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Commission
access
asymmetric provider/user relationship 144
core network firm vertically integrated in
competitive activity 146-148, 410-411
core network firm vertically separated from
competitive activity 116-117
and externalities 142
horizontal supply arrangement 144-145
negotiate-arbitrate model 158
non-price access 142, 145
one-way access pricing principles 145-160
one-way arrangements 144-145
opportunity cost of 150, 152
in public utility industries 141-145
regulatory instruments 143-144
two-way arrangements 144-145, 160-170
vertical supply arrangement 144-145, 157-158
see also access pricing; allocative efficiency; core
networks
access holidays 171, 351-352
access pricing 142, 409-410
access tiering 355-356
for adjacent monopolies 160-161
asymmetric competing networks 169-170
collusion and non-linear prices/tariffs 165-166, 184
cooperative price determination 161, 164-166
and cost estimation 156-157
cost-based 147-148, 154-157, 172
direct negotiation 158-159
dynamic 174-175
ECPR (efficient component pricing rule) see ECPR
entry and efficiency 146-148
global price caps 157-158
incremental/marginal costs 155-156
and infrastructure competition 7-8, 143, 172-173
infrastructure investment 8, 170-172
and investment 170-175: incentives 172
issues involved 142-143
LRIC + pricing 156
make or buy decision 172
marginal cost pricing 145-146 see also marginal
cost pricing
mobile telecommunications networks 339
non-cooperative price determination 164, 170, 184

non-reciprocal termination charges 169
objectives 143-144
one-to-many 162
optimal 142, 145-146, 168
Ramsey-Boiteux pricing 147-148, 157-158 see
also Ramsey-Boiteux
retail benchmarking 169
services substitutability 165
stand-alone costs (SAC) 155-156
tariff control 168
tax subsidy 147
telecommunications regulation 338-340
two-way 160-162, 340-341, 409-410: with
competing firms 162-167; efficient
168-169; regulation implications 170
vertical integration/separation see vertical
integration/separation
zero charge 338-339
see also pricing
accounting separation 182
adjacent monopolies 160-161
Administrative Procedures Act 104, 203
Alberta Hub trading hub 279
allocative efficiency 19, 99
and access pricing 146-147
and ECPR 152
and price regulation 19-21, 86-89
anti-trust law see competition law
allowed rate of return 106-107
APA see Administrative Procedures Act 1946
Apple Facetime 311
Arano, K.G. 295
ARCEP 355-356
Armstrong, M. 39, 53, 148, 152, 154-155, 167-168, 176,
194, 340-341, 385
asset rate base determination 105-107
asymmetric access provider/user relationship 144
asymmetric competing networks 169, 170
asymmetric information 86-91, 95-96, 100, 157-158,
199-200
asymmetric networks 169-170
asymmetric regulation 54-55, 92-94, 110
AT&T 6, 183, 324, 342-343
auctions see capacity auctions
Australian Competition and Consumer Commission
(ACCC) 207, 375
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average cost pricing see pricing
Averch, H. 110-112
Averch-Johnson (A-J) effect 110-112, 351

Bailey, E.E. 115

Baron, D.P. 89, 94, 194

Baron and Myerson analysis 87, 89, 94

baskets see price cap regulation, price cap

Baumol, W.J. 114

Baumol-Willig Rule see ECPR

BBC iPlayer 324

Becker, G.S. 31

benchmarking
efficiency 288
price regulation 135-137, 238-239, 381-382
retail 169
SAC (stand-alone cost) 334-336

Besanko, D. 94

bill and keep (BAK) 166-167, 170, 338-339, 409-410

Blair, B.F. 295

block tariffs, US water industry 403-405

book structure 8-10

bottleneck facilities 49, 340, 349

Bourreau, M. 174

BPM see business practice manuals

Briglauer, W. 158

British Gas/British Gas Corporation 277-278, 285,
293-294, 297

British Telecommunications (BT) 132, 160-161, 204,
324, 334, 343

broadband see telecommunications networks

BT see British Telecommunications

BT Openreach 338

BT Vision 324

buffering 321

building block approach, to price cap regulation 119-121

business practice manuals 214

business separation 182-183

by-pass opportunities, and ECPR 152-153, 172

Cable Directive (1995) 330-331
California Public Utility Commission (CPUC) 263, 405
Calling Party Network Pays (CPNP) 331-333, 345-346
Cambini, C. 347-348
cap and trade schemes 264
capacity markets 234
capital asset pricing model (CAPM) 388-391
capital costs, and rate base 106-107
capital expenditure, and RAB 120-121
capital expenditure scheme 380-381
capital on wheels 43
CAPM see Capital Asset Pricing Model
carbon capture and storage (CCS) technology 260
CCS see carbon capture and storage
Central European Gas Hub 279
centralised transmission planning 247
CIS see capital expenditure scheme
CLEC see competitive local exchange carriers
Coleman, R.D. 115
Commerce Commission (New Zealand) 208
common costs allocation 107-108
competition for the market approach 37-40, 62, 373,
406, 408 see also franchising
competition
and core network activities 159
and deregulation policies 51-58
destructive 22

