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Abstract

Observers generally assume that firms which engadebbying know what they want.
Business-government relations and especially tingocate political activities of network
operators during the basic telecommunication negotis of the World Trade
Organization present a slightly different pictuiropean monopoly providers benefited
from the old international regime and initially myed trade discussions in their sector. In
the course of negotiations, however, they became gfaa three-level game, which
obliged them to consider national, European andilat@ral objectives simultaneously. In
the course of these complex negotiations, theifepgaces evolved. Since governments
advanced independently on the liberalization ptojeompanies adapted their policy
stances from reluctance to support for the nedotiat The paper thus cautions against

treatments of lobbying that consider preferencesxagenously given.
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1. Introduction?

As one of the first service sectors, telecommuiocaservices were liberalized
under the General Agreement on Trade in ServicesT8&) framework of the World
Trade Organization (WTO) in 1997. Most analysethete profound changes have so far
come from economists evaluating the trade benefifs global markets (e.g.
Hufbauer/Wada 1997) or other observers giving tetaaccounts of the negotiation
stakes and proceedings (Petrazzini 1996; CowheyéRris 2000). Little is known of the
activities of the incumbent companies, the telecmrvice providers, which were most
often monopolies at the beginning of the negotiatiohhe few authors who examine
lobbying in the context of these negotiations foonghe user companies that pressed for
market opening in order to benefit from cheapevises. These interests can then easily
be cited as a factor explaining the move towardebal market liberalization
(Cowhey/Aronson 1993). But what happened to firnedften quite large and powerful —
that should have been opposed to the liberalizagrofect? Since large corporate lobbies
are commonly assumed to be the pushing elemenhdejobal trade developments, it
seems necessary to contrast companies suppotigrglization with companies opposing
it.

A global liberalization of telecommunication sewitrade through the WTO, as it
has happened in 1997, would seem to be againsttérests of the incumbent operators.
The previous international regime for telecommutnices had been built to preserve their
national dominance and protect their interests. Minere competitive countries such as
the US challenged the old system and sought to nitakeore flexible from within,

proponents of the traditional model resisted (Cowh@90; Drake 2000). Until the early

! Earlier versions of this paper were presented@i@aneral ECPR Conference in Marburg in 2003 and at
the research colloquium on “Corporate Politicaliities in an Internationalizing Economy” in Amstiam

in 2006. | would like to thank Michael Latzer, Ddvievi Faur, the panel participants and two anonysno
reviewers for their helpful comments.



1990s, the political economy of the internationalle¢communications regime favored
national network providers.

Did the incumbents lose out against other powerftdrests in the end? If they
engaged in political activities, then this mustabease of lobbying failure? As it turns out,
network operators were not as fiercely againstéilization as one would have expected.
With certain reservations, they proclaim to haverba favor of global market opening.
Cynics might argue that these statements are exgpesentations of a power game that
these major suppliers had simply lost. By tracihg evolution of the position of the
companies and the business-government relatiorss péper argues for a more complex
explanation.

The interests defended by the telecom providersdidexist in a vacuum. In the
course of the basic telecom negotiations of the \MibB@ralization in the European Union
(EVU) had considerably changed the room for manewfethe national companies.
Monopolistic behavior was slowly undermined as asjids strategy for major suppliers
in the EU realm. In the US, network operators hathke into account the lobbying for
liberalization of companies like AT&T and MCI. Iroth cases, network providers felt that
liberalization was going to happen whether theyedikit or not. In many countries,
operators started to believe in “the growing inaility of competition” (Thatcher 1996:
185). If they wanted to affect its content, theyl ha jump on the moving train. National
operators started positioning themselves as cotiygeplayers at the international level.
International alliances became crucial. When theopemn Commission linked its
approval of these alliances to concessions in théilateral trade negotiations, even
hesitant European operators started supportingalization through the WTO. National
operators in Europe were thus part of a complegetievel game (Young 2002: 50-79).
As new ideas emerged and strategic settings evotlieg, adjusted their preferences in

interaction with their political contacts.



The case study thus shows that we cannot assurnediporate preferences on
trade are always stable over the course of a pokgotiation. When political evolutions
require important changes to the strategic positgof firms, lobbying demands evolve
and should be treated as endogenous to the pabicggs in question.

The analysis is based on 33 semi-directive intarsieith politicians and business
representatives in Europe and the United Stategelisas other observers of the telecom
negotiations from 1994-1997Parts of the interviews will be used to clarifyethctors’
perspective during the learning process. The quatesllustrations only and should be
considered within the case study narrative thatvelriom other sources to counter one-
sided accounts. The paper proceeds in followingsst@ first part review theoretical
assumptions on trade policy lobbying in the US #ra EU. A second part lays out the
context of the case study: the basic telecom najmtis of the WTO and the structure of
the telecommunication sector prior to these negotia. Concentrating on the empirical
investigation, a third part then traces the evolutf interest representation of the affected
companies. The theoretical implications of the cstsely are analyzed in a concluding

section.

