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Ronald H. Coase and the Economics of Network Infrasuctures.

Claude Ménard*

1. Introduction.

The legitimate emphasis put on the two leadingrdautions from Ronald Coase, ‘The nature
of the Firm’ and ‘The problem of social cost’, htssdark side: it has kept under the bushel
the rich empirical investigations that provided staffolding of most Coasean analyses. With
the possible exception of his often revisited emsest of the Federal Communications
Commission (195%)and his economics of the lighthouses (1974), {ithy attention has

been paid to the continuing investment that Coaagenm the analysis of network
infrastructures. Throughout his long intellectual life, Coase pabéd over 30 notes, papers,
books, and extensive reports on what we now ideasifnetwork infrastructures, mainly
telecommunications and postal services, but alspajactricity, or ‘public’ transportatich.

He started doing so very early, in a devastatingeve of a book on the institutional structure
of public utilities (1938a) and continued to dovathout major disruptions until his very last

contributions.

In this chapter, | propose an exploration of thiaradant and rich material, with an
emphasis on two major lessons: (1) the analyseslajged by Coase remain particularly
relevant for the modern analysis of network infnastiures; (2) they highlight an approach to
regulation and policy a good deal more subtle ibarften assumed. The chapter is organized
as follows. Section 2 takes advantage of the @éetahalyses that Coase made of the
broadcasting industry to formalize the three letledd structure network industries. Section 3
examines Coase’s investigation of the politicalresay involved in ruling network

infrastructures and the so-called ‘public utiliti€Section 4 discusses Coase’s controversial



views on the regulation of network industries amdye generally, on the mechanisms
through which general rules are translated inte@ifpeones. Section 5 provides some insight
on how the actors operating within these rules attafhe distortions thus introduced. Section

6 concludes by pointing out the role of technolagythe backstage to Coasean analyses.

2. Levels of investigation

Let me start with reporting the different levelattshape the Coasean investigations into the
‘institutional structure of production’, levels thae can derive from the detailed study that
Coase did seventy years ago (1947) about how titislBBroadcasting Corporation (BBC)

was bhorn.

Wireless telephone, as the emerging radio broadgasts called at the time, fell in
Great Britain under the Wireless Telegraphy #ic1904, which considered radio
transmission as a means for sending messagesatiaits in which wire telephone was not
available (typically ships). To make a long stonpi, Marconi Company started emitting in
Great Britain on a very modest scale in the ea®B0%, and needed a license to expand an
activity that remained largely experimental. Thestrg regulation, monitored by the British
Post Office was not adapted to this new use of the emergeitdogy, which would allow
transmitting news, commentaries, concerts, anchsdarconi and other companies
pressured the Post Office to allow extended brostdhga Actually, these companies were not
interested in broadcasting per se, but in creakgnaand for their receiving sets. After two
years of arduous negotiations among the interdstad, and between the firms and the Post
Office who pushed them to co-operate, the BBC weaated as an actual monopoly for
broadcasting activities, with its capital in thenla of the firms and under tight regulation (for
example, all components of receiving sets had torbduced in Great Britain) implemented

and monitored by the British Post Office.
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Through the detailed description provided in Cqaeger, we can clearly identify the
three levels that investigating the case should tato account: the institutional rules (the
1904 law) framing the game among the different @laya ‘meso-institution’ (the Post
Office)®, which interprets, adapts, implements and monitoits own way the rules of the
game defined by the law; and an organizationahgement (the BBC, pooling firms that
remained competitors) that became responsiblediiveating the specific service
(broadcasting) and for organizing transactions whbrators accordingly. These are the three
dimensions on which | focus in the coming page®r&hs another dimension that provides
an essential background to Coase’s story: the t#apical changes in broadcasting that
imposed adjustment of the rules of the game anptatlan of parties involved in the usage of
this new technology. However, in the coming pag&sall focus on the institutional

dimension with its three levels. The following frgisummarizes these interactions.

Figure 14.1: Interactions defining the institutiond structure of production.

