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Executive Summary 

There are two primary ways governments 
insert themselves in the problem of limited 
internet access. One is to subsidize the 
construction of new infrastructure in 
underserved areas. The other is to operate 
as an internet service provider, usually in 
competition with private companies. Both 
have been tried in Michigan, but neither 
approach has a successful track record of 
connecting more people to the internet. 
Government officials increased these 
efforts in recent years, and there are 
important policy lessons to be learned 
from the experience. 

There are several problems with the 
government heavily subsidizing 
infrastructure and closely managing how 
those subsidies are spent. To justify the 
spending, governments often exaggerate 
the problem, claiming households need 
superfast speeds or counting people as 
“unserved” when they simply choose not to 
subscribe to the internet service available to 
them. In doing so, government officials 
often fixate on one solution: wired, fiber 
connections. Fiber is excellent at delivering 
high speeds but is not necessarily the best 
solution for many households. 

Government subsidy programs also tend to 
operate slowly, taking years to develop 
plans for how they will distribute subsidies. 
When the funds are distributed, 
governments add delays by having to avoid 
wasteful duplication, a problem that does 
not exist when the private sector makes its 
own investment decisions. Governments 
also bring unrelated spending priorities into 
their internet subsidy programs, including 

union wage mandates, climate change, and 
funds for politically favored areas. 

Government-run internet systems, which 
can be found in several Michigan cities and 
towns, have their own problems. When 
operating on a level playing field, 
government-run systems lack economies 
of scale and have a poor track record of 
competing with professionals with profit 
motives. Local governments are also 
unprepared to compete in markets. The 
other services they operate, such as 
electricity, water, and sewers, are run as 
monopolies with no competition. When 
selling their communities on the idea of a 
government-run internet network, local 
governments tend to underestimate the 
costs and fail to account for how they will 
drive out job-providing and taxpaying 
private businesses. 

In response, local governments try to tilt 
the playing field. They stack the deck 
against private internet providers by giving 
themselves expedited regulatory approvals 
and access to city-owned rights-of-way 
that are not shared with their competitors. 
They also use tax revenue to subsidize their 
operations, so that they can lower their 
rates. Governments may also increase their 
water or electricity rates to cross-subsidize 
internet operations. This means non-
subscribers are paying a portion of the 
costs for subscribers. 

Policymakers have better options for 
improving internet access in Michigan that 
do not require massive subsidy programs 
or creating government-run networks that 
compete against private companies.  
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They should start with sober assessments 
and realistic expectations of what 
households need. Setting the standard at 
an unrealistic level will inevitably lead to 
misallocation of resources. Some will get 
access to an internet service that far 
exceeds what they need, while others end 
up with less access or fewer providers to 
choose from. 

Any government support for internet 
infrastructure should be technologically 
neutral. That means avoiding favoring 
fiber as a one-size-fits-all solution. It is 
expensive and not necessarily the best 
technology for many households.  

Governments should also focus on the 
unserved and not bring in unrelated 
agendas like favoring union contracts, 
fighting climate change, and diverting 
funding to areas that already have many 
providers in the market.  

To the extent the problem is slow 
expansion by private providers, there is 
much that local government can do to 
work with them. They can lower 
regulatory barriers by expediting 
approvals and permits and give access to 
rights-of-way owned by local 
governments. Some of these barriers are 
simply unnecessary, while others appear 
to be attempts by governments that 
operate their own networks to keep 
competitors out of the market. 

Michigan’s various programs for 
expanding internet access to date have 
done little to connect more people to the 
information superhighway. The state’s 
administration of these programs has 
improved recently, but the federal funds 
sent to Michigan for expanding access do 

not appear to have been a good investment 
for taxpayers. This is a significant lost 
opportunity for promoting economic 
growth in the state. Michigan 
policymakers have better options to 
improve internet access. 
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Introduction 

There are two primary ways governments 
attempt to expand and improve internet 
access. One is to subsidize the 
construction of new infrastructure in 
underserved areas. The other is to operate 
as an internet service provider and 
compete with private companies. 
Government officials increased these 
efforts in recent years, and there are 
important policy lessons to be learned 
from the experience. 

The federal government passed major 
stimulus bills in 2021 related to COVID-
19 that included subsidies for internet 
buildout programs. The primary purpose 
was to close the so-called digital divide — 
the gap between people who have 
sufficient access to the internet and those 
who do not. Proponents argued that large 
government subsidies were needed to 
address the problem. 

Gigi Sohn, shortly before President Biden 
nominated her to a seat on the U.S. Federal 
Communications Commission, argued that 
“high-speed broadband internet access has 
become a necessity to learn, work, engage in 
commerce and culture … and stay 
connected to neighbors, friends, and 
family.” Similarly, Michigan Gov. Gretchen 
Whitmer lamented the missed economic 
benefits of more internet connectivity: 
“Over $2.5 billion in potential economic 
benefit is left unrealized each year due to 
the digital divide.”1 

President Biden signed the American 
Rescue Plan in March 2021 that provided 
$10 billion in funding for internet 
infrastructure. Michigan used $238 million 

of its allocation from this plan to launch 
the Realizing Opportunity with 
Broadband Infrastructure Networks, or 
ROBIN, grant program.2  

Eight months later, President Biden signed 
an even larger stimulus bill: the 
Infrastructure and Jobs Act. It created the 
federal Broadband Equity, Access, and 
Deployment, or BEAD, program. Michigan 
received another $1.553 billion to expand 
internet access. Whitmer called it “historic 
funding” and “a game-changing 
investment” that would connect 210,000 
Michigan residents to high-speed internet.3  

In addition to these massive subsidies, 
several Michigan municipal governments 
are trying to expand and improve the 
internet by operating their own network. 
These include Traverse City, Marshall and 
Holland. Municipal broadband networks are 
usually touted as offering better and less 
expensive internet access than is available 
from private providers. But these promises 
often fail to materialize or are only achieved 
with more subsidies or with favorable 
regulatory treatment allotted to government 
networks that gives them a competitive 
advantage over private companies.4  

Neither approach — infrastructure 
subsidies nor government broadband 
networks — has a successful track record 
of connecting more people to the internet 
in Michigan. These programs create 
incentives for governments to overstate 
the problem of lack of access to justify their 
funding. They lead to wasteful duplication. 
Bureaucratic delays cause operations to 
crawl along at a snail’s pace. Funds are 
often directed away from the areas that 
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need access to more politically favored 
projects, some in areas already well served. 

This report details these shortcomings and 
explains how policymakers could improve 
internet access in Michigan. It does not 
require massive subsidy programs or 
creating a government-run network to 
outcompete private companies. Public 
officials should instead identify areas of 
genuine need — where access is demanded 
but unavailable — and focus their efforts 
there. The approach should be 
technologically neutral and primarily 
aimed at reducing regulatory barriers for 
private industry to expand access where it 
is needed. 

The Basics of Internet  
Service and Access 

The Michigan High-Speed Internet Office 
website states, “Access to affordable high-
speed internet has become a necessity in 
our professional, personal, and social lives. 
People who lack connectivity miss out on 
online learning, healthcare, and economic 
opportunities.”5 

Most people agree with this statement, but 
it raises two important preliminary 
questions: What is high-speed internet and 
what counts as connectivity? The next two 
sections address these questions because 
they are essential to understanding how 
best to expand internet access effectively 
and efficiently. 

