E N C O R E – Economics Network for Competition and Regulation

Introduction – ENCORE Workshops

ENCORE workshops are fora for the exchange of knowledge between academics and policy makers. To foster this knowledge exchange, the workshops have an informal character. At the same time an active and well-prepared involvement of all participants is expected.

Each workshop is centred around a theme that will be reviewed both from a policy and an academic perspective. Policy makers presenting policy papers  are  discussed by academics, and academics presenting academic papers are discussed by policy makers.

Design of Regulation
The workshop presents basic ideas on whether and how academic research can be helpful in the design of regulation (especially for networks such as telecom, electricity, gas). The academic presentations focus on the question: what useful principles have we learned from academic research that have practical implications for policy makers when designing regulation of networks? The presentation will be discussed by Dutch policy makers.

Programme

13:30 – 14:00 

Registration
14:00 – 14:40
Roger Sherman (University of Houston, USA), Designer Markets: The Art of Restructuring Industries
14:40 - 14:50

Discussion by Dan de Vries (Ministry of Economic Affairs/ DGTP)

14:50 – 15:20
General discussion

15:20 – 15.50 

Coffee break

15:50 – 16:30
Per Agrell (Catholic University of Leuven, Belgium) and Peter Bogetoft (Royal Veterinary and Agricultural University, Denmark), Evolutionary Regulation: From CPI-X towards contestability.

16:30 – 16:40
Discussion by Martijn van Gemert (NMa/ DTe)
16:40 – 17:10
General discussion

17:10 – 17:30

Panel discussion 


17:30 – 18:30

Drinks
Location: 
West-Indisch Huis


Room:
Admiraalszaal 

Address:
Herenmarkt 99, Amsterdam 
(near Amsterdam Central Station)

Workshop presentation
· P. J.  Agrell and P. Bogetoft (2003) "Evolutionary Regulation: From CPI-X towards contestability"
Abstract: Although the theoretical virtues of yardstick competition have been known and forwarded for a long time, underlying problems concerning information and production structure have blocked a broader embracement in regulatory practice. Moreover, the theoretically attractive high-powered CPI-X schemes that were widely applied following Littlechild are in practical implementation showing the feared signs of ratchet effects and embedded endogeneity in both the asset base and the improvement level. We address some of these outstanding issues in a multi-input, multi-output context, using frontier or technical norm models. However, we stress the evolutionary context of regulation, where even the yardstick competition is seen as a transitionary step from simple CPI-X revenue caps towards pseudo-contestable markets. The conceptual framework provides a greater transparency in regulatory policy making and adaptation, thereby lowering risk premiums due to regulatory risk. Some empirical examples are sketched to illustrate the theoretical results.
· Roger Sherman (2003) “Designer Markets: The Art of Restructuring Industries”
Abstract: The transformation of regulated industries in the United States over the last quarter century has seen some of them turned over entirely to competition (deregulation, e.g., airlines) and others introduced to competitive forces only in certain functions (restructuring, e.g., generation of electricity).  Markets created through restructuring would not evolve on their own; they are designed in an effort to harness market incentives in pursuit of efficiency.  The designed markets in restructuring vary with the technology of the industry, but always involve controlled introduction of a profit incentive – think of that as a carrot – along with some form of competitive pressure – think of that as a stick.  The question is always whether the stick can discipline the carrot.  After a brief sketch of general principles, the methods used in restructuring  telecommunications and electricity industries are examined with emphasis on the structure of the market relationships that result.  Restructuring is seen as a work in progress, with many market design problems remaining to be solved.
Recommended readings for Agrell and Bogetoft’s presentation

Bogetoft, P., (1997), DEA-Based Yardstick Competition: The Optimality of
Best Practice Regulation, Annals of Operations Research, 73, pp. 277-298.

Agrell, P. J, P. Bogetoft, and J. Tind (2002), Multi-period DEA Incentive
Regulation in Electricity Distribution. Submitted to Journal of
Productivity Analysis.
Suggested further readings for Agrell and Bogetoft’s presentation

Bogetoft, P. (1994b), Incentive Efficient Production Frontiers: An Agency
Perspective on DEA, Management Science, 40, pp.959-968.

Bogetoft, P. (2000), DEA and Activity Planning under Asymmetric
Information,  Journal of Productivity Analysis, 13, pp. 7-48.

Resende M (2002), Relative efficiency measurement and prospects for
yardstick competition in Brazilian electricity distribution, Energy Policy
30 (8): 637-647



Rudnick, H. and J. A. Donoso (2000) Integration of Price Cap and Yardstick
Competition Schemes in Electrical Distribution Regulation. IEEE
Transactions On Power Systems, 15(4), 1428-1433.

Shleifer, A. (1985) A Theory of Yardstick Competition. Rand Journal of
Economics 16, pp. 319-327.

Trujillo, L., González, M. and Estache A. (2001) Technical Efficiency Gains
from Port Reform: The Potential for Yardstick Competition in Mexico.
Working Paper 2637. World Bank.

Weyman-Jones, T. G. (1995) Problems of Yardstick Regulation in Electricity
Distribution. In Bishop, M., Kay, J., Mayer, C. (Eds) The Regulatory
Challenge. Oxford University Press, Oxford.
Suggested further readings for Sherman’s presentation 
Ai, Chunrong and David E.M. Sappington (2002) “The Impact of State Incentive Regulation on the U.S. Telecommunications Industry,” Journal of Regulatory Economics, 22: 107-32.

Borenstein, Severin James B. Bushnell and Frank A. Wolak (2002) “Measuring Market Inefficiency in California’s Wholesale Electricity Market,” American Economic Review, December, 92: 1376-1405.  

Weisman, Dennis L. (2002) “Did the High Court Reach a New Low in Verizon v. FCC?,” Review of Network Economics, 1: 90-105.
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