[INSERT FIGURE 14.1 HERE]

3. The political economy of formal institutions

In his analysis of network infrastructures, Coaseststently referred to laws and other formal
rules that frame the modalities for the deliverygobds and services at stake, but also create
room for interpretation and adaptation that openwtiay to political interference. As he
clearly stated: “Economic regulation is the es&bhient of the legal framework within which
economic activity is carried out.” (1977: 5). Tlhismework results from legislative action but
also from judiciary interpretation. For exampleg thkevelopment of broadcasting in the UK

fell under the Wireless Telegraphy Act from 1904jah transferred jurisdiction on new



means of communication to the Post Office and easbrrough a mix of political
interference, positions defended by the Generankaster, and interpretations by Courts
(1947). Similar observations can be made regaritha@gnationalization of electricity (1950),
the development of postal services (1961), or ttwdudion of the jurisdiction over the

lighthouses services (1974).
Motivations to political intervention

One important aspect exhibited by Coase is theuation in the arguments supporting
political interferences at different points in tinféis is well illustrated by the changing
positions endorsed by the British Conservativesigeind after the general election of 1951

regarding the monopoly of the BBC over TV broadecas(1954: 217 sq.).

Variation in the arguments developed by policy malkte motivate regulation and
their adaptability to circumstances is strikinggdies fronstrategic considerations as
illustrated by the royal proclamations of 1591 4606 creating a monopoly over postal
services “...with a view at discouraging, discoveramgl suppressing treason and sedition”
(1955: 25) or by the nationalization of electriary1948 (1950: 9-10), to issues of
coordination that would be imposed by new technologies, fongXa the need in the case of
electricity (1950) to merge undertakings that werech too small and often involved local
authorities or small firms with overlapping juristdon, or the delivery of express mail (1955;
1961). Other arguments, although less often deeeldyy policy makers, are abdatrness
to consumers, which motivated the adoption of genhy stamp’ for all letters delivered over
the national territory (1939jegional development as a justification to the nationalization of
electricity (1950); or the capacity of the govermi® create incentives famnovation, as

would be the case for broadcasting (1947; 1954)emtricity (1950).

There are also less explicit factors often mothgpolicy makers. There are

considerations about employment or price contratwithstanding the awareness of some
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parties to the debate that it goes against econeffieiency (1950: 14; 1961: 60 sq.). And
behind all these arguments, there is often themaadi lobbies, which can play in both
directions: limiting the incentive to extend mongp@s when Oxford University successfully
resisted the Post Office in maintaining a semigevpostal system in the 1880s (1955: 33-
35) or when private firms lobbied to impose theowative technologies of radio broadcasting
in the 1920’s or TV in the 1930’s; or pushing todamore regulation so as to provide
support to monopoly power, as illustrated by theticming efforts to control or even prohibit
the payola system in the music industry (1979) ftbe11930s to the 1950s, when the top
majors (Capitol, Columbia, Decca, and RCA) oppgsy¢bla apparently because it mostly

benefited the newcomers diffusing ‘junk music’ (Ré& Roll, Rhythm and Blues)!

This variation in arguments already made the imgtdsregulate suspicious to Coase.
His reservations increased over time when lookirtge@impact of political interferences

through legislation.
Impact of political interference

Coase pointed out repeatedly three major impaatxteinsive regulation by policy makers,

with potentially devastating effects on the runnifiga market economfy.

First, political interference introduces distortson the price system. Early on, in his
discussion of the nationalization of electricit@fD) or the establishment of universal postal
services with monopolistic privileges (1955), Coasted that the apparently well-intentioned
decision to have receipts covering costs for aimeeaystem can easily slip into extended
cross-subsidies, making the system totally opa8uether problem comes from the “doctrine
of uniformity” of prices over the whole territorgs initiated by the “penny system” adopted
in the UK in 1840 and that provided much justifioatto support the monopoly of the Post
Office, a system that introduced cross-subsidiesrgmegions, distorting the costs supported

by users. More generally, Coase argued that timgetacan pop out of all measures intending
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to standardize an industry, as illustrated by tlogpessive transfer of lighthouses from
private interests to public authorities (1974: 3@8)other form of discrimination that is
tempting for policy makers regulating network irsraictures is to develop opaque structures
of privileged rates benefiting specific categonésonsumers, as commonly practiced in the

electricity or railroad industries (1950).