 

* What is enough bandwidth for a household depends on several factors, including the type of online activity and the number of devices 
connected simultaneously. This is one of the reasons why it is difficult to determine a precise minimum speed that will meet everyone’s 
needs. This lack of precision has long been exploited by proponents of government programs to push for standards that exceed what 
most households will ever use. John Eggerton, “FCC Chief Rosenworcel: Universal Broadband Means Its Universally Affordable” 
(Multichannel News, July 25, 2023), https://perma.cc/42PJ-RT5B. 

What is high-speed internet? 

A high-speed internet connection allows 
households to engage in common online 
activities, such as online banking and 
shopping, gaming, social media and video 
streaming. Internet connections are 
increasingly used for health care, education, 
workforce training and remote work.  

The term “high-speed internet” is not well 
defined and is often used synonymously 
with “broadband.” The Federal 
Communications Commission defined 
broadband internet for many years as 
having download speeds of at least 25 
Mbps and upload speeds of at least 3 Mbps 
(25/3). This speed is more than what most 
households need, and many internet users 
would be satisfied with a speed of less than 
25/3 Mbps.*  

Michelle Connolly, former chief 
economist for the FCC, provides useful 
context:  

The FCC’s definition is supposed 
to represent the minimum threshold 
for service to officially count as 
broadband service. It is not 
supposed to represent the 
minimum needed for a household 
with five gamers, two live 
streamers, and two grandparents 
streaming to two ultra-high-
definition 4K TVs 24 hours a day. 
Nor should it.6 (Emphasis in the 
original.) 
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That said, a 25 Mbps download speed is 
sufficient to meet the needs of the vast 
majority of US households. For those who 
would benefit from higher speeds, most 
private internet providers offer faster 
options for a higher fee.7  

The FCC voted in March 2024, however, 
to change the definition of minimum 
broadband speed, choosing 100/20 Mbps 
as the new standard. Critics argue that this 
decision picks winners and losers among 
competing internet service technologies 
and fails to consider how most Americans 
use the internet.8   

Proponents of more government funding 
for broadband often claim that even the 
newly raised federal standard is not 
enough and call for speeds of 1 Gbps, or 
1,000 Mbps. Raising the minimum 
standard will necessarily lead to classifying 
many households as lacking high-speed 
internet, even though nearly all of them 
have broadband access at speeds that meet 
their needs.9 

How much speed typical households need 
is an important question, because the 
definition affects policy choices in 
significant ways. The faster the minimum 
standard the more proponents of 
government intervention can argue that 
the private sector is falling short and that 
more government-funded programs are 
needed to fill in the gaps.  

 

* DSL is an acronym for “digital subscriber line,” which comes from even older dial-up services. Today, the term DSL is misleading 
because the current copper wire technology used for DSL is much faster and may be simultaneously shared with phone line. 

What counts as connectivity? 

Americans access the internet from their 
homes in several different ways, and new 
technologies are constantly emerging. 
Home internet services can use either 
wired or wireless connections. Wired 
internet is delivered by some type of wire 
connected directly to the home, usually 
cable, fiber-optic or copper wire. Many 
wireless internet options compete with 
wired internet, and more are developing 
rapidly. Wireless internet services include 
satellite internet, fixed wireless and 5G 
home internet. 

Fixed connections  

Cable internet is the most common 
current technology for internet service. It 
shares the same wire used to deliver cable 
television service, and it is often bundled 
with TV packages and other services 
offered by TV providers. Most services 
offer a variety of speeds, and most provide 
speeds that approach or exceed 1 Gbps. 
More than 80% of U.S. households have 
access to at least one cable internet 
provider offering broadband speeds.10   

Fiber-optic wire is the fastest current wired 
technology, offering download speeds of 1 
Gbps, with many providers offering speeds 
as fast as 10 Gbps. Upload speeds are also 
faster with fiber-optic wire. Fiber-optic 
service is currently available to about 48% 
of U.S. households, mostly in densely 
populated areas.11 

Copper wire internet, or DSL, is an older 
technology that is becoming obsolete.* For 
some areas, mostly rural ones, copper wire 
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still provides the most reliable and 
affordable internet access. Since DSL is 
delivered through existing telephone lines, 
it is widely available in remote areas, and 
prices tend to be lower compared to other 
fixed wire services. Most remaining DSL 
subscribers, however, receive service that 
is slower than 25 Mbps.12  

Wireless connections  

Satellite internet reaches more U.S. homes 
than any other type because it does not 
require ground-laid infrastructure, such as 
cable wires or cell towers. Anyone with a 
line of sight to the southern sky can 
connect with geostationary satellites 
orbiting overhead. Satellite internet 
services speeds are competitive with wired 
broadband. The leading satellite services 
offer speeds that can reach 100 Mbps or 
faster.13 

Satellite services with much faster speeds 
will soon be available. Elon Musk’s Starlink 
network has deployed nearly 10,000 
satellites as part of a plan to offer high-
speed internet service to almost anyone in 
the world. Tests showed that Starlink 
achieved average speeds of 67 Mbps in the 
United States in 2023, and Musk claims 
the network will soon reach speeds of 300 
Mbps. Amazon is planning to compete 
with Starlink when it launches Project 
Kuiper with over 3,000 satellites.14  

A rapidly emerging technology for 
delivering home internet is 5G mobile 
networks. Recent improvements have 
increased speeds and made mobile 
connections a practical home internet 
option for many households. T-Mobile’s 
5G internet service reaches more than 50 
million households, while Verizon reaches 

40 million. Verizon’s 5G Home plan offers 
top download speeds between 300 Mbps 
and 1 Gbps.15 

Another wireless internet option is fixed 
wireless. The fixed part of the service is a 
wired delivery to a central location, and the 
wireless part is the use of radio waves to 
extend service within a 10-mile radius. 
Fixed wireless carriers send internet signals 
over the air, but unlike 5G signals, these can 
be diminished or blocked by trees, hills or 
buildings. Fixed wireless download speeds 
typically are in the range of 5 to 50 Mbps, 
with faster speeds available closer to the 
tower emitting the signal.16  

A greatly improved type of fixed wireless is 
emerging. Google Fiber and Starry 
Internet, which have been introduced 
mostly in large cities, provide wireless 
internet signals to entire apartment 
buildings and connect individual units 
with a wired ethernet connection. These 
new fixed wireless services can deliver 
speeds up to 1 Gbps.17 

Connectivity neutrality 

All these different ways of connecting to the 
internet help expand access for households. 
Private companies constantly compete to 
deliver faster and more reliable internet. 
They continually invest in technologies to 
improve the bandwidth and speeds they can 
offer consumers. Government policies 
concerning internet access should largely 
be neutral about what type of internet 
connection works best for certain 
households or areas. This is especially 
important as internet technologies 
continue to evolve and improve.    
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The Digital Divide 

Proponents of government subsidies to 
expand internet access typically justify 
these programs by claiming that they close 
the so-called digital divide. Assessing the 
size of this divide is a necessary first step in 
addressing it.  

How many Michigan households 
lack internet access? 