2. Theoretical Approaches to Trade Policy Lobbying

Lobbying describes the strategic attempt of a nmveghmental group to influence
political decision-makers on a specific issue. oithbthe US and the EU, the study of

interest groups and the effects of private sectoloying has given rise to a large literature,

2 Carried out between October 2002 and Septembe$, 288 interviews include the WTO Secretariat, as
well as the following. In the EU: the Secretariéttlee Council of the EU, DG Trade and DG Informatio
Society, the French and German Ministries of theorleey, RegTP in Germany, the European
Telecommunication Operators’ Association, the Eeeop Information and Communication Technology
Association, the European Service Forum, Deutscleéekbm, France Télécom, British Telecom,
TeliaSonera, Telefénica and TDC (Denmark). In th&: Uhe State Department, the Department of
Commerce, the US Trade Representative, the Fe@aimunication Commission, the United States
Coalition of Service Industries, the Unites Sta@esincil for International Business, the Telecomration
Industry Association, AT&T, MCI, Verizon, Cable&Wiless USA, the former Comsat, individual telecom
lobbyists, and various observers of the serviagetraegotiations.
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albeit with a somewhat different focus in eachhw# two cases (Baumgartner/Leech 1998;
Woll 2006). Examinations of trade policy lobbying, particular, have a longer tradition
in the US (e.g. Schattschneider 1935; Bauer/Pogt#de 972 (1963)). EU studies of trade
policy related lobbying are rare (McCann 1995; B&2002) and most remain descriptive
(Jacek 2000; Jacomet 2000). The few theoretical motteat exist for the studying
corporate political activities in the context oAde negotiations therefore come from the
US. With the exception of several studies in manaage science (e.g.Yoffie/Bergenstein
1985), systematic treatments of how internatioreadeé should affect the preferences and
therefore the lobbying of firms has come from tieddf of international political economy

(IPE).

Trade preferences based on material conditions

At the core of most IPE approaches are assumpfrons economic theory, most
often following insights from the theory of econamiegulation (Stigler 1971; Posner
1974; Buchanan/Tollison/Tullock 1980). Searching tfte reason for protectionist trade
decisions, most international economists blameitips! and consequently investigate
who has an interest in protectionism and how thetsgests get their way (e.g. Krueger
1995). In essence, firms seek to protect theirdtmaent and therefore lobby for closed
markets in order to avoid price competition. Pcimgkers exchange such protectionist
measures for financial support or votes, making sbhpply and demand much like a
market exchange, which means that different graxgmspete among each other (Becker
1983).

The assumptions of fixed preferences on whichethrasdels are based imply a
very rigid system. Mitchell and Munger (1991: 52@2)ve pointed to this fact by arguing

that the Chicago School’s predictions “cannot exptieregulation save for the tautology



that the industry is now, for some reason, bettewithout regulation.” Yet deregulation
and liberalization of trade advance rapidly. In i@l Science, one reaction was to
theorize the loss of power of the formally vestettiests and the influence of economic
ideas (Derthick/Quirk 1985; Robyn 1987; Goldstei®88). Other research has
investigated why and when the opening of markethtractually be in the interests of the
industry that was affected (Milner 1988; Bailey/@sikin/Weingast 1997; Gilligan 1997).
The general conclusion of these studies is thapnazal trade agreements pave the way
for trade liberalization by tying opening up thent® market to free access to foreign
markets, which benefits export-oriented industri@dt/Gilligan 1994). We should
therefore expect import-competing firms to lobby fwotection, while export-competing
firms will lobby for reciprocal market opening.

In addition, scholars have recently pointed outithportance of scale economies
for the trade preferences of large firms. Firmshwiicreasing returns to scale will be
supportive of access to new markets. For Milner ¥offie (1989) these are typically
large firms with considerable initial investmenkstt require a growing sales volume to
realize the minimum scale to break even. Barriergdde are then costly, because they
inhibit obtaining larger-than-national markets txpleit economies of scale. Similarly,
firms with such technologies from small countrie$l ae supportive of gaining access to
a larger customer base than their home marketoffan (Casella 1996). Chase (2003)
furthermore draws attention to the importance afdpction chains that extend beyond
borders. In sum, these predictions are in line hin intuitive sense that export-oriented
firms, multinational companies or firms that aregaged in production process that
already extend across borders are more likely tm Iseipport of liberalization in order to
benefit from increasing returns to scale. Compaties$ depend on their home markets

seek to protect their investments and lobby forgutadnism.



Telecommunication services, however, falls betwdka categories of this
dichotomy. The high capital investments createnapoirtant national market: a great part
of the assets of the network operators is immolhileghe early 1990s, many firms have
engaged in internationalization strategies througlrconnection alliances and foreign
direct investment (Crandall 1997). As a resultmér tend to pursue two goals
simultaneously, they try to impede the entry of petitors to their national markets and
aggressively develop opportunities abroad (Bon20@3). Which one of these goals will
eventually determine the policy stances of netwadviders on multilateral liberalization
is difficult to predict without examining the busss-government relations they have to
engage in. In theoretical terms, preferences amobig@and should not be considered as

exogenously given.

Endogenous preferences

Treating preferences as exogenous to politicatgs®ses has been criticized by
literature on historical institutionalism (see &tab/Thelen/Longstreth 1992). In
particular, scholars in this tradition argue thadtitutions and the political interactions
they create can affect the preferences of the sctéreferences should therefore be
understood as endogenous to the policy processastign (Immergut 1998). Wilts and
Griffin (forthcoming) underline the importance ofich an approach for the study of
corporate political activites. Indeed, models basedsimple assumptions about interest
calculations cannot account for the radical prefeee change of firms in the
telecommunications sector.

