wholesale level.  We are not a one-stop-shop as compared to most competitors.  Our CEO, Dick Jalkut, was quoted in a recent issue of Upstart (1999) in explaining our market "one reason you haven't heard of us is that we're not going to market our products to the top 100 [metropolitan statistical areas], we're going down-market."  We will have a route between Chicago and Denver, but we don't sell in those cities.  Rather we sell in the 15 to 20 small markets between those two major areas.  Our executive director of networks, Bob Rouse, also explained in the same newsletter that "smaller markets are a sweet spot for us, there's not a lot of fiber in those markets or a lot of providers." 

 

Our partnerships include an alliance program that allows us to sell network segments of our competitors in a beneficial profit sharing arrangement.  Those segments will then eventually be replaced by our own cabling.  Other partnerships are explained below.

 

We have critical dependencies and these include relationships with incumbents.  An incumbent is our partner, a railroad or power company that allows our use of their 'right of way' to lay cable.  These are strategic alliances and not uncommon in the telecom industry.  One such relationship is a co-development agreement with Tri-State Generation and Transmission Association, Inc., to construct a 400-mile fiber network connecting Grand Junction, Colorado to Albuquerque, New Mexico. The total projected cost for this route is approximately $40 million with a scheduled completion date of year-end 2000.  Tri-State is a major power company.

 

Joint ventures are other business relationships we have made.  For instance we have an agreement with Lucent Technologies to be the exclusive supplier of fiber-optic cable for our nationwide, voice and data network. The agreement is initially valued at $440 million and could grow up to $2.1 billion over the life of the seven-year agreement. This represents potentially the single largest fiber supply agreement to a network operator in the United States.

 

Another critical partnership includes our construction efforts.  As an example we have a strategic agreement with Worldwide Fiber USA (WFI) to construct a multi-conduit fiber-optic network between Chicago, Illinois and Denver, Colorado. The total projected cost for this project is in excess of $100 million.

 

The last practice that differs from the market is our offering of wireless network capacity using microwave technology.  We are unique in use of this technology which is usually only seen in third world countries.  That does bring about a reliance on hardware providers of this technology.

 

Recommendations to Improve Competitive Position
Interesting and important key components of the Company’s business and operating strategies are as follows:

· Focus on smaller, capacity constrained markets. 

· Position the company as a carrier's carrier. 

· Establish strategic relationships with Incumbents and other owners of telecommunications assets. 

· Build direct sales force and provide superior customer service.     

I agree with our strategy otherwise I would not have taken a position with Pathnet.  I did extensive research prior to deciding to take a job with Pathnet.  Efforts to improve our competitive position should be oriented on efficiency.  Pathnet is undergoing extensive capital outlays and incurring large costs as we begin our operations.  So McEachern (1997) shows that productive efficiency is not pertinent to our firm since we are not yet at that balance of output and our cost curve (p. 495).  We are orienting our efforts on the allocative efficiency to offer a product much needed by our customers.

 

The company already knows we will be greatly expanding our operations to meet the growth of this industry and our customer demands.  We need to identify and mitigate risk.  Some risks already noted in our SEC filings are in the key areas of expansion and growth.

· Expansion.  The Company's business plan may, if successfully implemented, result in rapid expansion of its operations. Rapid expansion of the Company's operations may place a significant strain on the Company's management, financial and other resources. 

· Growth.  The Company's ability to manage future growth, should it occur, will depend upon its ability to monitor operations, control costs, maintain regulatory compliance, maintain effective quality controls and expand significantly the Company's internal management, technical, information and accounting systems and to attract and retain additional qualified personnel.

As you can see from the earlier comparison with our competitors there is a large chance that we will undergo both expansion and growth.  Our competitors are all much larger than Pathnet in terms of staff and revenue.  Many of our competitors have seen growth of well over 100% each year in staff and revenue.  We must put mechanisms into place to ensure we can survive fast growth and expansion.  For the near-term it should be the norm to have to meet these needs.  We do not want to have to react to growth but rather to have growth as the norm in our regular planning.  For instance, in the area of IT, we will need to make sure we have PCs and network infrastructure to grow with the company.  As we size systems such as our accounting and billing applications we need to keep our growth in mind.  In the area of office space we need to have adequate facilities to allow for greatly expanded staff and operations.  Planning for growth and expansion will not add to our competitive position but will assist.  If we do not pay attention to these areas they could easily hinder our competitiveness.

 

One thing that Pathnet has done to foster our competitive position is to assemble an excellent management team.  Adam Smith (1776) said "good management can never be universally established but in consequences of that free and universal competition" ( p. 170).  Our CEO is a former president of Nynex.  We have many key executives from MCI and Frontier Communications.  One of the members of our board of directors was the chairman of the FCC.  

 

The most radical change to our market would be if we begin to offer products to businesses instead of just other carriers.  For instance if we enter in the digital subscriber line (DSL) market and offer those services to any commercial company.  This would mark a distinct departure from our current market focus.  It could, however, become a reality to ensure our success and exploit opportunities.  In our current strategy we are competitive and 'lowering' our market focus would not be necessary at this time.  

 

One area that is a weakness of our firm is our involvement in the lobbying efforts of the telecom industry.  Legislation such as the Telecom Act do affect our business and we need to get more involved with lobbying efforts.  The company should hire a dedicated lobbyist or staff to keep close watch on legislative issues.  We should seek out and join telcom industry associations that have action plans beneficial to our operations and industry focus.  Keeping in touch with our industry would aid our competitive position.
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