as discovery procedure 53
and economic welfare 53
effective competition stage 56-57
electricity supply see electricity
gas regulation see gas regulation
impediments to 54
infrastructure 7-8, 143, 172-173: and access
pricing 7-8, 143, 172-173; and price
regulation, ex ante 55-58
inset appointments 373, 377, 393
inter-platform 347-348
intra-platform 347-348
introduction to utilities 52-55
market power assessment 57
and monopoly 52
monopoly to competition stages 56-57
potential 41
potential gains 53
and price regulation 137-138: ex ante 55-58
quasi-facilities competition 328
and retail customers 251, 297-299, 411
telecommunications see telecommunications
water and wastewater regulation see water and
wastewater regulation
yardstick see yardstick competition
Competition Directorate (EU) 214
competition law 37, 48-51, 62, 213-214
ex post 37, 48-51, 62
competitive bidding 39
competitive bottlenecks 340-341, 409-410
competitive local exchange carriers (CLEC) 346-347
complementary services 160-161
concession agreements/contracts 39, 391-393
consumer choice 76-77
consumer representation 59-60
contestability theory approach 37, 40-44, 62, 410
critical assumptions 41-42
and entry 43 see also entry
sunk costs 41-42
unrealistic assumptions 42
contestable markets theory see contestability theory
contract problems 38-39, 197-198
core networks
access to see access
analytical models 409
common costs 79
and competitive activity 145-146
and competitiveness 159
and contestable market theory 43
and entry 43
firms providing services 96-97
fixed cost pricing 71-72
and marginal cost pricing 71
and quality 97-98
regulation of firms 9, 65-101, 410
separation 182
use of term 2
vertically integrated/separated see vertical
integration/separation see also natural
monopoly
cost benchmarking 135-137, 238-239
cost efficiency 25-26
principles 98-99
cost-based access charges 154-157, 172
cost-based pricing 147-148, 157-158
cost-plus contracts 130
cost-plus pricing see pricing
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Cowan, S. 39, 176, 385

CPNP see Calling Party Network Pays

CPUC see California Public Utility Commission
cream-skimming 19, 23

CRTC see telecommunications regulation
customer heterogeneity 59

data envelopment analysis (DEA) 238-239
DEA see data envelopment analysis
deadband 133
deadweight loss 19
decreasing block tariff 403
default price to beat 252
default tariffs 252
demand information asymmetries 91
demand-reflective prices 21
demand-side electricity management 261-262
deregulation policy approach 37, 51-58, 62
Dessain, W. 164
destructive competition 22
Deutsche Telekom 160-161, 324, 352
digital divide 356
Digital Subscriber Line (DSL) 318
discriminatory pricing 70
distributed stand-alone cost (SAC) 334-335
division of powers/responsibilities 211-217
regulatory agencies: and competition
authorities 213-214;
degrees of independence 212-213; in federal
government systems 215-217
and government ministries 212-213; and
independent entities 214-215;
and industry bodies 214-215; and other
government levels 215-217
Dogan, P. 174
DoJ federal competition agency 214
double-marginalisation 161
downstream activity 145-146
Drinking Water Inspectorate (DWI) 383-384
DSAC see distributed stand-alone cost
DSL see Digital Subscriber Line
Dual-fuel tariffs 230, 251, 297
duopoly policy 343
dynamic access pricing 174-175
dynamic regulation see regulation
dynamic tariffs 262-263

earnings sharing mechanisms 133-135
economic theories of regulation see regulation
ECPR see efficient component pricing rule
effective competition stage (monopoly to competition)
56-57
efficiency benchmarking 288
efficiency carry-over mechanisms 128
efficient component pricing rule (ECPR) 147-148,
157-158, 338-339
and access prices 152-153, 172, 394
and allocative efficiency 152
arguments for and against 153-154, 159
and by-pass 152-153, 172
and entrant’s tax 153
market adjusted (M-ECPR) 152-153
and Ramsey-Boiteux approach 152 see also
Ramsey-Boiteux
retail-minus approach (Sydney) 375-376

Index 463

efficient price 70
EIA see Energy Information Administration
Eikeland, P.0. 296
electricity
characteristics 224
energy inputs 226
line losses 227
network nodes 227
power flows 244
power networks 227
smart grids 260, 262
smart meters 6, 230, 261-262 see also pricing
Electricity Directives (EU) 243-244
electricity pools 231-232
electricity regulation 9-10, 62, 144, 146, 183, 210,
235-241
competition 236-237, 249-252: effectiveness 252;
and infrastructure 251
and retail customers 251; in retail
supply 250-252; in wholesale
markets 249-250
coordination 246-249
demand-side management 261-262
distribution networks 228-229
energy efficiency targets 261-262
environmental policy 258-265: cap and trade
schemes 264;
and economic regulation 264-265; and
emissions 224, 258-259;
emissions trading schemes 260; impact on
operations 259-260;
initiatives 260-264; macro-policy 264; and
wholesale prices 259-260
EU Electricity Directives 243-244
future challenges 414
gas-fired electricity production 308
generation factors 226-227
generation, gas-fired 308
independent regulatory agencies 210
institutional reform policies 235-236
integration within 246-249
investment 253-255: deep connection policy 255;
in generation 253-254;
incentives for 254; international pricing
approach 256-258;
locational marginal pricing 255; missing
money problem 253-254;
nodal pricing 255; and policy instability 254;
shallow connection policy 255;
specific subsidies 260; tax credits 260; in
transmission networks 254-255;
zonal approaches 255
locational marginal pricing (LMP) 256-258
market power pockets 228, 250
monopoly similarities 229
network capacity 228
performance-based measures 241
price cap control 238-239
pricing 256-258, 410
in production chain 235-237
quality/service incentive schemes 239
rate of return regulation 241
reform impacts 245
regulated distribution networks 228-229
renewable energy targets 260
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electricity regulation (cont.) expropriation of sunk investments 192-193
restructuring policies 242-246: and externality surcharge 314

competition 249-252; effects of 244-246, 412;

scope of 242-244 facilities-based competition 172

retail supply 230, 236, 250-252 Faulhaber, G.R. 335

risk management 246-249 FCC see Federal Communications Commission

§ales 227 . FCM see financial capital maintenance method

in supply chain 235-237 FDC see fully distributed costs method

system benefl‘gs Charge. .262 Federal Communications Commission (FCC) 202-203,
system operation activities 237 211, 213-214, 337, 342-343, 354