The Michigan High-Speed Internet Office 
wrote in 2024, “Close to 500,000 
households are unserved or underserved 
by high-speed internet infrastructure and 
another 730,000 households face barriers 
related to affordability, adoption, device 
access, digital literacy, or a combination 
thereof.”* The state agency added, “Taken 
together, this means that approximately 
30% of Michigan households do not have 
an affordable, reliable high-speed internet 
connection that meets their needs.”18 

That more than 500,000 Michigan 
households lack adequate internet access 
is hard to believe. This inflated estimate 
inappropriately mixes two different groups 
of households. The first is unserved 
households, or those without any access to 
high-speed internet. The second is 
underserved households, or those with 

 

* The claim that “730,000 households face barriers related to affordability, adoption, device access, digital literacy, or a combination 
thereof” is not explained by the state department. It is likely derived from earlier FCC reports that rely on information from outside 
groups like the National Skills Coalition. For a general explanation of what the National Skills Coalition believes constitutes lack of 
digital literacy, see Amanda Bergson-Shilcock, “What State Leaders Need to Know about Measuring Digital Skills: Options and 
Opportunities” (National Skills Coalition, February 13, 2024), https://perma.cc/EN9R-DS9L. 

† One study finds that about 16% of U.S. adults without home broadband have internet access through their cell phones. “Internet, 
Broadband Fact Sheet” (Pew Research Center, November 20, 2025), https://perma.cc/UD7F-AKRD. 

‡ According to MIHI’s guidance (which has not been updated on its website despite the change discussed below), “A home or 
business is ‘unserved’ if it does not have an internet connection available at a speed of at least 25/3 Mbps from either cable, fiber 
or licensed fixed wireless technology. Based on data published by the FCC, we estimate that there are approximately 370,000 
such homes and businesses in Michigan.” The 370,000 unserved figure rose to 500,000 when the office revised the speed 
requirement to 100/20. “Broadband Equity, Access, and Deployment (BEAD) Program” (Michigan High-Speed Internet Office, 
2026), https://perma.cc/JA9A-VZRA. 

internet speeds deemed too slow by 
government bureaucrats.  

Complicating matters further, the 
assertion that 30% of Michigan 
households do not have “an affordable, 
reliable high-speed internet connection 
that meets their needs” does not take into 
consideration the number of households 
that choose not to purchase high-speed 
internet even though it is available to them. 
Some of them choose not to be online, 
while others may have all the access they 
need through their cell phone service or 
through their employer.† People who have 
good internet access and make the choice 
not to sign up cannot be considered 
victims of the digital divide. Including 
these figures in this statistic means that 
Michigan will never close the digital divide 
no matter how much it spends. 

The estimate of underserved households is 
overstated because it includes households 
served by 5G home internet and satellite 
internet. The state internet office labeled 
these locations underserved regardless of 
whether they offered speeds that met the 
government’s definition of high-speed 
internet.‡ In this case state bureaucrats are 
deciding that some types of internet 
connectivity are more important than 
other types, regardless of the speeds, 
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reliability and affordability of these 
different technologies. 

The Federal Communication Commission’s 
national broadband map provides a better 
estimate of how many households in 
Michigan lack access to some form of high-
speed internet access. It shows that fewer 
than 7% of Michigan households lacked 
access to fixed internet at broadband speeds 
of 100/20 Mbps in 2025.* 

If that 7% is applied to the approximately 
4.7 million households in Michigan, that 
would mean that Michigan has about 
329,000 households without access to 
wired internet at broadband speeds. More 
than half of those households have internet 
access, but at slower speeds than the 
government’s 100/20 Mbps threshold, 
according to FCC data. Many of those 
households may be served by satellite 
services or fixed wireless services as well. 
Only 2.5% of Michigan households have 
no internet service, according to the 
federal government. 

It is important to remember that internet 
access has rapidly improved in recent 
years. High-speed internet is constantly 
expanding, reaching more people, 
improving speeds and lowering the cost of 
access. Home internet access was rare just 
30 years ago, yet today only a small 
percentage of households lack access to 
broadband.† Americans are gaining more 
choices as technological advances and 
private investments continue. The price of 
broadband, at speeds between 100 and 

 

* “FCC National Broadband Map” (Federal Communications Commission, April 9, 2026), https://perma.cc/FG47-HRSL. It should be 
noted that the FCC only counts “terrestrial” broadband, which excludes satellite. When the FCC counts “any technology” (including 
satellite), the availability of 100/20 Mbps speed is 99.99%. 

† Fewer than 20% of households had internet access in 1997. “Falling Through the Net: Part I -- Household Access” (National 
Telecommunications and Information Administration, 1999), https://perma.cc/YFP8-25ZD. 

1,000 Mbps fell by about 60% from 2015 
to 2024 and will likely continue declining. 
Nearly all this progress was achieved by 
private companies operating without 
government subsidies.19 

Subsidizing more internet infrastructure 
makes little sense in this context. This may 
be why the state’s internet office created a 
loose definition of underserved — it creates 
the illusion of a need for government 
intervention. Proceeding with subsidizing 
infrastructure for internet based on such an 
inaccurate and dismal picture of internet 
access in Michigan will lead to massive 
waste and do little to address the problems 
this funding is meant to alleviate. Former 
FCC Chief Economist Connolly calls this 
“mindfully wasteful spending.”20 

Internet Subsidy Programs 
in Michigan 

Michigan currently has two main active 
funding initiatives to expand internet 
access. The ROBIN program, or Realizing 
Opportunity with Broadband 
Infrastructure Networks, is funded by a 
grant from the U.S. Department of 
Treasury created by the American Rescue 
Plan in March 2021. Michigan received 
$250.6 million in total, with $236 million 
for internet projects and the rest for 
program administration. This was 
matched by $219 million in local 
government or private funds (mostly from 
county governments). Altogether, the 
ROBIN program managed $469.6 million, 
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of which about $455 million was to go 
toward internet projects.21  

The BEAD program, or Broadband Equity, 
Access and Deployment, is funded by a 
federal grant from the 2021 Infrastructure 
and Jobs Act. Michigan was allocated 
$1.559 billion in BEAD funds to expand 
internet access. None of these BEAD funds 
could be distributed to grant recipients 
until after the state’s proposal was 
approved by National 
Telecommunications and Information 
Administration in December of 2025.22 

These are not the only government efforts 
to fund internet expansion in Michigan. 
The state operated 19 programs over the 
last decade that spent more than $1.5 
billion. Most of the funding came in the 
form of federal grants passed down to the 
state. When added together, the ROBIN 
and BEAD funding will add another $1.8 
billion in federal funding directed to 
Michigan.23 

These facts put the state in an awkward 
position. It recently spent $1.8 billion 
expanding internet access, but its internet 
office says 30% of households still lack 
sufficient access. It seems that the original 
$1.5 billion failed to accomplish its goals. 
Through ROBIN and BEAD, the state will 
spend about the same amount. If the state 
could not improve internet access with the 
previous $1.5 billion, it seems unlikely that 
it will do any better with this latest round 
of funding. 

The disconnect here is that the state’s 
internet office has inflated the portion of 
Michigan households that lack sufficient 
internet access. The actual figures are 
probably below 5%, and most of the digital 

gap is being closed by private companies 
— on their own, without relying on 
government grants. It seems likely that 
inflating the number of households 
without sufficient internet may be a 
strategy for making government-funding 
for internet access a perpetual process. The 
internet office would have nothing more to 
do if everyone had enough internet access 
to meet their needs. 