In order to explain the transformation of the pplmreferences of the dominant
providers during the 1990s, the paper proposesn@ay a more nuanced understanding

of “interests”. Little can be argued against theuasption that firms have immediate needs



— ensuring their survival — and the desire to ntakegreatest possible profit. These needs
and desires are commonly referred to as intefeBieves about how to obtain these
goals through a certain public measure, however,paticy preferences. Milner (1997:
15) draws attention to this distinction and argilnes interests are the stable foundation on
which actors’ preferences over policy shift: “prefieces are variable, interests are not.”
Another way of reminding of this difference is tastthguish between primary and
secondary interests. Again, primary interests @efmmediate needs, while secondary
interests become established once an actor hadedielsow to obtain his primary interest
(Frieden 1999; Woll 2005).

A differentiation between the two levels of intgrés helpful because it allows a
more careful analysis of trade policy lobbying. &mpolicy preferences are determined by
calculations or beliefs about how to obtain maxinot#lty, both institutions and cognitive
frameworks are important in analyzing their forroati(see also Wilts forthcoming).
Institutions affect the payoffs associated witho#iqy option; while ideas affect the causal
believe structure of how to obtain a certain outeom

Previous studies of the WTO telecommunication tiagons have underlined the
importance of the multi-level institutional strustuand of new neo-liberal ideas and
beliefs about the inevitability of competition (Ttblaer 1999; Holmes/Young 2002; Young
2002). In line with these analyses, this articlevehtow the preferences of incumbent
operators evolved since the late 1980s in ordexpdain why former monopoly providers
did not lobby against but in favor of opening théiome markets to international
competition. Specifically, the issue of trade opgniand the salience of the stakes
involved were not very clear to the companies, ewben the negotiations had already
been going on for two years. The trade languagédumore proved to be a barrier to

effective participation. Secondly, the organizatditbusiness representation, especially on

3 For an evolution of the use of this term, see ¢firsan (1977).
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the European side, was quite complex. Since firngstbadjust to the multi-level system
of policy-making within the EU, their lobbying isuoh less powerful than one might
expect. In fact, much of the lobbying of Europearm$ can be understood as an
investment in “political capital” (Yoffie/Bergenste 1985) rather than an attempt to
influence a particular decision.

More generally speaking, the activities of comparae embedded in the political
process (Granovetter 1985). Companies are as degpemdthe access to governments as
governments are on the technical expertise of basinepresentatives. Although firms are
important actors in the international negotiatioids problematic to speak of business
capture (cf. Vogel 1997: 59), because policy perfees can only be understood as the

result of a complex process of interactions.

3. Basic Telecom Negotiations and the European Belom Sector

Over the last quarter century, the regulatory franr&s for telecommunications
have undergone radical transformations both dowadhtj regionally and internationally.
Studying the global WTO negotiations therefore seitates an understanding of the

general transformation of the sector in the 198@5X090s.

The telecommunication service sector

The significance of the transformation that hasuo®d since the 1980s becomes
obvious, when considering that control over comroation infrastructures had previously
been in the hands of the state in almost all E@opsuntries. The provision of long-
distance communication services was highly relet@nmilitary purposes and as integral
aspect of state power. In most countries, the proniand operation of communication

systems was the task of protected state monopafidsone of the most central public



services. Even where the state was not the imnedwaner of the telecommunication
provider, the sector was long perceived as a “a#itunonopoly? High capital intensity
for telephone lines and technology seemed to oesthie possibility of introducing
competition, since investment would not be profigabl

International trade in telecom services in thagliiion view implied to find way of
interconnecting and pricing phone calls that weotnf country A to country B. These
exchanges tended to be regulated in predominanidyetal terms through norms and
practices established within the International Gehemunications Union (ITU), once of
the oldest international organizations in the w@bdake 2000). The system was perfectly
suited to the monopolistic regimes which providek¢om services and products in the
majority of industrialized countries (Cowhey 199@93).

However, the domestic status quo unraveled in aéeeuntries, first and foremost
in the US. Following an anti-trust case brought MZI, AT&T’s Bell System, was
disinvested in 1984: it divided into seven regionalding companies, the so called “baby
bells”: Ameritech, US West, Nynex, Pacific Tels&puthwestern Bell, Bell South and
Bell Atlantic. AT&T remained in charge of long dasice calls, an area that was now open
to new market entrants. At the same time the cowdre breaking up AT&T’s long-
distance monopoly, the Federal Communications Casion (FCC) was breaking up
Bell Labs’ monopoly on cellular phone technologyieh enabled Motorola to enter the
mobile cellular phone market (Cohen 1992). In 198&, Omnibus Trade Act established
telecommunication services as a tradable good. Menvehe local telecom services
controlled by the baby bells were only to be opdmgthe Federal Telecom Act endorsed

in 1996 (TA96), which was signed into law by PresitBill Clinton in 1999.