tariffs 230, 251, 252, 410: California 262-263 Federal competition agency 214

transmission 227-228, 410 Federal Energy Regulation Commission (FERC) 202-203,
wholesale trading 230-235: bilateral 211, 213-214, 243, 284, 286, 289, 293, 303-304

transactions 232-233; . Federal Power Commission 202-203
competition 249-250; electricity feed-in tariffs 260
pools 231-232; general FERC see Federal Energy Regulation Commission
arrangements 231-234; fibre-optic cable networks see telecommunications
gross pool 232; markets 234-235; networks
net pool 232-233; trading financial capital maintenance method 120-121

eXCl}%ngeS 234-235; financial transmision rights 234
vulnerability to abuses 250; wholesale spot Finsinger, J. 95-96, 115-116, 409

markets 231-232 firms

behaviour, and economic regulation 3-5
service quality 97-98
see also core networks
> first-best pricing see marginal cost pricing
energy efficiency targets 261-262 fixed cost, pricing 71-72
Energy Information Administration (EIA) 306 fixed price contracts 130
English ex.periment 387 fixed-to-mobile (FTM)
entry barrier removal. 53-54 interconnections 161-162, 167
entry and efficiency, in access 146-148 termination rates 341

entry into public utility industries 43 see also FL-LRIC see forward-looking long-run incremental cost

emissions
electricity industry 224, 258-265
methane gas 309
trading schemes 260

contestability theory flexible retail tariffs 251
entry lag 4_12' flight from equity 389
entry restriction removal 52-55 forward-looking long-run incremental cost
entry-exit tariff method 291 (FL-LRIC) 332, 333, 337
Environment Agency 383-384 Foxtel 330-331
environmental externalities 26 fracking 308-309

environmental policies 6
electricity industry 258-265
Environmental Protection Authority (EPA) 400

France Télécom 324
franchise competition approach 37-40 see also
competition for the market

EPMU see equi—proportionate mark-ups franchise contracts 39, 40, 197-198, 408
equi-proportionate mark-ups (EPMU) 80, 157 FIM see fixed-to-mobile
essential facilities 49

- o full cost pricing 401

established com petition stage (monopoly to fully distributed costs (FDC) method 80
competition) 56-57

European Commission Digital Agenda Strategy 352

European emissions trading scheme (ETS) 264 Gans, J.S. 167, 351

European Regulators Group (ERG) 347 gas regu.la'tl'on 270-277 .

European Regulatory Framework for Electronic activities .su.bject to regulation 281-287
Communications 330, 331 characteristics 267-268

EU Electricity Directives 243-244 competing fuel-linked pricing versus gas-on-gas

EU Gas Directives 285-286, 294, 295-296, 304 competition 307

ex ante approach compe‘qt%on 281-283, 295-296, 309-310
and competition 55-58 competition law 282
and control of market power 48 contracting issues 305-307
and deregulation 51-52 current challenges 310
and regulatory failure 48 demand characteristics 268

ex ante restrictions, and price control 55-58 d_eme'md ﬂuctuation 269
ex ante revenue requirement 119-122 dlstqbutlon 276, 309._310
ex post approach efficiency benchmarking 288
attractive properties of 50 environmental policy 307-309
and control of market power 48 EU Gas Directives 285-286, 295-296, 304

and control of public utility conduct 49-51 extraction 271-272
ex post competition law 37, 49-51, 62 extraction/generation 268

expropriation of property rights 190 extraction/generation of, non-conventional
prop property rig 308-309
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fracking 309
future challenges 414
futures market 305
gas regulatory policy, restructuring policy
effects 294-300
gas reserves 301
gas shortages 300
gas-fired electricity production 308
gas-on-gas competition versus competing fuel-
linked pricing 307
hedging mechanisms 279-280
inter-fuel competition 269
investment in infrastructure 283, 302-305, 310
market hubs 295
methane emissions 309
negotiated settlements 289-290
Network Code 285
new gas trading arrangements 294
pipeline capacity investment 303-304
pipeline competition 283-286
pipeline productivity 295
pricing: capacity charges 290-292, 410; and
competing fuels 307;
issues 305-307; price caps 287-288; price
regulation 269, 283-287, 309-310;
rate of return 288-290; two-tier 307;
volatility 305-306
processing 271-272
production activities 281-282
production restrictions 268
regulation 9-10, 62, 144, 146, 183, 210, 281-287
regulatory policy 292-309
restructuring policies 277-278, 309-310: effects
of 294-300, 412; scope 292-294
retail competition 282-283, 297-299
retail customer choice 282-283, 297-299
retail market concentration 296
retail supply 277, 282-283, 309-310
safety issues 268-269
security of supply 300-302
service quality 288
shale gas 267, 308-309
spot markets 294, 295, 305, 307
storage 269, 276-277, 286-287, 304-305, 309-310
storage capacity investment 304-305
supply stages 270
tariff structures 290-292, 297-299: costs
allocation 291-292; entry-exit method 291
point-to-point method 290; postage stamp
method 290
trading hubs 295
transmission/transportation 267, 268, 269,
272-276, 283-286, 290-291, 293, 309-310
transportability of 267, 268, 269
wholesale gas: LNG (liquefied natural gas)
trading 281; long-term contracts 277-278,
280-281;
market concentration 296; short-term
trading 278-280; spot markets 278-280;
take-or-pay condition 280; trading 277-281;
trading hubs 279;
Gas Regulation (2009) 291
global price caps 157-158
Gomez-Ibanez, J.A. 61
Government Accountability Office (GAO) 220-221
government payment transfers 99
‘green’ tariffs 230, 251, 297