Second, and this aspect increasingly worried Cdheeg is the risk of political
interference on the content of services delivereddiwork infrastructures submitted to
regulatory supervision. This was so at the veryirbegg of the regulated postal services,
with the Royal Proclamation of 1591 allowing thevgoyment to open letters to limit risks of
treason and sedition, a right confirmed as latslinahe revision of the status of the Post
Office in the 1950s (1955: 25). But, according wa€ke it is the regulation of broadcasting
that made this risk even more obvious. As early%s1, he noticed contradictions among
policy-makers, in this case led by Conservativesuathe impact of the monopoly of the
BBC on TV broadcasting: on the one hand it was ickemed that the monopoly could be
justified, considering the “excellent and reputdireadcasting service for which this country
is renowned” (White Paper from 1952, quoted in 1238), on the other hand it was also
emphasized that competition could allow more difiexs opinion and improved the quality
of programs (White Paper from 1953). The issuefquality of programming and the
capacity of regulators to guarantee quilifgcame an important part of the debate in Great
Britain as well as in the US about the role of atisimg in financing programs (1954: 216;
1977). And it was also this problem of control hg FCC over the content, with respect to
the provision of “good music” as opposed to “thescalled junk music, rock-and-roll stuff”

(quoted in 1979: 293), which fed the debate on |zayo

Last, laws and regulations can have a direct impac¢he organization of the industry

or even on the internal organization of a firm.dTsisue is central in Coase famous ‘Proposal’



about the tasks of industrial organization (1982y},it can be found in earlier papers. For
example, in his analysis of the nationalizatiorlefctricity Coase (1950) noted that political
interference had already structured part of thesty through the British Central Electricity
Board created in 1926, a movement amplified byndienalization of 1948, with a Ministry
supervising the British Electric Authority in chargf the production of electricity, this
Authority having supervisory power over the AreaaBis in charge of distribution, so that an
entire chain of command-and-control organized tigistry. Legislative and regulatory
measures can also interfere with the internal aegdion of firms, as well illustrated by the
pressure from the Post Office, operating as a adgulin structuring the BBC, imposing an
alliance between rival companies and the allocatiocshares among parties to the initial

arrangement (1947).

4. Intermediate devices: translating general rulegmto specific ones

Understanding the relationship between generas ramhel specific ones and the devices
through which the general rules are actually im@eted is a task to which Coase devoted a
substantial part of his academic life. Three retguiadevices that fall under what | call
‘meso-institutions’ have been identified by Coasdthough his attention increasingly focused

on one of them, namely: regulatory agencies.

Salf-Regulation

One possibility is for a pool of otherwise compgtfirms to organize and regulate the
market. This was the solution prepared by the 8riRost Office to organize the new market
of radio broadcasting in the 1920s (1947). Resba$or implementing the general rules
defined in the Wireless Telegraphy Act, the GenBratmaster who initially considered

regulating directly the emerging industry of rabir@adcasting finally adopted a different



solution, pushing rival entities led by companieaking receivers to create a pool that would
control broadcasting. The Post Office pamperedgaeeament, signed in 1922, according to
which the initial six members would equally shdre tapital of the new entity, the BBC, with
a monopoly over radio broadcasting submitted toict®ns, for example the possibility for
newcomers to join the club thus reducing the nunolbshares of the initial shareholders, all
of this under the supervision ... of the Post Offi8e.it was that the BBC was initially a
private entity in charge of monitoring the netwarkder the umbrella and guidance of a

public entity.
Provider asregulator

A second option is to make a public utility dirgdth charge of regulating the sector. One
example is provided by the British Post Offf€eonfronted by the emergence of ‘messenger
companies’ which, already in the 1860s, wantedke tadvantage of loopholes in the law
from 1840 to circumvent the monopoly of the Podic@fand develop their own delivery
services. Initiatives came from private entrepreseout also from universities (Cambridge
and Oxford). As reviewed with a profusion of detdily Coase (1955; 1962), the Post Office
fluctuated in deciding how to implement the lawr, éaample between developing in-house
the express delivery service so as to confirm bsopoly, or ‘delegating’ the provision of
these services through concessions with royalaes o the Treasury, with the additional
difficulty of determining the basis for these rayed (number of letters? their weight? the net
receipt from the companies?). Another exampleagttovision of lighthouses (1974), which
evolved from private initiatives that developedidipin the 18" century, to the centralization
in the hands of one private entity (namely the ityiRlouse, which obtained a form of
monopoly over lighthouses in a 1836 Act of the iBhnitParliament) to more direct control by

