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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 



1.   Introduction 
Trade-offs between imitation and innovation give rise to natural tensions in the 

design of competition policy for the telecommunications industry.  For instance, it is 
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the efficient make-or-buy decision from a static perspective, mandatory unbundling 
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discourage investment in innovation—leading 
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provisions of the 1996 Telecommunications Act was to mandate a competitive market 

outcome rather than to foster a competitive process ala
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3.2 A Policy “Correction” 

The FCC’s views as expressed in the subsequent Triennial Review Order 

concerning the relationship between unbundling and investment in facilities-based 
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4.2 Incumbent’s Incentive to Invest 
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investment.  That is, we must compute and interpret 
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Regulators were charged with implementi
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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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derivatives into the above expression and rearranging terms, it can be shown that 

( )



   



   

 

24

References 





   

 

26

 
United States Telecommunications Association v. FCC, 290 F.3d. (D.C. Circuit 2002). 0 0 1A.3773
0 -1.786 TD
0 Tc
0 Tw
 0 0T*TD
-0.0109 Tc
2059
0 T[(Weism)8.7(a)0 -1(n, Dennis L. “Thed. In)Efficiency of, )]T18.437094 0 TD
-0.0409 Tc
2042
0 T[( thed‘Efficien)5.9(t-Firm)9.4(’ Costed Snda)4.6(rd.”)4.6(C, )]TJ
/TT8 1 Tf5.973894 0 TD
-0.1
0 Tc
0 TwThed 0 0 34.410010 -1.786 TD-0.0012 TD
-0.08
0 T[(Antitrus)5.3(t Bu A)5(lle)5.2(tin, )]TJ
/TT4 1 T6
9.2294 0 TD
-0.1112 TD
-0.0003 Tw, Vol. XLV(1), Springit 20, pp. 195-211.d 0 0 6
9.2290 -1.786 TD
0 Tc
0 Tw
 0 0T*TD
-0.0009 Tc
2351
0 T[(W)5.4(e)D
-9(ism)8.9(a)0
-9(n, Dennis L. “Did ThedHigh Court Reach An Econom)8.9(i)-A.3(c Low inC, )]TJ
/TT8 1 T31.623094 0 T009 Tc
2338
0 T[(Verizo A)3(ion v, )]T-31.623090 -1.786 TD
-0.31
0 Tc
0 Tw. F26ThedReview of Network Economics, 