* In spite of these commonalities, national poliegponses were quite divers. For an in-depth cortipara
analysis of telecom regulation, see Noam (19923n@e (1994), Vogel (1996), Schneider (2001).
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In Europe it was the desire of the European Comams$o overcome the
disadvantages of fragmentation that provided thet impgortant momentum for reform.
Inspired by the experience of the US and encouragezktveral Member States who also
followed a more liberal approach, the Commissiocuneed to its competition powers
under Article 90.3 EEC to force liberalization afst telecommunications equipment and
later services and networks. The first major stethis process was the publication of the
“Green Paper on the Development of the Common Maf&e Telecommunication
Services and Equipment” in 1987. Several MembeteStattempted to challenge the
Commission’s competence in this area, but by 1882 European Court of Justice had
upheld the Commission’s decisions for both equipnael services. This paved the way
for liberalization proposals of telephone servioe4993 and infrastructures in 1994, in
the form of both liberalization directives and hamzation of standards for
interconnection, licenses and universal service. Chuncil’'s adoption of the Green Paper
on the Liberalization of Telecommunications Infrasture and Cable Television
Networks in 1996 provided the basis for full libezation of the infrastructure by 1998.

The radical transformation of European telecomqyohas been the subject of
many studies, but analysts still disagree about riwst important factors for the
development. Sandholtz (1998) and Schmidt (1998Jedime the activism of the
European Commission, while Thatcher (1999; 200bwshthe cooperation between the
Member States and the EU Commission. Even thoughraeMember States did not
appreciate the Commission’s self-empowerment, coatitin within the Council pursued

the same policy objectives (Holmes/Young 2002).

®> The Commission later unified and simplified regioia of all types of electronic communication inG20

11



The changing international framework

Domestic and regional liberalization not only ceshtan atmosphere of reform,
they also directly put into question the utilitytbe traditional international system. Based
on reciprocal exchanges, the international accogmiate system in particular put stress
on countries that had chosen to deregulate theiredbonmarkets. If one country lowered
its charges in response to international competitaord a second country remained a
monopoly, then traffic flows became distorted. Tov-priced country would send more
messages than it received. If the high-priced ayumisisted substantial reduction in the
accounting rate, it could reap enormous profits @edeasing surpluses over time. The
pricing system therefore created an important &gesnst domestic deregulation. The US,
for instance, experienced an annual balance-of-pajgndeficit on telecommunications
services approaching $3 billion by the early 199@sich explains why almost all of the
most important policy actors all of a sudden becain¢erested in reform
(Cowhey/Aronson 1993: 185-6). Through technologinabvations, the liberalization of
equipment markets, and changes in domestic settihgs underlying conditions that
guaranteed the operations of the internationalcosfe cartels — and the complicated
pricing system supporting it — had been undermimgdhe late 1980s (Petrazzini 1996).
The forces for change were thus considerable, amahg the leading countries, there were
no major disagreements about the necessity tomefloe system of international telecom
service tradé.

Simultaneous to these domestic developments inteleeommunication sector,
services had become part of the trade negotiabbtise Uruguay Round of the General
Agreement on Trade and Tariffs (GATT). When the GAfTirned into the World Trade

Organization in 1995, it included a General Agreehan the Trade of Services (GATS).

® Interviews with EU and US business and governmeptesentatives on 19 February, 5 June, 18 June
2003.
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(see Hoekman/Kostecki 2001). Previously, servicemrewconsidered fundamentally
different from goods: their mode of delivery antieatissues seemed to make them unfit
for an international trading regime. The GATS aitmsring service exchange under the
same trade regime as the exchange of goods. Yebfotie principals of liberalization
under the GATT regime, the most favored nationaFkWi principal, is quite radical: any
signatory had to be offered non-discriminatory neaikccess. This entailed a considerable
risk of free riding, as more open markets would hiavaccept entrants from markets that
were much slower in reducing barriers.

The prospect of MFN applying to all service markatence was unacceptable to a
large number of countries, and so the solution pgegavas to negotiate sector by sector,
with countries submitting lists of commitments dmeit liberalization projects. As it
became obvious that such sector specific negatisitweould not be completed within the
Uruguay Round, it was agreed that sectoral negmtisitwould need to continue after the
establishment of the WTO. For telecommunicatiorvises, the Uruguay Round had
achieved only an agreement on the principle ofréilieation and commitments on some
elements of telecommunication services, called eraldded services. Basic
telecommunications, the heart of telecommunicasienvices, remained to be negotiated.

Sectoral negotiations were scheduled from May 1084l mid-1996. By mid-
1996, 48 governments had tabled offers. However,go&rnment and industry, which
felt that it was offering a very large market fattlé in return, declared that it did not
believe these offers constituted a sufficient fcak mass” and refused to conclude the
negotiations. In order to not end with a compleddufe, Renato Ruggiero, Director-

General of the WTO, suggested preserving the pedposm a Protocol. After re-

" Basic telecommunications covers the relay of vaicéata from sender to receiver. Value-added sesvi
are additions to these communication services éndiance its format or content, such as online data-
processing, e-mail or voice mail. In the early 199@hen this distinction was agreed upon, valuesddd
services were quite secondary. The real econon@&estlay in the networks that made up basic
telecommunications. For further information, setp:Hwww.wto.org/english/tratop_e/serv_e/telecoi_e
telecom_coverage_e.htm.
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constituting itself into a new body with new paigition rules, the Group on Basic
Telecommunications (GBT), resumed talks for thedthime from 1996 to 1997. The
result of these negotiations, the Basic Telecompaimmins Agreement, was finally
adopted on February 15, 1997, and entered int@ forcFebruary 5, 1998. 69 countries
had submitted schedules on their commitments amaegy discipline.

