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Creative Destruction
in the

Information Age:

The Fallout

on America's
Latino Communities

by Anthony G. Wilhelm

Introduction
The 104th Congress is in the midst of the first

wholesale reform of telecommunications regulation in

one-half century. The new regulatory framework
emerging in the Republican-controlled Congress, if

enacted, will usher in a radically deregulated, market-

driven telecom environment, one in which the benefits of

the emerging national information infrastructure will

likely be distributed differentially, based on ethnicity and

socio-economic status. Many U.S. residents may actually

be charged higher rates for essential telecommunication

services after deregulation (just as they did when cable

television was deregulated), which may force many
vulnerable users off the network. In addition, the

concentration of media ownership eschews the viability of

greater minority control of telecommunications and media

outlets. The irony then is that although advanced,

interactive technologies promise empowerment and
choice, a laissez-faire approach to reform may exacerbate

fault lines in the information society between those who
are already advantaged and less affluent ethnic and racial

minorities.

In the 1940s, Joseph Schumpeter coined the term

"creative destruction" to refer to the rapid economic and

technological transformations that typify societies

dominated by market economies.' The act of creating new
products inescapably leads to the destruction of what
preceded it. Knowing that the market is dynamic, it is

difficult at best to prognosticate with any confidence how
the destruction of the old industrial-age order—centered

on the production and movement of commodities—will

affect communities of color. There will no doubt be

opportunities as well as hurdles to overcome as the

creation of the new order—founded on the

commodification of digital bits—supersedes the transfer

of material things. But a just, reasonable, and
compassionate public policy is necessary (although

insufficient) to ensure that these opportunities are

available to all strata of society. Rather than pinpoint the

exact nature of these changes, this essay will simply

provide guideposts with which interested persons can

hopefully find their bearings as day breaks over the

information society.

Latinos and Telecommunications Today
The telecommunications debate in the U.S. is at a

crossroads. However, the voices of Latinos2 have been

conspicuously absent. When the White House Advisory

Council on the National Information Infrastructure was
first announced, for example, not a single Hispanic was
on it. Only later was Eduardo Gomez, president and
general manager of Albuquerque's KABQ radio added to

the Council. The importance of this Council (and of

telecommunications policy in general) for Latino

communities cannot be overstated. In a society that is

becoming more technology-dependent, all communities of

color must have access to the tools that will both meet

their information/communication needs and increase their

prospects for success in the global economy.

The lack of access to the policy process on the part of

Latinos is all the more disconcerting since Hispanics

currently lag behind non-Hispanics in access to and use of

telecommunications tools, namely, telephones and

computers. While most take for granted the presence of a

telephone in the home, Hispanic households lack basic

service at a rate 2V2 times the national average. In

November 1994, for example, the national telephone

penetration rate was 93.8 percent. However, for Latino

households, only 85.8 percent had access to a phone. 3

Without links to the outside world, many Latino residents

may face further marginalization from the society at large.

Although they are fast becoming vital components of

work, school, social and private media environments,

The views expressed in this essay are those of the author and do not necessarily reflect those of The Tomds Rivera Center or its Trustees.
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advanced telecommunications technologies such as

computer networks are also disproportionately absent

from the lives of America's Hispanic communities. In

terms of home computer access, the rate for whites, as of

November 1994, was twice that for Hispanics, with over

one in four whites (28.6%) in the U.S. having a home
computer compared to one in eight Hispanics (13.1%). 4

Hispanics are also less likely to use a computer at work,

with 29.3 percent of Hispanics using a computer on the

job compared to 45.8 percent of all persons. 5 Although

some of the gap between Hispanics and non-Hispanics

can be explained by income (after all, Hispanics are

disproportionately low income), a Tomas Rivera Center

report finds that even when income and education are held

constant, Latinos are still less likely to have access to

essential information technology. 6

Creative Destruction in the Technological Society

Fostering computer literacy among Hispanics,

especially children, cannot be overemphasized, since the

emerging information society will leave in its wake those

who lack the skills needed to compete. Those who have

PC skills already earn more than those without.

