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Summary 
 

Why the electricity price has to vary during the year? What happens when the rate of return 
of a monopolistic firm is regulated? Why is inevitable that private monopolies have to earn 
profits? What price should France Telecom pay so that a call originated in its network  
arrives in British Telecom’s? What does the “regulatory capture” means?  
 
These are some questions that naturally emerge when someone considers the issue of 
regulation. The goal of this course is to present some theoretical contributions that enable to 
analyze regulatory issues in a rigorous way.  
 
 
 

1. Introduction 
 

Kahn, A. (1988) The Economics of Regulation, Chapter 1. 
 

Laffont, J.-J. and Tirole, J. (1993) A theory of incentives in procurement and regulation, 
MIT Press, Introduction. 

 
Spulber, D. (1988) Regulation and Markets, MIT Press, Chapters 1 and 2.  

 
Viscusi, K., Vernon, J. and Harrington, J. (1992) Economics of Regulation and Antitrust, 
Chapters 1, 2 and 10. 
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2. Conventional theory of regulation 
 

Natural Monopolies 
 

Braeutigam, R. (1989) “Optimal policies for natural monopolies”, in Schmalensee, R. 
and Willig, R. (eds.) Handbook of Industrial Organization, Elsevier Science Publishers.  
 
Schamalensee, R. (1979) The control of natural monopolies D.C. Heath, Chapters 1 and 
2.  
 
Viscusi, K., Vernon, J. and Harrington, J. (1992) Economics of Regulation and Antitrust, 
Chapter 11. 
 
Pricing of a public enterprise under a budget constraint 

 
Boiteux, M. (1956) “Sur la gestion des monopoles publics astreints à l’équilibre 
budgétaire”, Econometrica, 24: 22-40.   
 
Braeutigam, R. (1989) “Optimal policies for natural monopolies”, in Schmalensee, R. 
and Willig, R. (eds.) Handbook of Industrial Organization, Elsevier Science Publishers.  

 
Regulation of the rate of return of capital 

 
Averch, H. and Johnson, L. (1962) “Behavior of the firm under regulatory constraint”, 
American Economic Review, 52: 1052-1069. 

 
Peak-load pricing 
 
Braeutigam, R. (1989) “Optimal policies for natural monopolies”, in Schmalensee, R. 
and Willig, R. (eds.) Handbook of Industrial Organization, Elsevier Science Publishers.  
 
Drèze, J. (1964) “Some postwar contributions of French economists to theory and public 
policy”, American Economic Review, 54: 1-64. 
 
 

3. Regulation under asymmetric information 
 

Bayesian Games 
 

Gibbons, R. (1992) Game Theory for Applied Economists, Princeton University Press, 
Chapter 3.  
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Mechanism design and adverse selection 
 

Fudenberg, D. and Tirole, J. (1991) Game Theory, MIT Press, Chapter 7. 
 
Green, J. and Laffont, J.-J. (1979) Incentives in Public Decision-Making, North-Holland.  
 
Salanié, B. (1997) The Economics of Contracts: A Primer, MIT Press, Chapter 2. 
    
Macho-Stadler, I. and Pérez Castrillo, D. (1997) An Introduction to the Economics of 
Information, Oxford University Press.   
 
Mas-Collel, A., Whinston, M. and Green, J. (1995) Microeconomic Theory, Oxford 
Univesity Press. 

 
Optimal regulation under asymmetric information 
 
Loeb, M. and Magat, W. (1979) “A decentralized method for utility regulation”, The 
Journal of Law and Economics, 22: 399-404. 
 
Baron, D. and Myerson, R. (1982) “Regulating a Monopolist with Unknown Cost”, 
Econometrica, 50: 911-930. 
 
Laffont, J.-J. and Tirole, J. (1993) A theory of incentives in procurement and regulation, 
MIT Press, chapter 2. 
 
Shleifer, A. (1985) “A theory of yardstick competition”, RAND Journal of Economics, 
16: 319-327. 
 

  
4. Applications of the theory of regulation under asymmetric information 

to telecommunications 
 

The problem of by-pass 
 

Curien, N., Jullien, B. and Rey, P. (1998) “Pricing regulation under by-pass 
competition”, RAND Journal of Economics, 29: 259-279. 

 
Laffont, J.-J. and Tirole, J. (1990) “Optimal bypass and cream-skimming”, American 
Economic Review, 80: 1042-1061. 

 
Interconnection 

 
Armstrong, M., Doyle, C. and Vickers, J. (1996) “The access pricing problem: a 
synthesis”, The Journal of Industrial Economics, 44: 131-150. 
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Laffont, J.-J. and Tirole, J. (1994) “Access pricing and competition”, European 
Economic Review, 38: 1672-1710. 
 
Laffont, J.-J. and Tirole, J. (1996) “Creating competition through interconnection: 
theory and practice”, Journal of Regulatory Economics, 10: 227-256. 
  

 Universal service 
 

Gasmi, F., Laffont, J.-J. and Sharkey, W. (2000) “Competition, Universal Service and 
Telecommunications Policy in Developing Countries”, mimeo. 
 
Laffont, J.-J. and Tirole, J. (1999) Competition in Telecommunications, MIT Press. 

  
 
5. Capture of regulators 
 

Chicago School 
 
Becker, G. (1983) “A theory of competition among pressure groups for political 
influence”, Quarterly Journal of Economics, 98: 371-400. 
 
Stigler, G. (1971) “The theory of economic regulation”, Bell Journal of Economics and 
Management Science, 2: 3-21. 
 
Peltzman, S. (1976) “Toward a more general theory of regulation”, The Journal of Law 
and Economics, 19: 211-240. 
 
Posner, R. (1974) “Theories of economic regulation”, Bell Journal of Economics and 
Management Science, 5: 335-358. 

 
Toulouse school 
 
Laffont, J.-J. and Tirole, J. (1991) “The politics of Government Decision Making: A 
Theory of Regulatory Capture”, Quarterly Journal of Economics, 106: 1089-1127.  
 
Laffont, J.-J. and Martimort, D. (1999) “Separation of regulators against collusive 
behavior”, RAND Journal of Economics, 30: 232-262. 
 
Kofman, F. and Lawarrée, J. (1993) “Collusion in hierarchical agency”, Econometrica, 
61: 629-656. 
 
Kofman, F. and Lawarrée, J. (1996) “On the optimality of allowing collusion”, Journal 
of Public Economics, 61: 383-407. 
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Tirole, J. (1986) “Hierarchies and Bureaucracies: On the Role of Collusion in 
Organizations”, Journal of Law, Economics and Organizations, 2: 181-214. 

 
 

6. Political economy of regulation 
  

Alary, D. and Besfamille, M. “Do insurance defrauders want to be punished?”', mimeo.  
 
Joskow, P. and Noll, R. (1981) “Regulation in Theory and in Practice: An Overview”, 
mimeo. 
 
Laffont, J.-J. (19969 “Industrial Policy and Politics”, International Journal of  
Industrial Organization, 14: 1-27.   
  
Laffont, J.-J. (2000) Incentives and Political Economy, Oxford University Press. 
 
Laffont, J.-J. and Tirole, J. (1990) “The politics of Government Decision Making: 
Regulatory Institutions”, Journal of Law, Economics and Organizations, 6: 1-31. 
 
Noll, R. (1989) “Economic perspectives on the politics of regulation” in  Schmalensee, 
R. and Willig, R. (eds.) Handbook of Industrial Organization, Elsevier Science 
Publishers.  

 