A key feature of the agreement was the so-calletéfence paper”, signed by over
50 members, setting out the regulatory principlagg tvould need to accompany telecom
liberalization. Inspired by the 1996 US Telecomncations Act, the reference paper
specifies pro-competitive safeguards against thekehgpower abuse of the dominant
provider. It requires the establishment of an iraelent regulatory agency and spells out
conditions for interconnection, license attributionniversal service or spectrum
management. The idea behind the reference papethatsgreement on liberalization
meant little, if the dominant provider could chamgeorbitant prices to new entrants for
leasing its lines, for example, and therefore ietiig competition unilaterall§.

The review of domestic, regional and internationhhnges illustrates that the
stakes for corporate actors spread over severalsleVurning to their political behavior,
we will see the tight connection and the feedbdfdces between these developments: EU
liberalization and domestic deregulation affectlkd international position of firms and
vice versa. Figure 1 juxtaposes these EU, US andOVWEvelopments in order to

summarize the co-evolution of the regulatory frameks.

8 Interview with a US business representative onlg 2003.
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Figure 1: Timeline of Telecom Liberalization

USA EU GATT-WTO
1984 | Disinvesture of AT&T
1985 ECJ rules that competition applies
to telecom
1986 Uruguay Cycle opened
1987 | Omnibus Trade Act Common Market Green Paper
1988 Terminal equipment directive
1989
1990 O.pen.prowsmn and service
directive
1991
1992 ECJ upholds ECC competence
Council resolution approves Value-added telecom services
1993 ; A - .
liberalization intentions negotiated
1994 Mobile Green Paper, Uruguay Cycle concluded
Bangemann Report GBT negotiations launched
1995 G_reen _Paper on Infrastructure WTO established, GATS in effect
Liberalization
1996 | TA96 endorsed C;ounql aQopts infrastructure Fallurg tp conclude GBT
liberalization negotiations
Basic Telecom Agreement and
1997
Reference Paper
1998 Full liberalization
1999 | TA96 signed into law
2000
4. The Evolution of Business Interests

By tracing the evolution of the political activii®f the providers, this section aims
to shed some light on the policy preferences ofaffiected companiesTwo dimensions
will be highlighted in particular: the cognitivendension and the organizational one. Even
though the analysis focuses on the former monopoppliers, other European and US

companies are cited for the illustration of moreeyal trends.

° The interested reader may turn to Cowhey and Rish&000) for an excellent detailed account of the
actual content of the negotiations.

15



Understanding a new issues: the service trade agenda

The idea of “lobbying” always contains the imadeaovery aggressive company
that knows what it wants and goes out to get iteWtelecommunication companies first
got involved in international trade issues, howewvtre fundamental stake was to
understand what was going on and whether this masitant enough to invest their time
and effort.

Since the concept of trade had traditionally nppli@d to services, only few
affected companies were familiar with the workingsnternational trade negotiations and
their terminology. This was true for service companirom all sectors, even when the
companies were private, competitive and very irsteick in expanding in foreign markets.
One of the pioneers of service trade — then workang large financial services company
in the US — recalls first coming in contact withde issues in the early 1980s, “we had
trouble doing business abroad [...]. | didn’t knowe tterminology at the time, but
basically [we were encountering] trade barrierséaining about these political stakes
implied a whole new terminology. “I went home arat this book called “The GATT” to
learn anything there was about this,” he addedvd$ reading it every night and so was
[my CEO] and we would meet in the morning to see Was gotten farther®

Even in the beginning of the 1990s, many compangre not very informed about
WTO issues and international commerce in general, & lack of knowledge was striking
on both sides. As a US company representativetput i

Most trade representatives had never worked on
telecommunications, and most telecom people hadrngeeked
on trade. We were extremely concerned about thetiaigns,

especially when we realized that some of the trzst#ple did not
know what a common carrier wés.

1% |Interview in Washington D.C. on 8 April 2003.
™ Interview, 2 July 2003.
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Some aspect of the issues was new to all of thicypeants, both from the governments
and from the companies. Among US companies that tlamsen to follow the
developments, there was a sense that the ambiiothe trade agenda were ill-matched
with the realities of telecom services. The abandemt of bilateral agreements, and above
all MFN, seemed quite threatening.

So we actually went out and took some initiativeas what this

was about. | mean, we didn’t even know what the GAvias until

the early 1990s. When we first read a draft versibthe GATS,

we felt that USTR could just trade off our entiresimess against

another service or agricultute.
As negotiations continued, companies got more usethe basic concepts of trade
negotiations, but generally the procedures anditeiogy remained confusing. “Nobody
knew how to read a schedule of commitments. We é&aehpeople think that ‘- none, -
none, - none’ meant that ‘none’ had market acctss.”

Naturally, companies didn’t have the opportundyask all the questions they had,
especially if they were following a trade-relate@eting in Geneva with an already tight
schedule.