Conversely, individuals without computer literacy may
face obsolescence in a dynamic marketplace. 7 As Peter

Drucker has pointed out, "universal literacy of a very high

order is the first priority . . . without it, no society can

hope to be capable of high performance in the post-

capitalist world and in its knowledge society." 8 This

knowledge society about which Drucker writes is one in

which the manipulation of computers and an

understanding of the dynamics of technology are

essential.

Latinos face formidable challenges in being

disproportionately implicated in the technologies and

social relations of the late industrial age—an age that is

currently experiencing its eclipse by the post-industrial,

information-based economy. To illustrate: Latinos attend

classrooms with fewer computers per capita than their

non-Latino counterparts; 9 go to schools with facilities not

designed or equipped for a twenty-first century

educational infrastructure;
10

live in media environments

dominated by passive, one-way tele-technologies such as

television, rather than interactive, computer-based

multimedia; 11 and work disproportionately in jobs that are

susceptible to obsolescence due to advances in

technology. 12

In many ways, how Schumpeter captured the dynamic

of capitalism in the early 1940s—describing its frenetic

impulse to found new markets and new consumer
goods—is more relevant today than ever before. The
rhythm of change is more rapid, which puts greater

burden on people to adapt more quickly. The example of

the computer is relevant here. The processing power of

the microchip doubles at least every eighteen months,

demanding the birth of new hardware and software and

the simultaneous banishing of the older technology to

yard sales and attics. The newer technology—e.g., the

Pentium processor—puts pressure on public and private

institutions to upgrade so as not to "fall behind." This

means schools must spend precious resources on
extremely capital-intensive equipment; parents must
ponder purchasing a multimedia system with enough
memory to run the array of images that keep their children

so enthralled; and employers must invest in retraining

their workers to compete in a hi-tech, global economy.
For those shrinking numbers who are fortunate enough to

make the adjustment to a technology-intensive society,

their opportunities for success are greatly enhanced.
Conversely, the multitudes who do not have the resources.

skills, and knowledge to adapt (a disproportionate number
at present being ethnic and racial minorities) will likely

continue to experience high rates of unemployment,
poverty and marginalization.

The Dawning of a New Regulatory Framework
Although the development of the national information

infrastructure is largely market-driven, prudent public

policy can help ease the transition process so that access to

the information and communication tools of the future will

be made available to all residents. A policy that unleashes

the market before the conditions are in place for viable

competition may adversely impact low-income customers.

Following the divestiture of AT&T and the subsequent end

of cross-subsidization of basic residential service, for

example, most states developed universal lifeline policies

that eased the cost burden on low-income users. As
California State Senator Richard G. Polanco has

suggested, "the 'tools of technology' that we use in

government must provide maximum benefit to all our

residents. We must do all we can to remove the glass

ceiling that separates the information poor from the

information rich. What that requires is thoughtful

policy..."
13 What this statement reveals is the enduring

relevance of good public policy to the development of just,

reasonable, and compassionate telecommunications laws.

We must do all we can to remove the glass

ceiling that separates the information poor

from the information rich.

The U.S. Congress is currently overhauling

telecommunications policy. In March, the Senate passed

the "Telecommunications Competition and Deregulation

Act of 1995" (S. 652), whose stated purpose was to

"provide for a pro-competitive, de-regulatory national

policy framework." In many respects S. 652 conflates the

concepts "deregulation" and "competition," as if the

elimination of current regulatory barriers would
ineluctably lead to competition. On the contrary, the

"Communications Act of 1995," which by most accounts

was more radical than the Senate bill, calls for an end to

many cross-ownership rules and the rapid deregulation

of cable television rates. These provisions by no

means assure the cultivation of a competitive
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telecommunications environment.

The Clinton Administration has circulated its

misgivings about the Senate and the House versions of the

telecommunications bill. In a letter to Senator Ernest

Hollings, President Clinton summed up his concerns as

follows:

Legislation should protect and promote

diversity of ownership and opinions in the

mass media, should protect consumers from

unjustified rate increases for cable and

telephone services, and, in particular, should

include a test specifically designed to ensure

that the Bell companies entering into long

distance markets will not impede
competition. 14

The Administration seems to understand perhaps better

than the majority in Congress that "real competition" does

not follow directly from the elimination of the rate-of-

return regulatory model. Pushing for Department of

Justice (DOJ) involvement in the determination of

whether entry by local exchange carriers into new markets

would indeed promote competition, for example, provides

a check against unbridled concentration of ownership.