Index 465

Hatfield, D.N. 319

Hausman, J.A. 345

Hayek, F. 53

Henry Hub trading hub 279, 280, 295, 306

HFC (hybrid fibre coaxial) networks see
telecommunications networks

Hicks, John 25

hidden action, and price regulation 90

hold-up 24-25, 192-193, 247, 305

Hulu 324

Iberian Electricity Market (MIBEL) 234-235
ICT developments 6
increasing block tariff 403
incremental surplus subsidy scheme 93
Incumbent Local Exchange Carrier (ILEC) 342-343,
346-347
independent economic regulatory agencies
see independent regulatory agencies
independent power producers 231
independent regulatory agencies
accountability 217-221
appeals courts/tribunals 219
appeals system 218-220
asymmetry of information in 199-200
Australia 207-208, 211, 215-217
Canada 211, 215-217
capture by interest groups 200-201
and central banks 191
commitment methods 194
commitment problems 190-192: voluntary
solutions 195-196
commitment scenarios 194
contracts as commitment devices 197-198
credibility of 197, 221-222
design of 209-217
developing countries 208-209
different factors and influences 209

division of powers and responsibilities see division

of powers/responsibilities
electricity 210
in EU 206-207, 209, 215-217
evolution of 201-209
executive oversight 220-221
expropriation of property rights 190
expropriation of sunk investments 192-193
flexibility in 199
franchise contracts 39, 40, 197-198
gas 210
general oversight/accountability 220-221
Germany 211
industry-specific or multi-sectoral 210-211
integrated 210-211
inter-temporal pricing 193-194
legal frameworks operated within 198-199
and monopoly power 222
multi-sectoral or industry-specific 210-211
Netherlands 211
New Zealand 207-208, 211
objectives of 197
opportunistic behaviour constraint 194-199
political oversight 220-221
price cap regulation 196
price regulation forms 196-197
‘ratchet effect’” 193-194
rationale for 190-201
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independent regulatory agencies (cont.)
regulatory oversight 217-221
relationship with firms 195-196, 199, 200-201
relationship with governments 200
reviews of decisions 218-220

risks associated with independent agencies 200-201

scope of power 209-217

specialisation in 199-200

sunk asset expropriation 192-193

time-inconsistency problems 190-192, 209

transitional countries 208-209

in UK 204-205, 209

in USA 202-203, 209, 211, 215-217

see also regulation
Independent System Operator (ISO) 214-215, 237
information

full 70-78

hidden 87-89

imperfect/asymmetric 86-91, 95-96
infrastructure competition 7-8, 143, 173-174
infrastructure facilities 7
infrastructure investment 8, 171-172
infrastructure-based competition 173-174
inset appointments 373, 377, 393
integration see electricity industry
inter-platform competition 347-348
inter-temporal pricing 193-194
interest group theories of regulation 14, 28-32
International Energy Agency (IEA) 299-300
Internet

congestion 321-325

net neutrality 352-356
Internet service providers

and paid prioritisation 354-356

and traffic management 353, 354
Interstate Commerce Commission (ICC) 202-203
interventions, and economic regulation 3-5
intra-platform competition 347-348
investment

and access pricing 170-175

electricity industry 253-255

incentives 38, 254

ladder of investment approach 174-175, 347

merchant investments 254-255

and policy instability 254

telecommunications networks 350-351
IP (Internet Protocol) see telecommunications networks
ISO see Independent System Operator
ISP see Internet service providers

Jamasb, T. 295

Jiang, Y. 347-348

Johnson, L.L. 110-112

joint costs allocation 107-108
Joskow, P.L. 106-107, 244
jurisdiction, use of term 2

Kahn, Alfred 33
King, S.P. 167, 351-352
Klevorick, A.K. 114

ladder of investment approach
to network investment 174-175
and unbundling policies 347

Laffont, J.J. 90, 94, 130, 148, 152, 158, 168, 202,
340-341, 409

Langeled pipeline 297
legal separation 183
Levy, B. 196
Lewis, T.R. 91
liberalisation, use of term 2
light-handed approach 61-62
linear pricing see pricing
Littlechild, Stephen 114-115, 289
locational marginal pricing (LMP) 256-258
Loeb, M. 87-89, 93
long-run incremental costs 121-122, 155-156, 159, 333,
338-339
LRIC + pricing 156
see also TSLRIC
long-run marginal cost pricing 92, 155-156
LRIC see long-run incremental costs
LRMC see long-run marginal cost pricing

M-ECPR (market adjusted ECPR) see efficient component
pricing rule
Magat, W.A. 87-89, 93
make-or-buy decision 172, 337
mandatory separation 183
margin rule see efficient component pricing rule
marginal cost pricing 70-72, 99
and firm sustainability 71-72
in multi-product firms 78-79
and optimal access pricing 145-146
market hubs 295
market power assessment 57
market-based rates 284
mechanism design 409
menu regulation 101
merchant investments 254-255
Midwest ISO 234-235
Miller, M.H. 389
missing money problem 253-254
Mitchell, B.M. 319
mobile virtual network operators (MVNO) see
telecommunications networks
mobile-to-mobile (MTM) termination rates 341
Modified Final Judgement (MFJ, AT&T Corp. et al.)
(1984) 350
Modigliani, F. 389
Modigliani-Miller Theorem 389
monitoring approach 60-61
monopoly
adjacent monopolies 160-161
and competition 52
and independent regulatory agencies 222
monopoly to competition stages 56-57
natural see natural monopoly
pricing and ECPR 151
and pricing regulation 137-138
multi-period regulation 100
multi-product firms
non-linear pricing 85-86
pricing principles for 78-86
Ramsey-Boiteux pricing 81-83 see also pricing
Myerson, R.B. 89, 94