Despite the urgent Covid-era calls for 
government action, very few households 
or businesses in Michigan by the end of 
2025 have been connected to the internet 
as a result of the ROBIN program, the 
BEAD program, or by new government-
run internet systems. Indeed, the Michigan 
plan for its BEAD spending program did 
not get approved by the National 
Telecommunications and Information 
Administration, the federal agency in 
charge of the program, until December 2, 
2025. The ROBIN program is somewhat 
further along, with the state claiming that 
it has achieved nearly half its goal of 
connecting 71,000 households to the 
internet, about 33,000 homes.24 

In other words, of the 1,230,000 Michigan 
households the state’s internet office 
claimed needed to be connected, about 
33,000 households, or fewer than 3%, have 
since been connected as a result of these 
two well-funded state programs. Expansion 
by municipal broadband systems adds at 
most a few thousand new connections. By 
any reasonable measure, this would have to 
be considered a dismal failure. 
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How internet subsidy programs 
in Michigan go wrong 

Government subsidy programs designed 
to expand internet access face several 
challenges. Perhaps the most significant is 
the mismatch between programs’ goals 
and the incentives public officials face in 
spending these funds. Unlike in the private 
sector where competition compels 
efficiency, state bureaucrats spending 
these funds need not be prudent or timely. 
As a result, these programs tend to fixate 
on one solution, proceed slowly, duplicate 
efforts and even divert funds away from 
their intended use.*  

One size fits all  

When state agencies receive federal funds 
to expand internet access, no official or 
department is held accountable for the 
performance of those funds. If they are 
spent well and produce genuine benefits 
for the public, no one is rewarded. And if 
they are spent wastefully, no one is held to 
account. Federal officials can claim to have 
done their jobs, because they gave the state 
the money and told them how to spend it. 
State officials can claim the same, because 
they spent the money as instructed. What 
this means is that government officials 
have little incentive to make sure that the 
technology being deployed to expand 
internet access best fits the needs of the 
households that lack it. What they tend to 
do instead is determine for themselves 
what they think customers need or should 
have and fixate on that technology. 

 

* Many of the examples in the following section come from the BEAD program. Not all internet subsidy programs operate the same, but 
BEAD provides a good example of the challenges these programs typically face. 

† Exaggerating the need for more internet access and fixating on the most expensive means of expanding access enables the state to 
apply for a larger subsidy from the federal government. 

The BEAD program is a good example. The 
state’s application to the federal government 
heavily favored connecting homes and 
businesses with fiber, the most expensive 
current delivery technology.† The high-
speed internet office explicitly stated that 
applicants for the funding who want to 
install something other than fiber must show 
that “providing end-to-end fiber service is 
deemed excessively costly.” These “outliers” 
are situations “based on extreme 
impracticability and unreasonableness of 
end-to-end fiber deployment due to 
geography, topography, or excessive 
costs.”25 

Fiber is often a great option for connecting 
people to the internet in heavily populated 
areas, where adding another person to the 
network requires installing only a small 
number of new lines. But in rural areas, 
customers typically live further apart, 
which increases the cost because it 
requires more material and more labor per 
new connection.  

The ROBIN program demonstrates that 
mandating fiber comes at a huge cost. 
Every new connection ended up costing 
taxpayers between $6,000 and $8,000, on 
average, depending on the county where 
the installation was occurring. Installation 
costs for a new wired internet connection 
averaged between $250 and $1,125 
nationally, depending on complexity and 
materials used. Elon Musk’s Starlink 
typically cost $300 to install equipment 
that is owned by the subscriber. Starlink is 
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currently running a promotion of zero 
installation costs for rental equipment.26 

Former FCC Chief Economist Connolly 
warns against the one-size-fits-all 
requirements: 

But does closing digital divides 
require that every household in the 
U.S. have access to the highest tiers 
of Internet service? Should we be 
spending money to make sure that 
as many households as possible 
have the opportunity to buy a 
Lamborghini (even if that means 
leaving many without an 
opportunity to buy any car), or 
should we be spending money to 
make sure that as many households 
as possible have the opportunity to 
buy a working car that can take 
them from point A to B?27    

Fiber may not be the best technology for 
users in remote areas, who are most likely 
to be unserved or underserved. One 
problem is that fiber lines are delicate and 
more susceptible to physical damage. If 
fiber lines are cut, they can’t be twisted or 
crimped together like traditional copper 
cables. Instead, damaged fiber lines must 
be removed and spliced with specialized, 
expensive equipment.28  

BEAD grants cover the up-front costs of 
fiber; they do not provide for the higher 
future repair costs associated with 
maintaining it. This makes it more likely 
that fiber laid over long distances with 
BEAD funding will be uneconomical to 
repair. Less-expensive copper wire that is 
easier to maintain likely will serve the 
needs of most internet users in remote 
locations better than fiber. 

Other households may prefer satellite 
internet to fiber. The satellite service 
Starlink is becoming popular with campers, 
RVers and boaters because they can take 
their internet service with them as they 
travel. So long as they avoid places with 
obstructed views of the sky, they can stay 
connected. They can use their satellite 
internet even as they cross international 
borders or go places like the middle of Lake 
Michigan, where other internet options are 
not available. These customers would 
rather have satellite internet that goes 
where they go than a fiber connection that 
is super-fast but fixed to one location.29 

Government bureaucrats who have never 
run internet businesses simply are not 
qualified to be dictating these types of 
investment decisions. Fortunately, in 
BEAD’s case, the federal government 
compelled Michigan’s internet office to 
drop all mandates and preferences for fiber 
and let providers decide which technology 
is best suited for their areas. Its final 
proposal explicitly takes “a technology-
neutral approach throughout the 
evaluation process … All technologies—
including fiber, fixed wireless, LEO 
satellite, HFC, and projects that combined 
those technologies—were eligible for 
consideration.”30  

Redirecting funds away  
from underserved areas 

Congress made explicit how BEAD funds 
were to be spent. The priorities were 
ordered as first “providing broadband to 
unserved areas (those below 25/3 Mbps), 
followed by underserved areas (those 
below 100/20 Mbps), and then serving 
community anchor institutions (1/1 
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Gbps).” The state’s high-speed internet 
office largely ignored the first priority to 
reach unserved areas when it applied for the 
BEAD grant. Instead, it appears to have 
jumped to the second and third priorities 
and was quite aggressive, at least in its initial 
proposals, in elevating the third priority.31  

Citizens Against Government Waste 
issued a report on the BEAD proposals for 
the 50 states in 2024. It gave Michigan a 
“special dishonorable mention” for its 
overbroad definition of “community 
anchor institutions.” These are businesses 
and organizations, mostly in metropolitan 
areas, that could qualify for BEAD funding. 
According to the report, “The proposal 
submitted by [Michigan] . . .  expands 
eligibility well beyond the letter or intent 
of BEAD guidance by permitting 118 
entities categorized as stadiums, zoos, 
aquariums, wildlife centers, and 
convention centers, including many 
privately owned, for-profit businesses, to 
qualify as [community anchor 
institutions].”32 More than 20,000 
organizations met the definition.* 

Many of the community anchor 
institutions in the state’s original proposal 
are owned by large, for-profit companies, 
such as Tenet Health or Davita Kidney 
Care. These entities hardly need taxpayer 
handouts for internet infrastructure. The 
state’s list of eligible institutions also 
includes Detroit’s Ford Field and 
Comerica Park. Also included are 
orchards, daycare centers, horse parks, 
farmers markets and nurseries.33  

 

* The qualifying community anchor institutions in the state’s initial BEAD proposal can be found here: 
https://www.michigan.gov/leo/~/media/Project/Websites/leo/Documents/MIHI/CAI.csv.  