We developed a sort of code to talk to one anothbile

government representatives where in the room. Wdensare we

would start our phrases by saying “Just to reviehitla bit what

has been said...” so that everybody understood wiaat going

on
While these difficulties became obvious once congmrhad decided to follow the
negotiations, others did not even consider the W@ ©e a subject that necessitated close
monitoring. At the time, international telephonysadiscussed through the negotiation of
interconnection modalities in the ITU. For many \pders, the WTO only entered the

picture when it started examining an issue traddilgrdealt with by the ITU: accounting

rates. As a representative of a former Europearopuiy recalls,

2 |nterview, 2 July 2003.
13 |bid. “None” answers the question about remainitagket access restrictions.
14 i

Ibid.

17



| have to admit, | only discovered the WTO at thergm. Initially,

people considered the WTO to be something quitetratis

“value-added”, “basic services” ...? In most courdtyigou didn’t

really have a realization that there was a newityeal that you

couldn’t do anything anymore without paying attentito the

wTO."®
Several of the European companies did not imadieeimpact the WTO negotiations
would have. Even though sector-specific negotiatibad been going on since 1994, and
despite the fact that value-added services had leeen open to competition by the end of
the Uruguay Round, many companies affected by Hamges were not engaged in the
process. Quite often, it was the trade represemstati the respective governments, who
solicited their help. A US official explains thistv reference to a specific sub-sector of
telecom services,

If you want a meeting, you call the companies. Viin'tl even

know who they were, so we started casting the ndtlainging

them in. We basically had to start at square omkeexiplain trade

terminology to thent®
Company feedback was sometimes slow and a Commissiarnal underlines how

“remarkably uninterested” European firms were ie #arly stage¥. During the first

round of negotiations, national operators weredgrgbsent from the WTO talks.

Getting organized

Things changed during the second phase of negwigtirom 1996 to 1998. By
the mid-1990s, “there was such an empowerment ofWi€® that many companies
discovered its importancé®Within only two to three years, the issue had bexafear
and salient to almost everybody. The question neethihow to best participate in the

process. For the former monopoly providers, onehinigssume the contacts were

15 Interview, 3 July 2003.

18 Interview, Washington D.C., 18 June 2003.

7 Interview, Brussels, 3 September 2003.

18 Interview with the representative of a nationaiweek provider, 3 July 2003.
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especially close between the company and the raiggtigovernment. As a US lobbyist
remembers, “within Washington, for example, thesparfrom Deutsche Telekom was for
a long time an attaché at the German embdSsuit old traditions had changed by the
time telecom services were negotiated in GenevdisBrTelecom had been privatized
since 1981. Even for other countries, the naturearitacts transformed rapidly in the
course of EU liberalization. As an official fromettWTO secretariat put it, by the mid-
1990s, “Deutsche Telekom and France Telekom loaleey similar to AT&T.” The EU
had transformed and there was the idea “that this a\company?® However, European
operators did not have a long history of workinghmthe European Commission and only
learned to do so in the course of internal EU Abeation.

By contrast, business-government relations seemech more developed and
institutionalized in the US. While the most actlv& companies formed an industry group
that followed the US delegation to Geneva and dgheeregular feedback between 1994
and 1997, there was no industry presence on thepEan side that directly followed the
negotiatior?’ “Of course, the operators had their contacts &irthespective member
states, but they followed from somewhat of a distdhexplains a public official from an
EU member stat& Even in recent ITU meetings, business-governmelations in the
US appeared to be tighter.

| could see the way the Americans operated — thegdgon of
government representatives as well as industry: tbally acted as
one block. [...] In contrast, the EU is not nearly a=ll
organized
Since feedback from companies reinforces a countniegotiating position, the EU

Commission started soliciting the support of com@sion trade issues more generally. In

particular, it created trade forums, such as tl@n3atlantic Business Dialogue (TABD) or

9 Interview, Washington D.C., 23 June 2003.

% |Interview in Geneva, 24 October 2003.

2L Interview with the chair of this industry group.

2 Interview with a public official from an EU Memb&tate, 9 December 2002.
3 Interview with a representative of a EU networ@pder, 14 February 2003.

19



the European Service Forum (ESF), to assist thetimein trade work (Balanya et al. 1999;
Cowles 2001). For the Commission, business inputrigial for trade negotiations,
confirms a business representative: “Quite oftea, Gommission will approach us to ask
us to keep them informed about market barriers erteoed: ‘If you have a problem,
please tell us!"

In the US, companies lobby without this kind ofifical effort: “companies put
money for election, they want to follow up, theynwao have discussions and they will
always mobilize their CEO to go and speak with tHéhEven though CEOs of European
companies do occasionally enter into contact withlipwfficials and politicians, the heart
of policy-related work is not their responsibilityn the EU, most of the public statements
are done by trade associations.