National Association of Regulatory Utility
Commissioners (NARUC) 220-221, 379

National Audit Office 220-221

national balancing point (NBP) 279, 280, 306

National Broadband Network 44
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National Electricity Market (NEM) 234-235, 250
National Energy Board (NEB) 211, 216-217, 289-290
National Regulatory Authorities (NRAs) 206, 216-217,
330, 332
National Rivers Authority (NRA) 383-384
National Transmission System (NTS) 279
natural gas see gas
natural monopoly
conditions for 16-18
and cost efficiency 25-26
economic notion of 14-18
efficiency arguments 19
entry regulation and productive efficiency 21-23
industry structure 14-18
and market demand 16
and production costs 16-18
regulation to control power of 23-26, 29
standard profit maximising 19
sustainability 22-23
telecommunications industry 15, 326, 327
use of term 2
water and wastewater regulation 360, 377, 405
see also core network activities; monopoly
negative network externalities 166-167
negotiate-arbitrate approach 60, 158
negotiated settlement approach 37, 58-60, 113-114,
289-290, 408, 410
advantages 59
concerns 59-60, 174
and regulators 60
net neutrality 352-356
Network Code 285
network externalities 27, 166-167
network externality charges 339
network investment, approaches to 174-175
Newbery, D.M. 109, 196
next-generation network (NGN) see telecommunications
networks
Nillesen, P.H. 240
non-linear pricing see pricing
non-price access see access
NordPool 234-235, 245, 251
NordREG 234-235
NYMEX 280

Ofcom 334

Office of Fair Trading 204

Office of Telecommunications (Oftel) 204
Ofgem energy regulator 238

Ofwat 390

online tariffs 251

operating costs estimate 105

operational capital maintenance (OCM) method 120-121
opex (operating expenses) 104
opportunity cost of access 152

optimal linear pricing see pricing

Order on Net Neutrality (2010) 370
ownership separation 183

paid prioritisation 354-356

peak-load pricing see pricing

Peltzman, S. 30-31

Pennsylvania-New Jersey-Maryland (PJM) market
234-235, 244, 250

perfect contestability 42

Pindyk, R.S. 346-347

Index 467

pipeline competition 283-286
pipeline productivity 295
Pittman, R. 335
point-to-point tariff method 290
Pollitt, M.G. 240, 252, 295, 297
positive network externalities 166-167
Posner, R. 30
postage stamp tariff method 290
pre-competitive market stage (monopoly to
competition) 56-57
pre-entry stage (monopoly to competition) 56-57
price cap regulation 114-129, 129-132,139, 196,
266, 410
adaptations to 139
advantages 125-128
average revenue approach 123-124
building block approach 119-121
capital expenditure 120-121
developments in 128-129
disadvantages 125-128
effect on firms’ earnings 132
effect on network modernisation 132
effect on operating costs 132
effect on prices 132
effect on productivity 132
effect on service quality 132
efficiency carry-over mechanisms 128
in electricity industry 238-239
ex ante revenue requirement 119-122: building
block approach 119-121;
LRIC (long-run incremental costs) 121-122
financial capital maintenance (FCM) method
120-121
fixed revenue cap 123
gas see gas price regulation
historic growth rate 118
hybrid caps 124-125, 139
input/output based 129
operational capital maintenance (0CM)
method 120-121
origins of 114-115
price cap duration 116-117
price setting flexibility 117-118
product scope 117-118
rate of return and price cap differences 130-131,
131-132
Regulatory Asset Base (RAB) 120-121
and regulatory lag 116-117
RPI - X: methodology 6, 117-118, 123, 125, 139;
value of X 115, 135, 144
RPI - X price caps 6, 115-116
services in baskets 117-118
tariff basket approach 125
in telecommunications industry 332-334, 344
weighted average price cap 125
see also electricity; gas; price regulation;
regulation; telecommunications; water and
wastewater
price change-linked tariffs 297
price controls
form and scope of 237-241
targeting 138
price cost tests/contestable markets theory 334-336
price differentiation 72
price discrimination 34
price guarantee tariffs 251
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price monitoring requirement increase 58, 174
price regulation 9
and allocative efficiency 19-21
benchmarking 135-137, 238-239
and core network activities 65-101
demand information asymmetries 91
earnings sharing mechanisms 133-135
economic principles 69
and economic welfare 69
efficiency/distribution trade-off 89
and emerging competition 137-138
and ex ante restrictions 55-58
and ex post approach 50
and facilities-based competition 345
first-best prices 20-21, 73, 76, 115
and hidden action 90
and hidden information 87-89
hybrids and adaptations to 133-137
and imperfect/asymmetric information 86-91
incentives 95-96, 117
independent regulatory agencies 44, 62
market power assessment 57
monitoring 58, 138, 174
and monopoly power 23-26
rate case process 104-108
rate of return regulation see rate of return
regulation
revenue sharing mechanisms 135
sunshine regulation 382
transitional price controls 57, 138
yardstick competition 135-137
see also electricity; gas; price cap regulation;
regulation; tariffs; telecommunications; water
and wastewater
prices access see access
pricing 70-72
access pricing see access pricing
alternative approaches 72
average cost pricing 72-74, 338-339
cost-based allocation method 80
cost-plus contracts 130
cost-plus pricing 108, 110
differential 74
Efficient Component Pricing (ECPR) 338-339
efficient price 70
equi-proportionate mark-ups (EPMU) 80
fixed and common costs 79-80
fixed-price contracts 130
full cost pricing 401
Fully Distributed Costs (FDC) method 80
linear pricing 70, 74, 79
long-run marginal cost (LRMC) 92
marginal cost pricing see marginal cost pricing
in multi-period context 91-97
non-linear pricing 21, 70, 72, 75-76, 79: in multi-
product setting 85-86;
Pareto improvement 77-78; tariffs 403, 410
one-way access 145-160
optimal linear pricing 74
optimal non-linear pricing 76-78
peak-load pricing 21, 83-85, 262
prices determination 107-108
Ramsey-Boiteux see Ramsey-Boiteux pricing
second-best approach 72-74
short-run marginal cost (SRMC) 92
standard welfare function 72-74
structures 401-402