These are important details that impact 
the effectiveness of these subsidized 
government programs. The more money 
the state diverted to developing internet 
infrastructure in populated areas and the 
more it pushed for expensive fiber to be 
laid over great distances in rural areas, the 
less would be available to connect the truly 
unserved.  

The state’s final proposal appears to have 
backed off somewhat on how aggressively 
it will seek to divert funds away from rural 
areas, but this concern bears watching as 
the state starts distributing BEAD funds. 

Wasteful duplication 

Wasteful duplication is inevitable when 
programs overlap. It can lead to a comedy 
of errors, such as what has happened in the 
Richmond, Virginia, area. RiverStreet 
Communications received a $40 million 
grant from a federal program and agreed to 
connect a minimum number of houses to 
the internet. After RiverStreet received the 
subsidy, it realized it could not make good 
on its commitment.34 

The problem was that another internet 
company — Cox Communications — 
received funding to connect homes in the 
same area from a different government 
program. The result was that there simply 
were not enough unserved houses in the 
targeted area for both companies to meet 
their obligations. The area was already 
served by multiple private providers, so the 
number of unserved households was small 
to begin with. 
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The Richmond deployment stands out as a 
particularly obvious example of 
“overbuilding,” or funding internet 
services at the same geographic location, 
for the same people, through separate and 
overlapping infrastructure. While 
overbuilding seems to be an obvious 
concept, identifying and measuring it is 
quite challenging for government agencies 
overseeing the spending.  

When government grants come into the 
picture, with long lead times and 
compliance requirements only loosely tied 
to market conditions, there is often little 
incentive to avoid wasteful overbuilding. If 
market conditions change or are not what 
officials expected when they announced 
the grant, government internet offices and 
companies have the incentive to move 
forward to justify the grants anyway. 

Overbuilding and the resulting wasteful 
duplication is only a problem when 
government funding is involved. Detecting 
overbuilding is not a problem for private 
companies that operate without government 
grants. They analyze the market and react 
swiftly when they find areas that are 
saturated with competitors. Private 
companies avoid overbuilding because they 
must absorb the cost of the waste. But if 
private companies are paid with grants from 
government programs, they get paid even if 
the investment is wasteful. 

The problem is even deeper than a failure 
to coordinate across spending programs, 
according to Andrew Long of the Free 
State Foundation. “A key fact that many do 
not appreciate is that, given the 
inconsistent eligibility requirements 
adopted by different programs, 

redundancy won't result solely from a lack 
of effective coordination,” Long writes. 
“Rather, the use of divergent criteria opens 
the door to a single location receiving 
funding from multiple sources — 
seemingly by design.”35 

Sen. Ted Cruz, R-Texas, warned about this 
problem with BEAD funding in 2023. 
“Because the BEAD program did not 
consider whether a location would be 
served in the near future through funding 
from a previous federal program,” Cruz 
said, “it allocated funding to over five 
million locations that are already being 
funded by other federal programs.”36  

While it may be tempting to say this is 
mostly federal money being wasted on 
duplicative projects, it is still worth 
considering how much more could be 
done if this overbuilding problem were 
avoided.  

Promoting agendas unrelated 
to internet access 

The first draft of the state’s BEAD 
proposal pursued several agendas that 
were unrelated to increasing internet 
access in Michigan. It sought to impose 
unionized labor and union wages on 
companies accepting BEAD funds. The 
state’s internet office also planned to 
mandate that grant recipients conduct a 
climate assessment of the effects of their 
work on global warming.37  

Citizens Against Government Waste singled 
out Michigan for trying to impose price 
regulation through the BEAD funding in its 
2024 report. The state intended to impose 
price caps on internet fees — one for regions 
identified as “economic prosperity regions” 
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and a lower cap on all other regions. 
According to the 2024 report, “No other 
state has adopted this geographic 
stratification scheme. Michigan’s Low-Cost 
Service Option requires providers to deliver 
100/20 Mbps to low-income households 
that qualify for participation . . . at this rate 
for the ‘life of the BEAD funded network.’”38 

These burdensome requirements were, 
fortunately, either deleted or watered 
down in the state’s final proposal. That 
Michigan’s internet agency tried to hijack 
the BEAD funding program with these 
unrelated requirements shows the danger 
of giving government bureaucrats, who 
have their own agendas, too much 
discretion over the distribution of taxpayer 
subsidies for internet access.  

Government programs move slowly 

The federal stimulus bill that authorized the 
BEAD program was passed in 2021, as part 
of an emergency response to get more 
people connected to the internet during the 
COVID-19 panic. Yet more than four years 
later, no one in Michigan has been 
connected to the internet using BEAD 
funding. 

Elon Musk’s Starlink was also launched in 
2021. Starlink announced in November 
2025 that it had connected 8 million 
households to the internet, which is about 
twice as many households as there are in 
Michigan.39 

The bureaucratic process of applying for 
and approving grants creates drag on the 
process. Federal bureaucrats require 
applications, formal proposals, comment 
periods, and reviews. Government officials 
often fight over competing agendas about 

the details of the programs. Even after the 
funds have been released to the states from 
the federal government, there are few 
incentives for state officials to act quickly 
in distributing it. They will require time to 
review applications and proposals and to 
verify that all the paperwork is completed 
properly. This can lead to massive delays.  

Entrepreneurs like Musk, on the other 
hand, can charge forward with quick 
decisions and commitments that produce 
rapid results. Private companies have a 
strong motive to make profits through wise 
investments and must act quickly lest their 
competitors capture their would-be 
profits. Government bureaucrats face 
none of these incentives. 

Ironically, the delays in BEAD-funded 
deployment might make it more likely that 
Michigan achieves the goal of providing 
sufficient internet access to everyone in the 
state. But it would not be because of 
anything the state’s high-speed internet 
office achieved. Rather, it would be 
because the private sector continues 
connecting more households to the 
internet every month while government 
bureaucrats sit on the BEAD funds.  

A recent study looked at how many 
locations did not have access to an internet 
connection at the end of 2022, which is the 
cutoff date used to determine how much 
the federal government would allocate to 
each state. These locations are considered 
eligible for BEAD funding. The study then 
assessed how many of these locations were 
still eligible for BEAD funding in the 
summer of 2024.  

According to the study, eligible locations 
decreased by 59% nationwide in the 18 



Subsidies and Setbacks: The Pitfalls of Government-Funded Internet in Michigan 13  

Mackinac Center for Public Policy 

months following the original BEAD 
funding allocations. Less progress was 
made in Michigan, but the number of 
eligible locations still dropped by 14%. 
Presumably by now the number of eligible 
locations has dropped even more, so that 
the $1.5 billion in BEAD funding for 
Michigan may now be spread over fewer 
locations to connect. That, combined with 
the other substantial changes made in the 
state’s final BEAD proposal, makes it much 
more likely that government-subsidized 
internet could reach nearly all of the 
households that truly lacked access to 
internet at 100/20 Mbps speeds.40  

Government-Owned Networks 

The other method by which governments 
attempt to expand or improve internet 
access is by building and operating their own 
broadband networks. Some local 
governments in Michigan have set up their 
own municipal internet service that 
competes directly with established private 
companies. Proponents of these 
government-run internet services claim they 
are better able to provide internet services 
than private companies. For example, the 
supporters of a 2022 millage in Holland to 
fund a municipal network claimed that the 
local utility could provide internet access at 
prices “far cheaper than most internet plans, 
and much better speeds.”41  

These government-run networks are 
mostly operated by local governments that 
also provide electricity, water, sewers and 
road construction. Proponents often point 
out that providing internet services is 
similar to supplying these services. One 
important difference, however, is that local 
governments generally operate these other 

services as monopolies and face no 
competition from other service providers. 
Municipalities running their own 
broadband networks are entering 
uncharted territory by competing with the 
same private companies that they regulate 
on the local level. 