public authorities at the end of the™€entury'*

Regulatory Agency
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The third possibility, which prevailed (and stibek) at the time Coase developed his
analyses, is that of government agencies, with Wwheame the canonical Coasean example,

the Federal Communications Commission.

A major step towards subtracting the regulatiobrofadcasting from the direct control
of policy-makers and delegating it to a relativalitonomous agency was made in the US
with the creation in 1927 of the Federal Radio Cassion, transformed in 1934 into the
Federal Communications Commission to extend thediation of the agency to telephone,
telegraph and a newcomer, television. Scrutinitivegagency and the progressive extension
of its power, Coase (1959) pointed out three isthi&she viewed as challenges relevant for
all other regulatory agencies. First, the contk@rahe allocation of rights to use a scarce
resource, in this case wavelength, through admatigé procedures rather than through the
price mechanism, motivated by a single technoldgicgument, the risk of interferences.
Second, the extremely high risk in delegating aaritr a bureau, which is what an agency is,
that a technically motivated allocation of rightsdxtended over the conduct of beneficiaries
and, progressively, over the content in their usEghese rights, for example by interfering
with programs (1959: 38). Last, there is the poksilthat a regulatory agency control the
action and development of the industry by regutptis mode of financing, as illustrated by
the debate about the role of sponsoring and aduegt(1959; 1965; 1979; also Pratten,

2001).
To sumup

Two important lessons can be drawn from the Coamiatysis of regulation. First, Coase
pioneered the need to take into account the roletefmediate arrangements when examining
the costs and benefits of regulation. Laws andesicdo not operate into a world of
benevolent and neutral actors, they need beingeimghted through intermediary devices,
‘meso-institutions’, that develop their own ageiaaia their own interpretation of the
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institutional rules of the game. Second, and tiesnis symmetrical to the Coasean analysis
of the organization of transactions, there areedéifit ways to do so. Among the three
arrangements that he identified, Coase increasioglysed on regulatory agencies, likely
because of their growing role in the economy, palairly in the US. He also became more
and more suspicious of their expected benefits eNbeless, he continuously pointed out the
need to assess these alternative ‘meso-instituttonsparatively, taking into account other
solutions (for example, using the price mechaniang) estimating the costs involved
(1959:18-19). In that respect, his position regagdhe institutions of regulation was

consistent with his approach to organizationalrageanents.

5. Adopting and adapting: market structures and thefirms

There is a paradox when it comes to the analydiseofhird level in the framework | derived
from Coase, the level at which network infrastruesuactually deliver goods and services. On
the one hand, Coase continuously pointed out thd fag economists to carefully examine
each industry in its specificity (1972) and, witlain industry, how organizations are
structured and their decisions framed and impleateran issue he strongly emphasized in

his ‘Nobel lecture’ (1992: 714).

On the other hand, Coase never systematically dpgdlhis views or substantiated
his intuition with respect to this dimension. Ndhetess he provided useful insights for
future research, opening the way to Williamson tde involved in that branch of the new

institutional agenda.

From integration to monopolies

In line with his famous article from 1937, whichipied out the existence of “alternative

methods of coordinating production” (1937: 389)a€e viewed the role of the government in
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public monopolies over network infrastructureshes bf an “entrepreneur-coordinator”
(1937: 388) and considered the possible arrangemdrgn substituting public ownership or

tightly supervised private entities to the pricechreism.