transfer subsidies 71-72
TSLRIC pricing 336-338
two-part tariffs 72, 75-76, 85-86, 165-166
pricing principles
for multi-product firms 78-86
under full information 70-78
principal-agent model 45
principles relating to cost efficiency 98-99
principles relating to quality 97-98
private contract approach 60-61
privatisation, effects of 46-47
productive efficiency 19
and entry regulation 21-23
and price regulation 86-89
profit neutrality 165-167
profit sharing/earnings sharing regulation 133-135
public interest objectives 45-46
Public Switched Telephone Network (PSTN) see
telecommunications networks/regulation
Public Utility Commissions (PUC) 215-216
public utility industries
control of conduct 49-51
effects of research 7
efficiency arguments 19
expenditure on 4
incentives 45-46
investment in 18
ownership structures performance 46-47
performance 7
and privatisation 46-47
privatisation effects 46-47
regulation of see regulation
restructuring policies see restructuring policy
structures 65-69: change 5-7; vertically integrated
with competition 67-68;
vertically integrated monopoly 66; vertically
separated monopoly 66
use of term 2
Public Utility Regulatory Policies Act 1978 (PURPA) 231

quality, regulation of 97-98
Queensland gas trading hub 279

radio wave networks see telecommunications networks
Ramsey-Boiteux prices 21, 72, 74, 78, 80, 81-83, 95, 99,
100, 108, 147-148, 152, 155, 159, 338-339, 409
‘ratchet effect’ 94, 117, 128, 193-194
rate base 104, 105-107
rate case process 104-108
rate of return and price caps
differences in practice 131-132
differences in theory 130-131
in use 266
rate of return regulation 9, 104-114, 129-132, 139, 410
A-J (Averch-Johnson) effect 110-112, 351
adaptations to 139
advantages and disadvantages 108-113
as asymmetric 110
developments in 113-114
in electricity industry 241
incentive properties 130
limitations of 110
negotiated settlements 59-60, 113-114, 174
regulatory lag 110
in telecommunications industry 332
see also electricity; gas; telecommunications;
water and wastewater
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telecommunications industry 348
real option theory 172
real-time tariffs 230
Receiving Party Network Pays (RPNP) 345-346
refusal to supply 49
Regional Bell Operating Companies (RBOC) 183,
342-343
regulated firms, commitment by 199
regulation 3-5
alternative approaches to 8, 138
alternatives to 37-62
asymmetric 54-55, 92-94
and consumers 8, 29
core networks see core networks
cost benchmarking 135-137, 238-239
and cost efficiency 25-26, 98-99

deregulation policy approach 37, 51-58, 62, 408
dynamic with imperfect/asymmetric information:

and no transfers 95-96;

and transfers 92-94
economic regulation, use of term 3-5
economic theories of 14, 28-32
electricity industry see electricity industry

entry regulation and productive efficiency 21-23

and fairness to society 34-35

future challenges 413-414

gas industry see gas industry

and hold-up 24-25

incremental surplus subsidy scheme 93

instead of market forces 33

interest group theories 14, 28-32

and interests of regulatory agencies 33-34

and long-term contract 32-33

menu regulation 101

practice of 9-10, 410-411

price see price regulation

principles of 9

rate of return see rate of return regulation

rationales for see rationales

reasons for 8

and stakeholder group size 30

and state ownership 44, 47, 408

state-based 29

telecommunications industry see
telecommunications industry

theoretical principles and regulatory practice 408-

410
to control monopoly power 23-26

water/wastewater industry see water/wastewater

industry

see also division of powers; electricity; gas; price
cap regulation; price regulation; regulatory
agencies; telecommunications; water and

wastewater
regulation by contract 373
regulatory accountability 217-221

regulatory agencies see independent regulatory agencies

regulatory asset base (RAB) 120-121
Regulatory Asset Base value 398

Index 469

regulatory capital value (RCV) 398
regulatory commissions 5
regulatory commitment 94, 190-192, 199
regulatory decision reviews 218-220
regulatory frameworks 198, 206-207
regulatory holidays 171, 350-351
regulatory intervention, threat of 48
regulatory lag 96, 111-113, 116-117, 409
regulatory oversight 217-221
regulatory policy issues, electricity industry 242-265
regulatory practice, and theoretical principles 408-410
regulatory remits 7
restructuring experiments, assessment of 8
restructuring policy 2, 7-8, 10
effects of 411-413
see also electricity regulation, gas regulation,
telecommunications regulation, and water
and wastewater regulation, restructuring
policies and effects
use of term 2
retail benchmarking 169
retail competition see competition
revenue requirement determination 105-107
revenue sharing mechanisms 135
Rey, P. 340-341
Riordan, M.H. 91
RPI + K 380
RPI - X 6, 118-119, 123, 125, 128, 137, 139
Russia-Ukraine gas dispute (2009) 267

Sappington, D.EM. 53, 91, 134, 135, 194, 344

scale economies 38

service quality 97-98

service-based competition 173-174

services in baskets 117-118

services substitutability 165

Services Sydney 375-376

sewage see water and wastewater regulation; wastewater

sewer mining 374-375

shale gas 267, 308-309

Sherman Act 213

Shleifer, A. 239

short-run marginal cost pricing (SRMC) 92

Sky 324

Skype 311, 321, 322, 324

sliding-scale regulation 133-135

small-customer problem 61

smart grids 260, 262

smart meters 6, 230, 261-262, 402

smart networks 6

social impact policies 6

South Australia gas trading hub 279

Spiller, P.T. 196, 198

spot markets 231-232, 278-280, 294, 295, 305, 307

Srinagesh, P. 319

stand-alone cost (SAC) 334-336

state ownership approach 37, 44-47, 62, 408
and independent price regulation 44, 47

