Contents

Series Foreword  vii
Laudation for Jean Tirole  ix
Preface  xiii
Acknowledgments  xvii

Setting the Stage 1

1.1 Introduction 1

1.2 A Brief Guided Tour through the Telecommunications
Industry 9

1.3 Regulatory Reforms 16

Incentive Regulation 37

2.1 Economic Principles: Performance-Based Regulation 38
2.2 Economic Principles: Pricing Services to the Consumer 60
2.3 Practical Aspects 84

Essential Facility and One-Way Access: Theory 97

3.1 Background 97

3.2 Economic Principles 100

3.3 Refining the Theory: Lack of Instruments and Multiple Goals
for Interconnection Charges 124

3.4 Two Specific Concerns and Some Common Misperceptions
about Ramsey Access Pricing 131

Essential Facility and One-Way Access: Policy 137

4.1 General Issues for the Design of Access Policies 137

4.2 Backward-Looking Cost-Based Pricing of Access 141

4.3 Regulated and Deregulated Segments: The Problem of
Cross-Subsidies 144



vi

Contents

4.4 Forward-Looking Cost-Based Pricing of Access 148
4.5 Cost-Based Access Pricing and Exclusion 161

4.6 ECPR and Its Applications 166

4.7 Global PriceCap 170

4.8 Global Price Cap and Incentives to Exclude 173

Multiple Bottlenecks and Two-Way Access 179

with Patrick Rey

5.1 Background 179

5.2 Ineffectiveness of Noncooperative Access Price Setting 184

5.3 Do Wholesale Agreements Promote Retail Collusion? The
Patent Pool Analogy 187

5.4 Application to Two-Way Access Pricing in
Telecommunications 189

5.5 Four Reasons Why High Access Charges May Not Facilitate
Collusion 196

5.6 Unbundling- and Facilities-Based Entry 207

5.7 Alternative Policies 213

Universal Service 217

6.1 The Need for a New Paradigm 217

6.2 The Foundations of Universal Service 219

6.3 The U.S. Telecommunications Act of 1996 and Universal
Service Obligations 231

6.4 Universal Service Auctions 243

Concluding Remarks 265
7.1 Internet and Internet Telephony 265
7.2 Regulatory Institutions 272

Glossary 281
References 289
Index 299



