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Abstract 
Trade-offs between imitation and innovation create natural tensions in the design of 
competition policy for the telecommunications industry.  We explore the relationship 
between the prices of unbundled network elements (UNEs) and static/dynamic efficiency.  
We find that even when UNEs are priced to induce efficient make-or-buy decisions from 
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Appendix 

This appendix contains the proofs for Lemmas 3 and 4 and Propositions 1, 2 and 3. 

Proof of Lemma 3: 

To derive the investment function, we first derive the incumbent’s reduced-form profit 

function by substituting the Nash solutions 
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