THE ECONOMICS & POLITICS OF REGULATION

Economics 351 & IB&M 300J

Fall 2000, TuTh 11:00am-12:15pm, Denny 317

Steve Erfle, 2nd Floor Biddle, 
245-1635 (Office), 258-6816 (h before 8pm)

Office Hours: 
M-F 9:00-10:00am, and by appointment.

For appointments see Karen Freese, x1177, 2nd floor Biddle.

PREREQUISITES: Economics 278 or IB&M 220. 

TEXTS: The textbook for this course is Viscusi, Vernon, and Harrington (VVH), Economics of Regulation and Antitrust, 2nd edition, 1995. I will also expect you to read The Wall Street Journal on a daily basis – the WSJ provides a solid overview of business, and it deals on a regular basis with regulatory issues involving a wide variety of industries.  Other required readings (non starred items) listed in the syllabus will be on reserve in the library, and at the following website:

http://courseinfo.dickinson.edu/courses/ibm300J-econ351-FA00/

The starred readings are not required, but they are on reserve in the library, and are provided to give you further information in various areas should you be interested in pursuing that area in further detail.

OLD EXAMS: A xerox packet containing previous exams in this course will be available from Karen Freese (x1177), the IS department secretary, 2nd floor of Biddle House.  If you call her prior to going over, she can make sure she has a copy ready for you.  The problems contained on the old exams provide one of the best methods of understanding what will likely be on exams this semester.  I will hold a review session prior to each midterm where we can discuss these questions.  You are, of course, welcome to discuss your solutions with me at any time.

EXAMS: There will be two midterms.  The dates of the exams are: Thursday, October 5th; and Thursday, November 16th.  The midterms are cumulative.  There will be no final for the course.

SPECIAL DATES: On Tuesday, September 19th, Craig Weeks '77, Managing Director, Global Trade Finance at Chase Manhattan Bank, who is visiting campus as part of the Metzger-Conway series, will discuss regulatory aspects of international banking in our class.  I encourage you to also attend his Common Hour presentation on Wednesday, September 20th.  On Thursday, November 2nd, Kristen Skrabis, a Dickinson economist who is on a two year leave of absence while she works for the Environmental Protection Agency, will speak to our class about her work in the area of environmental regulation.  One of the Clarke Center speakers will also be of direct interest in this course: Beth McCormick ’81 who works for NASA will speak on Policy Making in the Federal Government on Tuesday, November 28th at 7:30pm in Denny 317.  There will be no class on Thursday, November 30th, because of the Dickinson College on Wall Street visit to Wall Street.

PRESENTATIONS: The final four classes, November 21st and 28th and December 5th and 7th will consist of group presentations.  These presentations will be based, in part, on WSJ readings, but will expand from there to other sources as appropriate for each topic.  Topics are discussed below.  Order of presentation will be determined by group consensus, or by drawing lots.

PRESENTATION TOPICS:  Each member of class will join one of four groups at the start of the semester.  The final four classes of the semester will be devoted to group presentations.  Each group will work over the course of the semester to become an expert in one industry in order to discuss the current state of affairs in that industry.  Many industries have undergone a weakening of regulations, or total deregulation in the past two decades.  And many of these same industries are in the news because of problems that are cropping up in the industry.  Serious questions have begun to emerge regarding the wisdom of the deregulatory actions.  Possible industries include (if you have a different industry in mind, feel free to talk to me about it early in the semeseter):

   Airlines: deregulated in 1978.  The current state of affairs is an almost crisis atmosphere with long lines, delayed flights, and air rage.

   Electricity: some states have instituted competition among electricity providers; there have been brown outs during the summer of 2000 in California that may be the result of this deregulation.

   Internet: should it remain unregulated?  What are the pros and cons to leaving this form of business almost completely unregulated.

   Microsoft: is in the process of being broken up – is this response to Microsoft’s actions justified?  What alternative remedies should have been considered?

   Oil: the market is unregulated, but domestic pricing in gasoline and home heating oil has led to calls for hearings during the winter and summer of 2000.

Presentations should be professionally organized and polished (i.e. Powerpoint is appropriate).

KEEPING CURRENT ABOUT REGULATION: I expect you to e-mail me at least once a week with a synopsis of the article you found most interesting during the past week in either the WSJ or other daily or weekly news publication.  Each e-mail must list the date and page number(s) of the article, as well as a brief description of the article and an analysis of how this fits into the course.  Remember, oftentimes these articles are written by non-economists, if you see assertions that you think are wrong, you may well be right – perceptive critiques of articles are more informative then book reports. I reserve the right to forward the best of these e-mails back to the entire class.

GRADING CRITERION: Exams are graded on a curved, as opposed to an absolute, scale.  Each midterm will be worth 35 percent of your final grade.  Your presentation, is worth another 20 percent of your grade.  That grade will be based on the quality of your background work, on your actual presentation, and on your ability to field questions raised during your presentation.  Your synopses of WSJ and other periodical readings are worth 5 percent of your grade.  Finally, 5 percent of your grade is based on your participation in classroom discussion during the student presentations.  You must be an active, informed, participant in each others presentations.