Right after the publication of ‘The Nature of thienf,” Coase reviewed two books:
one book reported on the exercise of public ownprahthe BBC, the Central Electricity
Board, and the London Passengers Transport Baadlthat concluded about “the suitability
to its own purposes of this form of public ownepsand control,” a view that Coase firmly
challenged (1938a: 485). The other book was ali@uBtitish Gas Industry, in which the
author maintained that “putting the control of ffgrin the hands of Gas Commissioners”
could be an efficient way to allocate resourcaraclusion with which the young Coase
deeply disagreed (1938b: 727). These contributicgr® complemented by a third paper in
which Coase discussed the adoption of a uniforecemystem that largely contributed to the
consolidation of the monopoly of the British Podti€2, and that “led to similar action on the
part of foreign Governments ... and the demand fdotm charges over the country for, for
example, the telephone and electricity.”(1939: 4Z4us, a research program was born that

would occupy Coase all his lifé.

Of particular concern for Coase was the propersitiards the monopolistic
structuration of network infrastructures. Let mephasize two aspects of the complex
developments he devoted to this ‘institutional stiee of production®? First, Coase became
aware that various organizational arrangementsgpport a monopolistic position, as
illustrated by his analysis of the BBC (1947), pusstal services (1955), the lighthouses
(1974), and so on. A monopoly can be formally dsthbd by the law, as with the Post Office
Reform of 1840, or can develalg facto, as with the case of the BBC that did not getllega
monopoly, at least in the initial stage (the Polic® had the right to license other

broadcasting companies), but obtained tight comivel the industry in making an obligation
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to new entrants to use patents (mainly on receafetisat time) held by the pool of companies
that formed the BBC (1947: 205)Second, Coase showed through several examples,
particularly in his analysis of the policy of theitish Post Office (1955; 1962y his

historical review of lighthouse provision (1974)etstrong propensity of monopolies initially
established for specific activities to extend theirsdiction, particularly through a strategy
oriented towards “narrowing exceptions” (1955:28)tivities initially considered as

ancillary and that could easily be delegated tegtel entrepreneurs end up consolidating the
monopoly, without consideration for efficiency,itigstrated with the case of ‘express

delivery’ in postal services (1961).
The internal structure of firms under public control

Another issue to which Coase referred repeateditlaat he summarized in his “Proposal”
(1972) concerns the impact of regulation on thermdl structure of the monopolies thus
established or, more generally, on the organizaimhstrategy of regulated firms. Here
again, many examples can be found in several pdipersxample regarding the organization
and jurisdiction of the BBC (1947), although nom¢ igto the details of internal

organizations, notwithstanding calls to do so.

One possible exception is the analysis of ‘theomaization of electricity in Great
Britain’ (1950). In this paper, Coase carefully emaed the allocation of decision rights
between the Ministry, responsible for the geneddicy regarding energy; the British Electric
Authority, responsible for the generation of eledtly; the Area Boards in charge of
distribution; and the Consultative Councils attatteeach Area Board to represent users’
interests. Behind its complexity, the structure @&em highly hierarchical, the Ministry
defining policies (‘after consultation’) and appiig members of all bodies, and the BEA
tightly supervising the Area Boards, particularlgem it comes to tariffs, revenues, and
expenditures (1950: 8-9). The official goals okthrrangement (keeping control over the
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strategic provision of energy; organizing regiote@velopment; and providing incentives for
research) should not obscure the underlying raofragulating employment... and prices),
pushing firms under public control to adapt to pcdil interference. Such example closes the

loop of interactions among the three levels idedifn our framework.

Notwithstanding this exception and a few otheri{14974, ...), Coase did not
develop the analysis of the internal structurarofig nor provided tools to go further in this
direction, as he acknowledged in 1972 as well dssriNobel Lecture, in which he paid

homage to Williamson for having made important stepthis direction (1992: 718).
In the end: Property rights at stake

What primarily underlies the Coasean analysis efitistitutional structure of network
infrastructures and of their regulation is the calnssue of the delineation and allocation of
property rights. As pointed out by Allen and BarZahe relationship between property rights

and transaction costs is at the core of Coasengspeogram.