Municipal broadband systems are unlikely 
to have any advantages over private 
providers. Successful private companies 
are economically efficient and provide 
superior services. They almost always have 
far more experience building 
infrastructure, marketing to potential 
customers and operating networks. Local 
government officials have little to no 
experience along similar lines. 

Moreover, private internet providers can 
take advantage of their economies of scale 
and spread their fixed costs over multiple 
geographic areas where they operate. This 
gives them an economic advantage over 
government-run systems operating only 
within the municipal borders. If municipal 
internet systems appear to have economic 
advantages over private providers, it is 
almost certainly the case that those 
advantages are due to the municipality 
stacking the deck against its competitors.  

While building a municipal broadband 
network may sometimes be politically 
popular, most residents do not benefit 
from these programs. The beneficiaries of 
a government-owned network tend to be 
the small number of people who build and 
operate the network and a small number of 
high-volume users who may get to pay less 
for superfast services that are already 
available to them from private providers. 
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Arguments for government-run 
broadband networks 

Advocates for municipal broadband 
systems continue to make arguments for 
the superiority of municipal internet 
services that fall into several overlapping 
categories. This section dissects these 
arguments. 

Misleading claims about lower prices  

The most common argument for 
municipal broadband systems is that they 
charge lower prices than private providers, 
at least in the short run. Most of the studies 
comparing prices, however, are 
methodologically inadequate.* 

The claim that government-run internet 
may be able to offer lower prices than 
private companies is counterintuitive. 
Municipal internet is usually run by a local 
utility, often one that provides electricity, 
water, or sewer service in the community. 
They tend to be inexperienced at operating 
an internet service and cannot create the 
economies of scale that larger and more 
experienced private providers rely on. 

When municipal governments manage to 
offer lower prices, it is usually thanks either 
to subsidies that are not available to private 
providers or to the substantial regulatory 
advantages local governments receive for 
their own networks. In other words, any 

 

* Probably the most widely cited report claiming that that government-run internet systems charge lower prices than private systems is a 
2018 study from the Berkman Klein Center at Harvard University, which claimed that municipal providers charged less in 23 out of the 
27 markets examined in the report. This report is not credible, however, due to serious methodological problems that have been widely 
discussed elsewhere. David Talbot and Kira Hessekiel, “Community-Owned Fiber Networks: Value Leaders in America” (Berkman 
Klein Center at Harvard University), https://perma.cc/L683-KJQD. See also: Michael J. Santorelli and Charles M. Davidson, “A Closer 
Look: Berkman’s Municipal Fiber Pricing Study January 2018” (Advanced Communications Law & Policy Institute, January 2018), 
https://perma.cc/6TA7-4EVS; Theodore R. Bolema and Michael J. Horney, “A Critical Assessment of Harvard’s ‘Community-Owned 
Fiber Networks: Value Leaders in America’ Study” (Free State Foundation, January 31, 2018), https://perma.cc/VZ8T-C3AR; Dr. 
George S. Ford, “A Review of the Berkman Center’s Price Survey of Municipal Broadband Markets” (Phoenix Center Perspectives, 
January 24, 2018), https://perma.cc/CA24-Y8YJ; Doug Brake, “Why Municipal Networks Are Not a Good Tool to Advance Broadband” 
(Information Technology & Innovation Foundation, January 25, 2018), https://perma.cc/U2W6-PUHA. 

pricing advantages that result are simply 
due to the local government favoring its 
own operation over competing internet 
services, which is a common problem. 

Cherry-picking municipal 
broadband success stories 

Another common argument for 
government-run broadband systems is the 
alleged success of similar government-
controlled systems elsewhere. However, 
these arguments are generally based on 
cherry-picking the data. In reality, 
municipal broadband systems fail far more 
often than they succeed.  

The Chattanooga network is often touted 
as a successful government-run network. It 
was one of the first municipal networks 
and offers speeds up to 25 Gbps (priced at 
$1,500 per month). But it received 
substantial subsidies from the federal 
government and the city’s electrical 
utility.42  

A study led by Prof. Christopher Yoo 
found that if these huge subsidies are 
ignored, the Chattanooga network is 
barely cash-flow positive and will need 412 
years to break even. Despite this weak 
performance, the Chattanooga broadband 
provider is still doing better than most 
other municipal broadband projects.43 
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In a subsequent study, Yoo and his 
coauthors showed the dismal financial 
performance of municipal broadband 
projects over the last decade. They examined 
the finances of 15 municipal broadband 
networks, and none of these were financially 
stable. They heavily relied on debt financing 
and subsidies. Eleven of the 15 projects had 
already defaulted on some debt over the last 
three years examined.44 

These findings are supported by several 
other studies. A 2016 study by the 
Taxpayers Protection Alliance profiled 12 
failed municipal broadband projects. The 
municipal fiber-optic network in Provo, 
Utah, cost $39.5 million to build but failed 
to keep up with consumer demand or 
technological innovation, and it ultimately 
was sold to Google for $1. This study also 
pointed out how the municipal network in 
Tacoma, Washington, lost about $9 million 
a year and was projected to run a deficit of 
$37.4 million over a five-year period.45  

Some states may offer guarantees for local 
bonds, which shift the burden of failure 
from local taxpayers to state taxpayers who 
receive no benefits from the local 
broadband service. More than 20 states 
have responded to these concerns with laws 
that either prohibit municipal governments 
from offering broadband or impose 
requirements they must meet, sometimes 
including a requirement that they show a 
sufficient lack of private alternatives.46 

The Traverse City municipal broadband 
system illustrates how quickly things can go 
wrong for a government-run network. 
Traverse City Light & Power, owned by the 
City of Traverse City, launched a fiber 
broadband service in 2020. The utility 

projected that it needed 40% of city 
households to sign up for the service to 
become financially stable. It projected that at 
least 50% would sign up by the end of 2021. 
However, fewer than 25% of residents signed 
up for the service in 2021 and costs 
ballooned from the original projection of 
less than $5 million to more than $30 
million. The utility responded by seeking 
several rounds of additional loans and by 
applying for federal grants. These measures 
do not appear to be enough to make the new 
network financially viable, however.47 

High-speed internet access as utility  

This argument is quite common. It states 
that because local governments provide 
infrastructure like roads, electricity, water, 
and sewer services, they should also 
provide internet service to their residents. 
Those who argue that the internet is a 
public utility are making two largely 
unrelated assertions about the nature of 
the service.48  

The first assertion is that broadband 
internet speeds are a necessity, like 
electricity and water, and therefore, 
governments have an obligation to make 
them available to their residents.49 
Whether this is true is debatable — many 
people choose not to subscribe to high-
speed internet even when it is available. 
But even acknowledging that fast internet 
service is very important for many people 
today, it is still a huge leap to argue that the 
government needs to provide it. Food and 
gasoline for transportation are also 
necessities, but that does not mean that 
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governments should operate grocery 
stores, restaurants and gas stations.* 

The second assertion is that internet 
service is not being provided because of 
some kind of market failure. The provision 
of public goods is one justification for 
governments to intervene if markets fail to 
sufficiently provide these goods. Internet 
service, however, is not a public good.  

