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PREFACE

This book is concerned with government activity in the marketplace. As such,
it is suitable for use in upper-level undergraduate, economics, and business
school courses that deal with topics usually called “governmentand business,”
“public policies toward business,” or “government regulation of business.”

Observers of American economics and politics frequently pose some
pointed questions about the role of government in what is largely a private
enterprise system. For example, if we truly believe in the market, why is public
intervention so extensive? Do our government programs generally follow
reasonable patterns, providing improvements in social and economic welfare?
Or is the picture more ominous—one of government encroachment into the
arena of private decision, to the detriment of efficiency and freedom?

Ourapproach tosuch questionsis consistently to emphasize the economic
analysis of public policy—both the motivations forand the effects of government
action. Some background in economics is therefore necessary. At aminimum,
a course in the principles of microeconomics is required. Familiarity with
intermediate microeconomics, although not essential, isalso helpful. Although
the discussions of theoretical topics are largely self-contained, we also attempt
tomake accessible to students a number of recent analytical developments that
carry important implications for public decision making. Our view is that one
need not be an economic theorist to grasp and appreciate relevant concepts,
but the stronger one’s background, the easier the assimilation process is likely
to be.

There have been many developments in government policy toward
industry since the first edition of this book was written. In particular, the
movement to deregulate transportation and telecommunications has
significantly altered the structure of these industries as well as the public
policies that affect them. The energy industry now appears workably
competitive and is no longer subject to such extensive regulation; and new
policy issues have arisen in the areas of antitrust and in consumer and worker
protection.

vii



viii Preface

There havealsobeen changes on the theoretical front. Our understanding
of natural monopoly, the strategic behavior of oligopolists, and markets for
information has increased. Concepts of fairness and justice in economic policy
have come to the fore.

CHANGES IN THIS EDITION

The developments we have noted above are reflected in this edition. We have
introduced a separate chapter on the telecommunications industry and
expanded our coverage of transportation. The chapter on energy has been
dropped. Our discussion of consumer protection issues has been revised and
expanded, and we have added a section on worker protection. We have
introduced new discussions of justice and placed greater emphasis on
efficiency—equity tradeoffs in our consideration of policy issues.

We have tried throughout this edition to provide clear discussions of
theoretical topics, supported by additional real-world examples. The policy
sections have been updated to include what are in some instances important
new developments. Many diagrams have been redrawn for greater clarity, and
we have added captions so that readers may work through a diagram without
the need to refer back to a separate section in the text. We have also tried to
respond to a very large number of helpful specific suggestions that we have
received from readers of the first edition.

This edition is accompanied by a new Instructor’s Manual that focuses on
important aspects of each chapter and provides answers to the Discussion
Questions.

ORGANIZATION

We have organized the text as follows:

. Part I sets forth the basic issues, including much of the relevant
theory underlying government intervention in the marketplace.

. Part II deals with government policies that encourage competition
and reliance on the market—the antitrust laws and related
enforcement programs.

. Part I1I, labeled “old-style” regulation, discusses policies in which
government substitutes its own decisions for those of the market, at
least to a degree. This includes the regulation of industries
traditionally defined as public utilities.

. Part IV, labeled “new-wave” regulation, focuses on some forms of
public control that represent a relatively recent expansion of
government’s role. This expansion, especially in the areas of
environmental and consumer protection, is in part a response to
economic analyses of problems posed by public goods, externalities,
and inefficiencies in information markets.
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ALTERNATIVE COURSE OUTLINE

This book is organized in such a way that the relevant theory is systematically
developed first (Part I) and then applied in the discussion of three major policy
areas (Parts I, III, and IV). The advantage of this approach is that it allows us
to apply the full range of tools developed in Part I to each policy area and issue.

Some instructors, however, may prefer that theory and policy chapters be
intermingled. Others may find that the book contains more material than can
be comfortably covered, particularly in courses that run only one-quarter of an
academicyear. Ineither case, the following alternative organization of chapters
may prove useful.

Introduction to the Issues

Chapter 1 A General Overview

Chapter2  The Virtues of the Marketplace

Chapter6  Corporate Responsibility: An Answer to Market Failure? (This
is a floating chapter and may be inserted at any point.)

Antitrust: Theory and Policy

Chapter8  The Realm of Antitrust

Chapter3  Market Failure: Monopoly

Chapter4  Market Failure: Oligopoly

Chapter9  The Structure of Industry: Measurement Problems and
Evidence

Chapter 10 Antitrust and Market Power

Chapter 11  Antitrust and Market Behavior

Chapter 12 The Effects of Antitrust: Does It Accomplish Anything?

Public Utilities Regulation: Theory and Policy

Chapter 13 Regulation: Rationale and Basic Principles

Chapter 14  Regulatory Responses to the Basic Problem

Chapter 15  Dynamic Efficiency, Optimal Investment, and Regulatory
Incentives

Chapter 16  Regulatory Dilemmas: The Case of Electricity

Chapter 17 Regulation and Public Policy Paradoxes: Transportation

Chapter 18  Regulation and Public Policy Paradoxes:
Telecommunications

Chapter 19  General Assessments

New-Wave Regulation: Theory and Policy

Chapter20  Why New-Wave?

Chapter 5 Market Failure: Public Goods, Externalities, and
Information Problems

Chapter 21  Consumer and Worker Protection

Chapter 22 The Environment
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Conclusion
Chapter 23 ~ Where We Stand
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