STB transport regulator 211

stepping stone approach, to network investment 174-
175

stepping stone hypothesis, in telecommunications
regulation 346-348

Stigler, G.J. 30

subadditivity 17

sunk asset expropriation 192-193

sunk costs 41-42
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sunshine regulation 382, 393, 406
sustainable prices 22-23
switching technology see telecommunications
networks
Sydney Water 135
system benefits charge 262
system operation activities 237
system operator function 247
takings protection 106-107
tariffs 107-108, 230, 251, 252, 262-263, 290-292,
297-299, 362, 379
access pricing 168
block tariffs 403-405
California 262-263
decreasing block 403
default 252
dual-fuel 230, 251, 297
dynamic 262-263
electricity regulation 194, 251, 252, 410
feed-in 260
flexible retail 251
‘green’ tariffs 230, 251, 297
increasing block 403
online 251
point-to-point 290
postage stamp 290
real-time 230
tariff basket 125
two-part 72, 75-76, 85-86, 165
uniform 403
Taylor, W.E. 345
technological changes 53-54
telecommunications, use of term 2
Telecommunications Act 215-216, 337, 342-343,
346-347
telecommunications regulation 6, 9-10, 132, 144, 154,
160-161, 172-173, 183, 211, 216-217
access pricing 338-339
access tiering 355-356
approaches to 325-341
architectures 315-317
broadband gap 356
buffering 321
cable networks 329-331; cross-ownership 330-331
Calling Party Network Pays (CPNP) 331, 332, 333,
345-346
commodity trading 324-325
common carrier requirements 330
common market in Europe 343
competition: infrastructure competition 411; inter-
platform competition 347-348;
intra-platform competition 347-348
competitive bottlenecks 340-341
competitive local exchange carriers (CLEC) 346-347
demand change and technology advances 314-315
demand-side characteristics 313-314
developing/transitional countries 343-344
digital divide 356
distributed stand-alone cost (DSAC) 334-335
duopoly policy 343
e-commerce 311
externality surcharge 314
fixed-to-mobile (FTM) interconnections 162, 167
fixed-to-mobile (FTM) termination rates 341
Incumbent Local Exchange Carriers (ILEC) 342-343,
346-347
industry expansion 312

industry as natural monopoly 15, 326, 327
Internet congestion 321-325
Internet Protocol (IP) 317: backbone
networks 339-340; fibre-based networks 313,
322, 349-350
Internet service providers (ISP) and paid
prioritisation 354-356
Internet service providers (ISP) and traffic
management 353, 354
investment in infrastructure 350-351
ladder of investment approach 347
mandatory unbundling policies 346-348
mobile networks 331, 345-346, 348
mobile telephone trading 325, 348
mobile virtual network operators (MVNO) 324
mobile-to-mobile (MTM) termination rates 341
as natural monopoly 15, 326, 327
net neutrality 352-356
network externalities 314
network externality charges 339
next-generation network (NGN) 357-358:
access 349-350; architecture 317;
infrastructure investment 350-351; regulation
need 357-358; unbundling 349-350;
non-price regulation 338
paid prioritisation 354-356
price caps 332-334, 344
price controls 332-341
price cost tests/contestable markets theory
334-336
product characteristics 313-315
Public Switched Telephone Network (PSTN) 312,
313, 322, 326-329, 332, 348, 357:
architecture 315-316; competition 327-328;
geographic market segmentation 329;
regulation see telecommunications regulation;
restructuring policies 327;
specific services 328-329; star topology 315
quasi-facilities competition 328
rate of return regulation 332
rationale for continuation of 348
Receiving Party Network Pays (RPNP) 345-346
regulation see telecommunications regulation
regulation/competition law interaction 331-332
regulatory holidays 350-351
regulatory policy 341-357
restructuring policies: effects of 344-346, 412-413;
scope 342-344
service providers 324
services 322-323: broadband services 323, 356;
data services 322-323;
dial-up services 322-323; fixed/wireline 322;
managed packet 322;
multimedia/broadcasting 323; voice
services 322; wireless/mobile
networks 322
services/elements pricing 332
stepping stone hypothesis 346-348
supply characteristics 314
switching technology 319-322, 357: circuit
switching 320; internet telephony 321-322;
packet switching 320-321
technological revolution 311, 312, 357
technology/services convergence 314, 319
trading arrangements 324-325
transmission mediums 317-319: copper-based 318,
357; fibre-optics 318-319, 357;

© in this web service Cambridge University Press

www.cambridge.org



http://www.cambridge.org/9781107024236
http://www.cambridge.org
http://www.cambridge.org

Cambridge University Press

978-1-107-02423-6 - Modern Economic Regulation: An Introduction to Theory and Practice
Christopher Decker