ASKING QUESTIONS: I wish to explicitly encourage classroom participation.  If you have a question about something that I have (or have not) said, then it is likely that others around you are also confused.  The lectures may seem to move slower if many questions are asked but I believe that much more learning occurs in such an interactive environment.
LECTURE TIMES: The course is set up in a 75 minute format.  For student presentations, we may have to move to another format depending on student enrollment, but my expectation is that student presentations will also take 75 minutes.
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Economics and Politics of Regulation       

AER – American Economic Review

BJE – Bell Journal of Economics

JEI – Journal of Economic Issues

JLE – Journal of Law and Economics

JLS – Journal of Legal Studies

POQ – Public Opinion Quarterly

QJE – Quarterly Journal of Economics

VVH – Viscusi, Vernon and Harrington (our textbook)

I. INTRODUCTION

VVH, Chapter 1

II. ECONOMIC AND POLITICAL FOUNDATIONS OF REGULATION

VVH, Chapter 2 and chapter 10 through p. 333.

     Wilson, James Q. "The Politics of Regulation" in J. Q. Wilson ed., THE POLITICS OF REGULATION, Basic Books, 1980

  *  Robert W. Kling,  "Building An Institutionalist Theory of Regulation"  JEI, March 1988, pp. 197-209.

     Erfle, McMillan and Grofman, "Regulation Via Threats: Politics, Media Coverage, and Oil Pricing Decisions" POQ, Spring 1990, pp. 48-63.

   * Erfle and McMillan "Media, Political Pressure, and the Firm: The Case of Petroleum Pricing in the Late 1970s" QJE, February 1990, pp. 115-134.

   * Peltzman "Towards a General Theory of Regulation" JLE 1976

   * Posner, R., "Theories of Economic Regulation" BJE 1974

   * Stigler, G., "The Theory of Economic Regulation" BJE 1971

III.  DIRECT REGULATION OF MONOPOLY MARKETS

     A. Introduction

VVH, pp. 344-358

     B. Optimal pricing rules

VVH, pp. 358-376

          1. Franchise bidding

VVH, Chapter 13

             * Williamson, O. E., "Franchise bidding for Natural Monopolies: in General and with Respect to CATV" BJE 1976

          2. Two part tariffs

             * Oi, Walter, "A Disneyland Dilemma: Two-Part Tariffs for a Mickey Mouse Monopoly" QJE 1971

          3. Peak load pricing

VVH, pp. 396-403

             * Needham, Douglas, THE ECONOMICS OF INDUSTRIAL STRUCTURE CONDUCT AND PERFORMANCE, St. Martins Press, 1978, pp. 293-301

          4. Theory of Second Best: Ramsey pricing

             * Needham, Douglas, THE ECONOMICS OF INDUSTRIAL STRUCTURE CONDUCT AND PERFORMANCE, St. Martins Press, 1978, pp. 249-257

             * Baumol and Bradford, "Optimal Departures from Marginal Cost Pricing" AER 1970

     C. Rate of Return regulation: theory

VVH, pp. 377-396

          Zajac, E. E., "A Geometric Treatment of Averch-Johnson's Behavior of the Firm Model" AER 1970

        * Baumol and Klevorick, Input Choices and Rate of Return Regulation:  Overview of the Discussion" BJE 1970

        * Erfle, Kaplow, and Petersen, "A Dynamic Regulatory model with an Application to Electric Utility Coal Conversion" unpublished manuscript, 1980

     D. Rate of Return Regulation: practice

VVH, pp. 403-411

          Joskow, P., "Inflation and Environmental Concern: Structural Change in the Process of Public Utility Regulation" JLE 1974 

IV. PUBLIC POLICY CONCERNING NONMONOPOLY SOURCES OF ALLOCATIVE INEFFICIENCY

A. Introduction

VVH, chapters 19 and 20

     B. Externalities and Environmental Issues

VVH, Chapter 21

        * Coase, "The Problem of Social Cost" JLE 1960

        * Demsetz, "When Does the Rule of Liability Matter?" JLS 1972

        * Baumol and Oates, ECONOMICS, ENVIRONMENTAL POLICY AND THE QUALITY OF LIFE, Prentice Hall, 1979, chs. 15- 18

      C. Health and Safety regulation: the role of information

VVH, chapters 22 and 23

Akerlof, G., "The Market for "Lemons": Quality Uncertainty and the Market Mechanism" QJE 1970

        * Erfle, "Persuasive Social Advertising: The Use of Propaganda" May 1983 (ch. 7 of my Ph. D. thesis)           

        * Darby and Karni, "Free Competition and the Optimal Amount of Fraud" JLE 1979

 * Colantani, Davis, and Swaminuthan, "Imperfect Consumers and Welfare Comparisons of Policies Concerning Information and Regulation" BJE 1976

V INDUSTRY STUDIES IN REGULATION AND DEREGULATION

VVH, chapters 15 through 18 and 24 as time permits – case studies of specific industries