Public goods are non-rivalrous and non-
excludable. Non-rivalrous means that one 
person’s use of the good does not prevent 
another from using it. Non-excludable 
means the provider of the good cannot 
exclude nonpayers from using it. 
Government-provided public goods 
include police protection, courts, public 
parks and local roads.  

Internet service is non-rivalrous, but it is 
not non-excludable, and hence, not a 
public good. Both private and municipal 
broadband providers charge customers for 
the service and can easily exclude those 
who do not pay. Thus, broadband is 
different from police protection, courts, 
parks, and roads, which cannot exclude 
those who do not pay.50 

The other market failure argument used to 
justify municipal broadband is that 
internet services are natural monopolies. A 
natural monopoly is a good or service for 
which the fixed costs are so high that using 
a monopoly provider may be more 
efficient than having competing firms 
provide the good or service. Many 
municipalities offer natural monopoly 

 

* Of course, there are government programs to help lower-income people afford food and other things deemed to be necessary, but 
there still is a great difference between food stamps and other assistance and government-owned and operated grocery stores. At 
best, this line of argument supports providing financial support for impoverished households that cannot afford internet access through 
private providers. It is not an argument for governments providing the service. 

services like electricity, natural gas, water, 
or sewage utilities. If a natural monopoly 
service is not provided by the municipality, 
it is often provided by a single firm 
regulated as a public utility because it 
possesses monopoly power.  

Internet service is not a natural monopoly, 
and the proof is all around. Multiple 
companies compete with each other 
efficiently to offer their services to 
customers despite their fixed costs. 
Customers benefit from this competition, 
and the technological innovation it 
incentivizes far more than they would from 
a regulated utility monopoly controlled by 
government.  

“Future-proofing” technology 

This claim takes various forms, but the 
essence is that a municipal broadband 
system sparks a leap forward in 
technological progress for a community 
and makes it “future-proof.” The 
implication is that the government-run 
network will be so fast that it will stay ahead 
of future technological developments and 
will not ever have to be updated.  

This is an inaccurate view of how internet 
services and technology develop. As can be 
seen from the 30-year history of the 
internet in the United States, modes of 
accessing the internet are technologically 
dynamic and constantly evolving. There is 
no such thing as future-proof, because 
nobody can predict the future in such a 
fast-changing market.  
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Internet service is different than the 
services local governments typically 
provide. Although they all require a large 
initial investment, water, electricity and 
roads are nowhere near as dynamic as 
internet technology and do not require 
nearly as much ongoing investment. 
Roads, sewer pipes, and electricity lines 
can last for decades if maintained, and are 
unlikely to be radically different in 20 or 50 
years. In contrast, broadband has 
advanced rapidly over the last few decades 
and is almost certain to continue to do so. 
Locking in a current technology for 
internet access is almost inevitably going 
to be far less “future-proof” than other 
types of investments municipalities make. 

What goes wrong with government-
owned networks? 

Municipal-run broadband distorts markets 
in ways that harm customers, taxpayers 
and private internet providers. Local 
governments often create unfair 
competitive advantages to benefit their 
systems, such as favorable regulatory 
treatment, subsidies from taxpayers and 
cross-subsidies from feepayers of 
municipal utility services. This makes it 
more difficult for private companies to 
compete and invest in improving their 
services, which harms customers by 
reducing the quality and variety of services 
offered to them. 

Regulatory advantages not 
shared with other providers  

Local governments give their own 
networks several types of advantages that 
hinder private companies’ ability to 
compete and improve the service they 
offer customers. Municipalities relax 
regulatory requirements for building their 
networks but do not afford this benefit to 
private providers. For instance, municipal 
providers might provide automatic 
building permission to their network 
(public rights of ways) but force private 
providers to complete a bureaucratic 
process to obtain the same building 
permits. Municipalities might also excuse 
their broadband networks from running 
the bureaucratic gauntlet of other 
permitting and licensing processes. 

The director of Electric Utilities in 
Marshall gave an unusually candid 
explanation for how his city was able to 
launch a municipal broadband network, 
even as city officials complained that 
private providers were slow to expand 
service to the entire city. “The city had an 
advantage because we are a municipal 
electric utility,” the director said. “It was 
pretty straightforward to get the fiber 
attached to the poles, because sometimes 
that could be a pretty convoluted process.” 
In other words, private companies were 
made to endure a “convoluted process” 
while the city made sure expanding its 
network was “pretty straightforward.”51 

Despite the advantages the City of 
Marshall gave itself, the government-run 
broadband service has fallen short of what 
was promised before it was launched. Its 
benefits lagged the projections in its own 
cost-benefit analysis. The project delayed 
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repaying its loans for the projects at least 
twice. It eventually raised its rates over 
what it originally promised.52 

This favorable access by local governments 
to their own rights-of-way and poles 
cannot be considered a legitimate 
economic advantage for the municipality, 
because it is simply a self-dealing 
advantage for their own operations. If the 
justification for the city offering 
broadband service is the lack of private 
providers, the first step for the city should 
be to share those rights with private 
providers rather than keep them for itself. 

In addition, municipal providers also 
excuse their own networks from paying the 
fees that typically accompany the permits 
and license. All of these government-
created advantages are not based on 
economic efficiency or superior 
performance over private providers. By 
running their own networks, 
municipalities are both the referee and a 
competitor in the market. This sets up an 
unhealthy incentive for the city to make it 
extra difficult for private internet providers 
to operate.53 

Heavy reliance on subsidies 

One example of a subsidy for a municipal 
internet service is in Lyndon Township 
near Ann Arbor. The Lyndon Township 
project is made possible by a subsidy from 
all taxpayers in the township. Since 2018, 
the average taxpayer in the township has 
been paying $22 per month for the system, 
even though most residents could not sign 
up for the service until late 2022. In 
addition, anyone who subscribes to the 
service must pay an additional $35 to $70 
per month.54  

This government-run system has an 
obvious advantage over any private 
providers that were considering expanding 
into Lyndon Township. If the township 
claims to be offering internet services at a 
lower price than private companies, that 
comparison is not meaningful because the 
service is receiving subsidies that are not 
extended to private companies.  

Similarly, the City of Holland recently 
enacted a millage to subsidize a municipal 
broadband project by the local electrical 
utility, despite having at least 12 private 
providers serving part or all of the covered 
area. The Holland utility claimed service 
would cost $45 per month when it launched 
in 2024, but the seemingly low price will be 
made possible by nonsubscribers having to 
pay the millage to keep the service price low 
for their neighbors.55  

Cross-subsidies through higher 
electricity or water prices  

When municipalities that provide 
electricity, water, or other services add 
broadband networks, they face a 
temptation to use revenues from these 
other operations to cross-subsidize their 
internet operations. Those other 
operations are usually monopoly services, 
so cities can raise rates with little concern 
about losing customers. The internet 
service, however, may face strong private 
competition, and these cross-subsidies can 
provide a competitive advantage.  