Let me focus on a few illustrations. In his eamytribution on “British Experiments
in Public Ownership and Control” (1938a), Coaseadly pointed out the risk of
“monopolistic vested interest” resulting from tHeeation of rights to three publicly
controlled companies (the Central Electricity Bqdahd BBC, the London Passenger
Transport Board); the neglect of the costs of stagidation (to which he will later refer as
the “doctrine of uniformity”), an important arguntdor those favorable to public ownership;
and the danger of public corporations becomingpeddent from the Parliament, thus putting
on a shelf the potential conflicts between prodarer consumer interests. In sum, as early as
1938, Coase questioned “the suitability to its ganposes of this form of public ownership
and control” (quoted in 1938b: 485) and the efficig of these institutional arrangements.
Coase came back repeatedly to this issue of theatibn of rights and its impact throughout

all his academic career, from his analysis of thgim and role of the BBC (1947: 202 sq.) to
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his famous examination of the *allocation of fregcies” in his FCC paper (1959: 17 sq.) or
his “proposal for research” in industrial organiaat(1972: 69 sq.), all the way to the last
chapter of his last book (Coase and Wang, 2012.d@)anot to mention, of course, the entire

“Problem of Social Cost” (1960).

Confronted by the expanding role of public agenmese period in which he
developed his analyses, Coase became increasipigipoated, adopting a systematically
suspicious attitude towards public intervention poahting out the risk of neglecting
solutions in which the price mechanism could ptayrele. This critical position came out of
his growing conviction that political interferentranslated in misallocation of rights, as in
broadcasting frequencies, and high transactiors¢bat penalize users of network
infrastructures. However, Coase simultaneously taaiad the need to assess comparatively
the costs and benefits of various institutionad@tions of property rights, their impact on
transactions and on the efficiency of their orgatian. As firmly stated in the conclusion of

“The Problem of Social Cost”:

“Furthermore, we have to take into account theéscosolved in operating the various
social arrangements (whether it be the workinmafket or of a governmental
department) as well as the costs involved in ngpwna new system. In devising and
choosing among social arrangements we should fegaed for the total effect. This,

above all, is the change in approach which | anoeating.” (1960: 44).

This message remains entirely relevant nowadays.

6. Conclusion

In this paper | have explored the three levelsnailysis that we can clearly identify in Coase

early examination of network infrastructures, am@ve paid special attention to the
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intermediate level, the level of “meso-institutibn® which Coase devoted an increasing part
of his efforts through his analysis of regulatiorddhe role of regulatory agencies. In doing
so, | have neglected other important aspects ahkiestigation in the economics of
infrastructure, for example the need to analyzepti@ng mechanism at work in public

utilities (explicitly developed in 1970b, but aldBapresent in 1946); or the need to take into

account the way property rights are delineatedadiogated'°

However, there is one issue | did not develop ihaystematically neglected by Coase
readers, and that | found of particular importafaceinderstanding his analyses: it is the role
of technology as the unavoidable background toralewant exploration of network
infrastructures. In his fundamental paper on thgioof the BBC (1947), Coase already
emphasized the misperception of the emerging tdogpof radio broadcasting, initially
viewed as a wireless telephone that would compétetelegraph. This misperception fed the
command-and-control strategy adopted by the BrRight Office but also the strategies of
private companies that pushed to get rights todwast less by an inherent interest to do so
than by their expectation to benefit from anotleehnhology, the development of receivers. In
sum, the Post Office was concerned with the so#tysahile the companies focused on the
hardware. The BBC came out as a compromise betthese different perceptions of the new
technologies. Similarly, examining how institutiom®nitored the emerging television in the
late 1920s — early 1930s, Coase (1954) insistati@perception of this new technology in
shaping the industry, with the BBC initially unintsted and later wanting to capture what
came to be viewed as the ‘natural extension’ oforbdoadcasting, and private firms initially
mostly interested in keeping control over programsource of revenues while using the
BBC as a broadcaster. Other examples could be @jgsel(for example, about the allocation

of rights over high frequency waves, explored byas& 1970).
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Technical systems and their characteristics thogiged background to Coase
analyses, making the allocation of rights overwa technology an important piece of his
framework, with the underlying dynamics of innowaatiresulting in tensions between private
initiatives and public monopolies or regulationsélnoticeable is how Coase understood the
importance of the underexplored links between teldgical innovation and organizational

innovation, as illustrated by his analysis of bicasting or of messenger companies.