Trade associations do exist in the US, but they tende only as active as the
companies that carry them. Associations that haedn impact on service negotiations,
or the telecommunication issues more specificallythe Coalition of Service Industries
(CSI) or the US Council for International BusingdskSCIB). Beyond those associations
based on broad membership, the activities of mpeeic associations are negligible. US
companies lobby for themselves: “We actually goGeneva; we follow meetings; we
work directly with the individual ambassadors te tWTO.”?® EU companies in turn cite
the ESF as one of the most important ways of vgitieir concerns about GATS-related
issues’’

With respect to telecom service trade, the matstist) differences between US
and EU lobbying are due to the different degreénsfitutional complexity in the trade
policy-making process and telecommunication issuéstwork operators in Europe

organized transnationally by forming the EuropeaeleGommunications Operators

2 Interview in Brussels, 14 February 2003.
25 H
Ibid.
%% |bid.
" pointed out by all EU companies interviewed.
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Association (ETNO) in 1992, directly in responseth® liberalization efforts of the
Commission. Concerning the GBT negotiations, onesdseto understand that
telecommunication services at the time were a domgshared competences between the
EU level and the Member States. However, as a septative of a Member State recalls,

We didn't know very well what was within Community

competence and what was within the competenceeofMiémber

States. When the meetings were well prepared, the® no

problem. But the objective wasn't clear or when @@mmission

went beyond its mandate, it became much more coatpli. In

the same meeting, you would have first the EU dmeh tthe

Member States speak up, and they didn't say the $himg?®
As sector negotiations in financial services, tefemunications, and transport continued
throughout the 1995-7 period, the European Cowmdlthe Commission had agreed upon
a code of conduct, assuring that the Commissiorthieesole negotiator for the EU
(Woolcock 2000). Nonetheless, the EU Delegation wa#e large throughout the
negotiations. Apart from 5-6 people of the Comnoissi there were at least 2
representatives of each Member States: the dedegatiickly had about 40 peoffe.

Aware of the complex distribution of capacitiesjyr@pean companies chose to
pursue a multi-level approach. Deutsche Telekom,ef@ample, is a direct member of
ETNO, but also an indirect member of the EU empisyassociation UNICE through the
national employers’ association BDI or of EICTAdbhgh BITKOM. Concerning GATS-
related issues, they work through the ESF, but th@yernment affairs branch offices in
Bonn and Brussels allows them to keep in directaminfAbout the same strategy applies
for other European network provides.

Within only a few years, European operators hacktognize and master not only

the difficult new issue of service trade, they alsad to organize their interest

representation along the lines of a multi-leveltsys of competence division. Since all

2 |Interview, 9 December 2002.
29 |bid.
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political activities always necessitate resourtlis, multi-level approach was costly and
cumbersome. Moreover, it added a supranational lefvénterest aggregation through

ETNO that American operators did not have to gough.

Evolving stakes and policy preferences

The context of political activities of Europeanngmanies was transforming
radically in these couple of years. It is true thasinesses adjusted to the new reality of
European liberalization and learned to play thetileukl game of interest representation,
but governments likewise defined and redefinedrtipeeferences as the negotiations
continued.

The failure to conclude the negotiations accordmgchedule in mid-1996 testifies
to the hesitations and the tensions between sepelialy objectives. Unsatisfied by the
offers from other countries, the US government mfiu® conclude the agreement. As a
European company representative put it, the falae a “paradox”. The United States,
which had pushed so much for an agreement, “alh gudden didn't seem to want it
anymore.*® A European Commission representative explains,

It is true that the US was pushing for telecom riltization, but

only for long-distance. They didn't want to open thir local

markets. By 1996, we had liberalized further thiam US, which

only then introduced their Telecom A%t.
The US perspective is more nuanced. They undetio&@ much is at stake in a
multilateral agreement based on MFN. This lackeaiprocity leaves a large potential for

free riders, so an essential component of the W8%tion throughout the negotiations

was to achieve a critical mass of countries mak#ripus commitment¥.Yet the US was

% Interview with a EU business representative, § 2003.
3 Interview with an EU Commission official, 19 Fehry 2002.
32 Interviews in Washington D.C., 5 June, 18 June]@¥, 2 July 2003.
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much more nervous about this outcome than othertgesnbecause they could have
achieved an equally satisfying result for interoiadil trade through other means.

The US wasn’t ready to conclude [in 1996]. Throughethe

negotiations the US had a profound feeling of digocoinOn the

one hand, they wanted an agreement. They werestenyg on the

telecom market, they were exporters. On the othadhthey were

equipped with a large arsenal of unilateral poliogls. So the

guestion was: why renounce a unilateralism that wasking

well?*3
This question temporarily even opposed differeanbhes of the US government. Yet the
fact that the US had insisted on the GATS as a evinohde it difficult to completely
abandon the telecom negotiations, which was thensemost important service sector
after financial negotiations.

For the EU Commission, the negotiation of teleceanvice trade tied together
several stakes. After the ambitious intra-Europlaeralization projects, a central stake
was to align international policy with Europeaneijves. Throughout the 1990s, one can
therefore find a temporal concordance between -lBUatimetables and international
deadlines, which was one of the primary objectivEshe Commission (Holmes/Young
2002). Negotiating the modalities of internatiotelephony at the WTO rather than the
ITU furthermore increased the field of competenméshe EU. At the WTO, it is the
European Commission who negotiates for the Membate§ At the ITU, it is the
Member States; the Commission only had access a®baerver. The European
Commission was therefore interested in the conmiusif a successful agreement and as
central to the evolution of the international negtdns as it had been to the intra-
European telecom liberalization. A member statgsesentative remembers that during

the GBT round, “the Commission had the annoyinglésicy to negotiate more with the

Member States than with the rest of the worfiOne US officials confirms,

33 Interview with a public official from an EU membstate, 9 December 2002.
34 i
Ibid.
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We were constantly observing that. Before everytmggethe EU
delegation met in the morning in order to try a han out a
position. If they weren’t successful, the meeting lvad with them
afterwards would be like treading wafar.