Index

More information

Index 471
HFC (hybrid fibre coaxial) 319; radio wave/ and risk-taking 179
wireless network 319; voluntary separation 183
technology convergence 314, 319 Vickers, J. 39, 176, 385
TSLRIC (Total Service Long Run Incremental Cost) Victoria gas trading hub 279
pricing 332, 333, 336-338, 347-348 Vogelsang, I. 95-96, 115-116, 158, 198, 409
unbundling policies 328, 330, 346-348, 349-350 Voice over Internet Protocol (VoIP) see
universal service policies 356 telecommunications networks
Voice over Internet Protocol (VoIP) 321-322, 338, voluntary separation 183
348, 353 Vonage 321, 322
‘waterbed effect’ 341
wholesale mobile termination rates 345-346 Water Framework Directive 384-385
xDSL (Digital Subscriber Lines) 323 water and wastewater regulation 9-10, 62, 154, 158-159
Telst.ra 324, 330-331 access pricing (ECPR) 375-376
t.ermlr}atlon_monopoly problem 331 activities subject to regulation 372-378
t¥me—mcon51st§n.cy problems 190-192, 209, 221 annual leakage target 382
tlme—of—use pricing 262 capital cost/structures (England and
Tirole, J. 90, 94, 130, 148, 152, 158, 168, 340-341, 409 Wales) 388391
Title Transfer Facility 279 capital expenditure scheme (CIS) 380-381
Total Element Long Run Incremental Cost (TELRIC) 215- and climate change 395-396

216, 332, 333, 336-338, 342-343, 347-348

comparative competition 381-382
total entry 42

competition: common carriage 377, 393-394, 395;

total facto.r productivity (TFP) 238-239 future prospects 394-396;
Total SE.II’YICQ Long Run Incremental Cost (TSLRIC) horizontal 373: indirect 373, 406: inset
pricing 332, 333, 336-338, 347-348 appointments 373, 377, 393;
total surplus 19, 69 for the market 373, 373, 391, 406; policies
trading hUbS. 2_79’ 295, 279, 280, 295, 306 impact 391-394; in retail activities 375,
transfer subsidies 71-72 394, 395; in supply chain 373;
trz—}nmtlonal price controls 57 third-party access 377, 393-394,
Triebs, T. 295 . ) 395; upstream activities 394-395;
two-part tariffs see pricing; tariffs yardstick 406, 373, 393, 406
concession agreements/eontracts 391-393
U-Verse 324 costs principle removal 395
unbundling 346-347, 395, 406 decreasing block tariff 403
uniform pricing 70 economies of scale 369-370, 395
uniform tariff 403 economies of scope 370-371
universal service policies 356 and electricity production 362
US Interstate Commerce Commission (ICC) 334 English experiment 387
English model 373
Verizon 324 externalities 359, 362-363, 402, 405

fixed charges 402

and competition 178-179 franchising 406
and contracts 177-178 French model 373

core network firms 159-160, 410-411 full cost pricing 401
and investment 177 future challenges 414

and markets 177-178 horizontal competition 373
monopoly structures 66 implications for 405-406

monopoly structures with competition 67-68 Increasing block tariff 403

potential benefits 176-178 industry models 373 )

and production coordination 176-177 investment 385-386, 387: in

public ut1hty firms 175-180 infrastructure 399-400, 407-408

vertical separation metering 402
accounting separation 182 networks integration 399-400

boundaries determination 180-181 operating costs 387
business separation 182-183 ownership changes 387-388
and competition 178-179 pipelines 366-367, 374

core network firms 159-160, 180-181 price affordability 400-403
forms of 181-183 price benchmarking 381-382

price caps 379-381

price demand management 400-403
price efficiency 400-403

price regulation 378-383

vertical integration

and incentives to new firms 179
and innovation 179

legal separation 183

mandatory separation 183 1
monopoly structures 66 price structures 401-402
ownership separation 183 prices 385, 387, 400-403
potential benefits 178-180 privatisation 383-384
public utility firms 175-180 productivity 387

and regulatory structure 179 public operator model 373
public/state ownership 387-388, 405
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water and wastewater regulation (cont.) contamination 360-361
quality regulation 382-383 demand/consumption 361-362
rate of return 379 distribution 363-364, 366-367
regulatory accounts 379 potability 360-361
regulatory asset base value 398 product characteristics 360-363
regulatory capital value (RCV) 398 reclaimed/recycled 360-361
regulatory policy issues 383-405 storage 363-364
restructuring policies: effects of 385-387, 406, 413; substitutablity 361
scope of 383-385 transport/transfer 363-364, 366-367,
retailing: wastewater 363-364; water 363-364, 374
367, 374, 375, 384 treatment 363-364, 366, 374-375
RPI + K 380 water banks 372
RPI - X 379 water conservation 402
services ownership 363, 373 water grids 400
sewer mining 374-375 water as natural monopoly 360, 377, 405
smart meters 402 water supply sources 362-363
sunshine regulation 382, 393, 406 water systems 369
supply chain 363-364, 368-371, 373, 377-378, water trading: policy effects 398-399; water
405, 406 rights 397-398; wholesale bulk 371-372, 374,
systems 369 375, 384, 397-399
systems integration 369, 370 water value 397-399
tariffs 362, 379, 401-402, 410: block tariffs ‘waterbed effect’ 341
in USA 403-405; and concession Weighted Average Cost of Capital (WACC) 388-391
contracts 392-393; structure 401-402 Weisman, D.L. 135, 344
unbundling activities 395, 406 wireless networks see telecommunications networks
uniform tariff 403 Wright, J. 166-167

vertical integration 370, 371, 405

vertical separation 371 X-inefficiency 25

wastewater X-value, in benchmarking 239-240
cla551f1_cat10n 361 xDSL (Digital Subscriber Lines) see telecommunications
collection 363-364, 367-368

: networks
disposal 363-364, 368
distribution 363-364 . o,
effluent 368 yardstick competition 406, 373, 406
sludge 363-364, 368 in electricity industry 410
in Sydney 375—576 and information asymmetry 96-97
treatment 363-364, 368, 374-375 in Netherlands 239-240

water and regulated price setting 135-137
abstraction 363-364, 374, 384, 394-395,

397-398 Zeebrugge trading hub 279
competition 386 zero charge access pricing 338-339
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