There are of course issues that escape the attasitidoase and/or on which he
adopted ambiguous or controversial positions. kanmgle, coming back to the role of the
FCC, he argued that “No significant improvementhi@ present situation is to be expected

unless the financial basis of the industry is cleaig1965: 166). He added that:

“The FCC, by its emphasis on the financial quedifion of the claimants, must
inevitably tend to favor firms or individuals wiape already financially well-endowed.
The FCC is, in fact, engaged in an anti-poveripgaign for millionaires ... All this

would change if the FCC sold its grants to thénagy bidders.” (1965: 165).

However, it is not clear how the auctions thatdefed would improve quality and
better take on board the interests of less welbasdl individuals or groups; nor is it obvious
how the pay-television system that he supportezpassed to the sponsor system would
automatically improve quality through a better rhdbetween outputs and consumers’
preferences (Pratten, 2001). Another example oindroversial issue concerns the role of
courts. Coase increasingly opposed regulation wiard& infrastructures through agencies and
rather favored regulation through the legal systa@ewed as more respectful of rights. But he
also came to confess (1977) that Courts is the regsiated market for ideas, and a market

that involves high transaction costs.

Confronted to controversial views or hesitationthwespect to crucial policy issues

regarding network infrastructures, we know what €&émanswer would have been. First,
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proceed through comparative assessment. After gaviticized the role of regulation, he
concluded: “But this does not mean that we woulthdtter off if all regulations were

abandoned.” (1977: 8). Second, stick to the faotsthe challenges they raise.

“An inspired theoretician might do as well with@mpirical work, but my own
feeling is that the inspiration is more likelydgome through the stimulus provided by
patterns, puzzles, and anomalies revealed bymgsitedata-gathering, particularly

when the prime need is to break our existing Batfithought.” (1972: 71)
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NOTES

! | am very grateful to two anonymous referees alodiE Bertrand for their comments and

suggestions.

2 Without other precision, dates in parenthesisrriefeontributions from Coase listed at the
end of this chapter.

3 An important exception is Pratten (2001), who ergdl Coase’s contributions to the

analysis of broadcasting. See also Medema (19%4. &) for an assessment of Coase’s
empirical studies.

* Hereafter we refer to ‘network infrastructures’arbroader sense than the frequent usage
associated to computer systems.

® The rules and allocation of rights framing theatien of the BBC can be found in 1947: 202
sq.

® In a nutshellmeso-institutions are subsidiary arrangements operating under general rules

(laws, customs) and defining, delineating, tranglating these general rules into specific ones
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(sectoral and/or regional), thus framing actual transactions. Regulatory agencies are

illustrative. For a discussion of the concept, [gémard (2014).

" The payola system is the practice already impleetein the 1920s by publishers of music
and producers of programs to pay musicians andiogrammers to give priority to the

diffusion of specific songs or programs.

8 Coase’s political positions with respect to puliiervention are complex and far more
subtle than often viewed. For a subtle analysiSadse’s positions on regulation and
intervention from 1937 to 1961, see Campbell araeKl(2005). See also Bertrand’s
discussion of the role of the ‘Coase Theorem’ mdlebate about public policies (Bertrand,
2010).

® TheBritish White Paper from 1953 on broadcasting referred to measuresate® ensure

“adequate standards of taste” (1954: 221).

19 Beside its economic significance, the interestoése for the Post Office likely came out

of the fact that his parents were its employees.

1 See Bertrand’s chapter in this volume.

12 |nterestingly, an ‘accidental’ event likely playadey role in this orientation: Coase got
involved in the analysis of public utilities whea had to replace Hicks and deliver a course
on this topic in 1935.

13 Other aspects are developed in several chapténssdiook.

14 4t is broadly true to say that the establishmeithe broadcasting service in Great Britain

as a monopoly was the result of Post Office pdli}947: 205).
15 Chapter 6. See also Arrunada’s and Drobak’s cheiehis volume.

18 Several chapters of this book are dealing witls¢heroblems.
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