The policy preferences of the affected companiesevequally divided. Of course,
the radical changes seemed threatening to mosbriesuppliers, who risked losing parts
of their profitable home markets. Yet, as the Ebnfework for telecom liberalization
moved forward, businesses started looking at teopportunities that they might get out
of a new international frameworR With reference to the early years of the orgaionag
representative of ETNO recalls,

At the beginning, ETNO was more protective in ifgom@ach.

Then, realizing that there is no point in resistsmgnething that is

arriving, you might just as well play the game aseav entrant as

well %’
Companies also felt that the EU liberalization psx had reshuffled the conditions of
their international activities.

For Europe, who had undertaken the Community liizidon

with a fixed deadline, a principal objective wasatthieve a global

equilibrium, so that they wouldn’'t be the only oneto had

opened their markef§.
Since the option of a protected monopoly positioaswio longer available, market
opening became appealing because it promised nsiwdas opportunities abroad.

The search for new opportunities has to be undedstothe context of a general
boom in telecommunications at the time. The mid-E9@@re the time of the “internet
bubble” of great expansion throughout the sectBrety company wanted to became a
European or a global leader in a certain humbesegiments,” underlines a business

representativd’ Internationalization became crucial for many Ewap operators. After

France Télécom and Spain’s Telefonica, several famo operators started investing

% Interview on 18 June 2003.

% Interview with a representative of Deutsche Tefeko

3" Interview in Brussels, 14 February 2003.

:z Interview with a European business representaBiviaily 2003.
Ibid.
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abroad in the mid-1990s. Moreover British Telec@eputsche Telekom, PTT Telecom,
France Telecom, Telefonica and Telia all enterdidrades that allowed them to propose
global business services increasingly demandedrigg telecommunication users.
As Young (2002: 55) underlines, alliances were s$iggmt to the multilateral talks,
because they required approval by the competitighagities in each country. Both the
Federal Communications Commission and the Euro@anmission required domestic
markets to be liberalized in order to grant th@praval. With the political determination
of the European Commission, the ambigious poliepwa of pursuing a protected home
market but investing in foreign markets became naor@ more difficult. As a result, the
internationalization objectives of European opesatoainslated into political support for
the GBT talks. A representative summarizes:

All national operators supported EU negotiating ifi@s. They

were confident in their own markets and they wartte@xpand.

That happened during the time of the internet betiiew markets

were potential jackpots. All analysts were advisiaggo into it.

Billions have been invested in nothing. [*°].
The question of the mid-1990s was not the “if’, b “how” of liberalization, both in
Europe and in the US. For US companies, more thiaBdropean ones, the major concern
was that they would not get from other countriestwhey felt they were offering. But
“by the time an agreement was reached in 1997,singwas quite positive about the
results of these negotiation8. Within a very short period of time, companies iritbthe

US and the EU had embraced a very ambitious lilzetadn project that opened up their

markets to international competition.

O Interview with a business representative in Briss$8 November 2003.
! Interview with a US government representative @7eJ2003. See also Sherman (1998).
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5. Conclusion

The micro analysis of the process of trade lobbyshgws that several of the
assumptions of the traditional literature of trgadicy-making does not apply well to the
case study. Assuming that companies act on clegfiped interests in order to pressure
governments for regulatory measures oversimplifiggdicy-making dynamics. The
telecom case study highlights two particular din@ems of business interest
representation: a cognitive and an organizationa. ohhe cognitive work of the
businesses affected by a policy is to understapdliay issue and grasp its importance.
Information exchange and evaluation therefore dttes a central part in the work of
business representatives. Businesses not onlycéshin and understand a whole new
language before being able to participate in tleegss, they also had to evaluate if the
abstract negotiations of the WTO would have an thpa their business operations at all.

The organizational challenges of a complex webcapbacity distribution and
reciprocal interactions between countries furtheenweeight on the interest representation
of the affected companies. Especially in the EU, ganies have to adjust to a multi-level
system of policy making. The multiplicity of chats@ised in the context of trade policy
shows that the link between companies and governmifctals is not simply one of
unilateral influence. Especially in the EU, pol#iactors within the Commission actively
solicited companies to support their negotiationecitives against unwilling member
states. Moreover, the Commission employed its gistoon over alliances in order to
affect the companies’ preferences on global tratkes t

The institutional setting and the beliefs in tmevitability of competition thus
contribute to explaining the policy stances of E@an network operators. Without an
understanding of this context, it would have beeanryvdifficult to predict policy

preferences as they evolved endogenously.
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To be sure, telecommunication services are a dpesa. Service trade does not
always have clear export or import markets and comegaare not competitive players as
we know them from theory. The case study does inot@contradict classical predictions
for the lobbying around the trade of goods. Rathehould be understood as a marginal
case that reveals the basic assumptions of traditimbbying assumptions. Perfect
competition and knowledge about the consequencdibarflization was limited in the
telecommunication example. In deregulated industwiere firms have to confront new
trade issues under a great degree of uncertawiypying behavior will evolve over the
course of business-government interactions. In ttostext, political strategies can

contribute significantly to the final policy demandoiced by corporate actors.
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