While the Congress is pushing for an end to traditional

government regulation of the telecom industry and a

downsizing of the Federal Communications Commission

(FCC), the Administration remains committed to as much
governmental oversight as will protect the public interest.

The States are already opening their local telephone

markets to competition, with twelve states now open to

competition (including Dlinois and New York) and twenty

others (including California, Texas, and Florida) allowing

partial competitive status to telecommunications

providers. 15 The states have been experimenting with

alternative regulation for some time, and have offered

companies various incentives to build innovative

infrastructures while preserving universal service and

keeping rates down. Since 1987, for example, state

regulatory commissions have ordered rate reductions

totaling $4.11 billion.
16 They wince at the thought of

federal preemption of state and local barriers to

competition (see S. 652, § 201; HR 1555, § 243), arguing

that they have a better understanding of their markets and

local exchange companies than the federal government.

Impacts of Telecommunication Deregulation
Following the break-up of AT&T in 1984, a number of

smaller Regional Bell Operating Companies (RBOCs)
were carved out of Ma Bell to provide local telephone

service in the United States. These companies (NYNEX,
Bell Atlantic, Bell South, SBC Communications,
Ameritech, U.S. West, and Pacific Bell), along with a few

independent local telephone service providers (most

notably GTE), are some of the greatest proponents of

competition. Since these companies have abundant
economic resources (1993 revenues totaling $84.2
billion)

17 they favor immediate deregulation, which would

give them a green light to enter the long-distance

business. They oppose the language of "facilities-based

competitors" which they claim would delay their entry

into long-distance. To influence key legislation such as

this, the RBOCs have contributed over $12.5 million to

members of Congress between 1984 and 1994.

Long-distance companies, such as AT&T, Sprint, and

MCI, are also major players in the telecommunications

arena, with revenues topping $60 billion in 1992. 18 They
intend to compete on the local level while providing

national backbones for telecommunications services.

Thus, they favor relatively rapid deregulation, with the

precondition that the RBOCs face actual competition in

the local phone market before they are permitted to

compete head-to-head for long-distance services. Armed
with high profile lobbyists like Howard Baker and having

sunk over $9 million into the war chest of elected

officials, long-distance companies have had enormous
impact on the shape of this legislation. The industry is

also branching out into the provision of cellular, wireless

and Personal Communications Services (PCS). PCS will

include portable personal faxes, data telecommunications,

and a number of other new applications.

The effects of deregulation on Latino communities will

be dramatic. Those in favor of immediate deregulation

often point to the tremendous benefits that are forecast by

some economists. Those in favor of a more moderate,

protracted process not only contest these economic
forecasts but also point to the potential social impacts of

removing the regulations that currently bind
telecommunications companies, most notably, cross-

ownership and universal service provisions.

Many advocates of immediate, complete deregulation,

the RBOCs in particular, point to the substantial benefits

that fewer regulations could have on the U.S. economy. To

this end they have funded several studies to measure the

economic impact of deregulation. A recent report by the

WEFA Group, an international economic forecasting firm,

projected that there would be significant consumer savings

over the next decade following immediate deregulation. 19

PNR & Associates, a marketing research organization

specializing in telecommunications, analyzed the WEFA
data to determine to what extent savings would be realized

by all ethnic groups. The report found that Hispanic

consumers would save more than average because they

spend more per household on various communication

services. The projected monthly savings, by industry, are

$17 per household on long-distance service; $8 per

household on cable TV services; and $2 per households on

local telephone service. 20 In sharp contrast, a study

conducted by the Consumer Federation of America (CFA)

on the impact of S. 652 reveals that residential rates would

initially increase from the current average of $13.21 to

$22.45 after the first year, and $40.00 after four years.
21 As

is clear from the CFA study, basic rates for phone service

would increase by over 200 percent over the next four

years under the deregulatory conditions of S. 652, resulting

in a cost to consumers of $44 billion.