Electricity customers sued the City of 
Tacoma, Washington, to try to stop the city 
from raising electricity rates to subsidize its 
money-losing internet service. The 
electricity customers won their case at the 
state trial court, but the verdict was 
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overturned in a split decision by an appeals 
court. Notably, the judge writing the 
majority opinion acknowledged that this 
subsidization is occurring, but claimed that 
it was acceptable because the internet 
service “simply runs on the excess capacity 
of [the electric utility’s] telecommunication 
system” and was “implemented to 
maximize electric utility functionality.”56 

Tacoma’s electricity service is a monopoly, 
so its ratepayers have no choice but to get 
their electricity from the city. This means 
that the electricity service can raise rates 
without fear of losing many customers, even 
from poorer residents. Part of this is due to 
the nature of electricity services and part is 
due to the monopoly status of this service.   

Meanwhile, Tacoma’s broadband service 
competes with private internet providers. 
Compared to electricity consumers, 
internet service customers are more 
sensitive to price changes and might opt 
for a different provider if the city raises its 
rates. As a result, the city has a strong 
incentive to raise electricity rates rather 
than internet prices. 

Forcing electricity ratepayers to subsidize 
internet operations is not just happening 
in Tacoma. A study by the American 
Consumer Center for Citizen Research 
found that this kind of subsidization is 
quite common: 

[O]nce a municipal-owned 
network provider enters a 
market, they can lose money and 
still survive by pushing financial 
losses to other municipal 
services and to taxpayers. 
Municipal broadband providers 
lose money and shift costs. This 

means that the effective price 
paid by consumers is much 
higher than advertised.57 

A related problem with municipal 
broadband operations is that most local 
governments do not provide separate 
financial records for broadband and other 
municipal services. This keeps these cross-
subsidies hidden from public view.58 

Harm to competing private businesses  

When a municipality launches an internet 
operation in a market already served by 
private companies, it is entering into 
competition with established businesses that 
are paying taxes and employing people in the 
community. This fact alone suggests that any 
economic benefits a government-owned 
network may provide come at the expense of 
these existing businesses, yet these private 
sector losses are rarely considered by the 
proponents of municipal networks. 

One example is from Traverse City, 
Michigan, which launched a government-
run internet service despite having several 
private providers already in the market. 
Traverse City kept a well-established 
private provider from entering the market 
shortly before the city launched its own 
internet operation. A private company 
already serving other Michigan 
municipalities was forced to abandon its 
plan to provide a gigabit-speed broadband 
service after Traverse City added so many 
restrictions and requirements that the 
investment no longer was financially viable. 
Soon after effectively blocking that provider 
from the market, Traverse City announced 
a plan to build its own network.59 
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This behavior is not unique to Traverse 
City. When San Francisco was considering 
building a municipal broadband system, a 
financial analysis noted that certain city 
regulations were preventing additional 
private broadband deployment in the city. 
The lack of private broadband investment 
does not justify the need for a government-
owned network. In fact, these may only 
exacerbate the problem, as municipal 
broadband will make it more difficult for 
private companies to invest. As a result, 
customers will have fewer providers to 
choose from in the long run.60 

Better Alternatives 

There is much that local governments can 
do to increase internet access and lower 
costs for households. The following are 
some strategies for state and local 
government units in Michigan that do not 
involve massive subsidies or favoring 
municipal internet systems over private 
providers.  

Adopt realistic standards 
and expectations  

Closing the digital divides does not require 
that every household obtain access to the 
highest tiers of internet service. Instead, the 
goal should be to ensure that as many 
households as possible have access to 
internet service that realistically meets their 
needs. Most users do not need speeds of 1 
Gbps or even 100/20 Mbps. Most of those 
who do need these speeds already have 
access to them, albeit at a higher price point.  

Setting the standard at an unrealistic level 
beyond what most users will ever need 
inevitably will lead to a misallocation of 

resources. Some will get access to internet 
service that far exceeds what they need, 
while others end up with less access or 
more limited choices of providers.    

Neutrality on competing technologies  

Government policies have generally 
favored wired technologies, particularly 
fiber, over emerging technologies such as 
satellite, 5G home internet, and newly 
improved fixed wireless services. Wireless 
services often have cost and performance 
advantages for certain customers, 
especially for those who live in more 
remote areas and are difficult to reach with 
a wired service. By favoring some 
technologies over others, governments 
lose the benefits that come from broad 
competition among a wide variety of 
internet providers. 

Lower government barriers 

Often the reason private providers are slow 
to enter a market is because of bureaucratic 
impediments. If the goal is to give residents 
more and better access to internet services, 
the first question local government should 
ask is whether they are slowing private 
investment through their own regulatory 
and permitting process. 

Some steps these governments should 
consider are: 1) eliminating or reducing 
fees and taxes associated with the 
permitting and licensing process; 2) 
expediting approval processes and making 
them more transparent; and 3) improving 
private companies’ access to existing 
government-controlled infrastructure, like 
rights-of-way already in place for other city 
operations.  
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Laser focus on the unserved  

As witnessed by Michigan’s BEAD 
program, public officials are all too eager to 
impose requirements on grant recipients 
that have little or nothing to do with 
increasing internet access. These include 
imposing unionized labor or union wages 
on companies accepting BEAD funds, 
requiring climate assessment of the effects 
of the recipient’s work on global warming, 
imposing price regulations, and 
attempting to redirect funds to areas that 
are not unserved. Allowing government 
employees and politicians to pursue their 
own favored agendas through their control 
of the funding process means that less 
funding will be available for those who 
truly do not have internet access. 

Instead, officials should prioritize 
connecting households who do not 
currently have sufficient access to the 
internet. They should pursue the most cost-
effective means of providing internet access 
for as many unserved households as possible. 

Work with rather than against 
private providers  

When proponents of a particular 
municipal system claim it has economic 
advantages over private providers, those 
advantages are almost always due to 
governments extending unfair advantages 
to municipal internet networks. 
Established private companies almost 
always have far more experience expanding 
their services, marketing to potential 
customers and operating networks. Private 
companies can take advantage of their 
economies of scale and spread their fixed 
costs over multiple geographic areas where 
they operate, which usually means that 

they have an economic advantage over 
government-run systems operating within 
the boundaries of the municipality. 

Instead of competing with private 
providers, local governments should work 
with them. If public officials are concerned 
with the lack of internet access, they 
should seek ways to encourage private 
companies to expand their services in their 
respective jurisdiction. Reducing the 
regulatory burdens and bureaucratic 
process placed on these providers could 
make all the difference when these 
companies decide where to invest next.  

Conclusion 

The various programs for funding internet 
access to date have done very little to 
improve internet access in Michigan while 
likely delaying access and causing a range of 
other problems. It does appear that MIHI’s 
administration of these programs in 
Michigan has changed for the better 
recently.  

Even so, the massive sums of federal money 
sent to Michigan do not appear to have 
been a good investment for taxpayers, 
which is a missed opportunity for 
promoting economic growth in the state. 
Similarly, the Michigan municipal 
broadband systems are doing little to 
connect more people to the internet while 
creating their own problems. Michigan has 
better options for promoting more and 
better internet access.
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