In addition to the economic impacts of deregulation,
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certain provisions which the current legislation addresses

(as well as features that the bills ignore) are sure to have a

profound impact of the social, political and interpersonal

lives of Latinos. There are three issues of particular

importance. The first issue is universal service, the

provision of advanced telecommunications and
information technologies and services to all U.S. residents

at "just, reasonable, and affordable rates." 22 Both the

House and the Senate bills call for a Federal-State Joint

Board, instituted by the FCC, to recommend rules

regarding the definition, implementation and enforcement

of a universal service policy. While the issue of

telecommunications is undoubtedly complex, it is

intriguing that yet another entity must be created to

provide recommendations about what is just and
reasonable. As early as the 1920s, John Dewey worried

about the control of society by experts—those elites who
were "in the know" about complex issues—since they

often not only clarified the technical issues for the larger

policy but also the moral, political and social ones as well.

A universal service policy that attends more to the

advancement of higher capacity conduits and more
powerful hardware and less to the improvement of the

human community (e.g., valuing the network for the

diversity of voices that are on it) is one of which the

public should be suspicious.

The erosion of cross-ownership barriers and the

continued consolidation of telecommunications and media

output, secondly, will send tremors through minority

communities. It is clear that the "media monopoly," to use

Ben Bagdikian's term, 23
is inimical to the diversity of

sources that could carry the voices of Latino and other

minority communities. The cost of entry is so high to

acquire licenses for broadcasting and advanced
telecommunications services such as PCS that minorities

are at a distinct disadvantage relative to established media

goliaths. What is more, the relaxed cross-ownership

restrictions on broadcasters means that smaller minority

companies may lose out in publishing and producing the

images and words that portray their communities in the

most authentic manner. A recent report by the National

Council of La Raza, for example, suggested that

Hispanics are almost invisible in both the entertainment

and news media, and when they did appear, they were

"consistently and uniformly portrayed more negatively

than other racial and ethnic groups."24

The final issue surrounds the development of an "open

architecture platform" that would enable all users to

access a low-cost, switched, digital network. If an open

platform were constructed (rather than one in which end-

users can merely choose from a preselected menu of

movies, products, channels, etc.), then users could be

publishers as well as consumers of information; they

could participate in public forums and access a wealth of

information, services and applications that could

potentially meet their needs. One key is to have sufficient

upstream capacity to originate and to receive these

services, many of which require enough bandwidth to

transmit full-motion video, multimedia, etc. As a recent

release by the Electronic Frontier Foundation ill F)

stresses:

If new network services are deployed with

adequate down- and up-stream capacity, and
allow peer-to-peer communication, then each

user of the network can be both an information

consumer and publisher. Network architecture

which is truly peer-to-peer can help produce in

digital media the kind of information diversity

that only exists today in the print media

Actually, the EFF probably overestimates the diversity in

today's media, as the NCLR report shows. The benefit of

the interactive network is to empower individual users to

publish their own stories, rather than having these be
mediatized by the dominant culture.

One concern in the development of an open platform

—

the sort that cable and telephone companies have
promised—is the circumvention of low-income and
minority communities in the provision of advanced
services. A recent report released by the Center for Media
Education (CME) found that several local exchange
carriers were engaged in electronic redlining, bypassing

low-income and minority communities in the advancement

of video on demand. 26 According to CME, the communities

that are now being outfitted for video dialtone have median
incomes of between $50,000 and $60,000, about 2'/2 times

the income of the median Latino household.

Conclusion
A critical issue for policymakers is to ensure that a

flexible baseline for essential service be established,

above and beyond which the users, not the basic

subscribers, will pay for services. The deregulation of the

telecommunications industry is going to pose a number of

new challenges to society. To ensure that the goals of

universal service, access, and affordability are promoted

will require the concerted efforts of policy makers, non-

profits, the private sector, consumer groups, etc. While

facilitating greater competition would likely create the

conditions for greater media ownership for Latino firms

and lower rates for residents, imprudent legislation might

destroy this foundation. The result could well be a

fractured society in which low-income persons as well as

ethnic and racial minorities are isolated from the rest of

society. To mitigate against growing inequalities in

society between (information) rich and poor, policy

makers and industry must be held accountable for their

decisions on such vital issues as telecommunications

policy and development. They ought to respond to the

needs of their constituents/ customers—in particular,

those who for too long have been ignored—and not only

to the affluent society.
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