














Are you concerned about what America’s

college students are learning these days?

So are we!

The John William Pope Center for Higher Education Policy is a nonprofit institute
dedicated to improving the nation’s colleges and universities.

Concerns

We are concerned that:

- The intellectual life on campus is narrow,
rejects traditional Western ideas, and
belittles inquiry

- Faculty pay is rising, but faculty teaching work-
loads are declining

- Accountability is inadequate

- Taxpayers may be paying for inefficiency

Goals

Our goals for U.S. universities are to:

- Increase the diversity of ideas

- Encourage respect for freedom

- Improve students’ learning

- Cut costs

To achieve these goals we:

- Inform the public about actual learning

- Promote classic texts and traditional curricula
- Tell taxpayers where their funds are going

- Make policymakers aware of our feelings

The John William
= _ POPE CENTER

FOR HIGHER EDUCATION POLICY

For more information, visit popecenter.org
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requirement to receive the benefit, only 74 percent of mothers
were eligible and were more affluent than the population of all
mothers. The extensions in paid maternal leave raised taxes, had
no observable effects on socially important outcomes, and redis-
tributed Norwegian wealth to the affluent.

Occupational Licensure

“Relaxing Occupational Licensing Requirements: Analyzing Wages
and Prices for a Medical Service,” by Morris M. Kleiner, Allison Marier,
Kyoung Won Park, and Coady Wing. February 2014. NBER #19906.

orris Kleiner has studied the economics of occupa-

tional licensure extensively (see “A License for Protec-

tion,” Fall 2006, and “Working Papers,” Fall 2011). In
this paper, Kleiner and coauthors examine the effect of variation
across states in the supervisory requirements of nurse practitio-
ners. In states that require nurse practitioners to be supervised
by doctors and do not allow independent prescription writing,
nurse practitioner wages are 14 percent lower, physician wages
are 7 percent higher, and fees charged for heath care services are
3 to 16 percent higher. In states that allow nurse practitioners to
practice independently and write prescriptions, the fees charged
for services are lower while health care quality (as measured by
changes in the infant mortality rate and malpractice insurance
premiums) is not affected. Regulations that restrict the ability of
nurse practitioners to provide lower-cost routine medical services
reduce their income and increase the income of their competitors
as well as the prices of medical services.

Banking and Antitrust

“Antitrust and the Financial Sector—with Special Attention to ‘Too
Big to Fail,” by Lawrence J. White. April 2014. SSRN #2418954.

inancial analysts from diverse perspectives have argued that

the Too Big To Fail (TBTF) banks must be made smaller in

order to prevent a recurrence of the financial crisis in the
fall of 2008. Lawrence J. White, who directed economic analysis in
the Department of Justice’s Antitrust Division in the early 1980s
and had a bird’s eye view of the savings and loan crisis in the
mid-1980s as a member of the Federal Home Loan Bank Board,
has written a paper that asks whether there is an antitrust issue
lurking in the lessons from the last financial crisis.

He argues that antitrust should concern itself exclusively with
issues of market power and that the characteristics of TBTF finan-
cial firms that worry analysts have nothing to do with market
power. The firms are opaque, thinly capitalized structures whose
creditors can “run”—that is, try to withdraw their money, leaving
the banks insolvent and nonfunctioning. But notice that “market

power” is nowhere to be found on the list of characteristics that
identify TBTF banks; rather, those characteristics focus simply
on how integrated the banks are in the broader financial system.
Thus, for White, TBTF has nothing to do with antitrust. Instead,
TBTF is the result of subsidies and negative externalities that
should be dealt with directly rather than through antitrust action.

Electricity Regulation

“When Does Regulation Distort Costs? Lessons from Fuel Procure-
ment in U.S. Electricity Generation,” by Steve Cicala. October 2013.
SSRN #2336558.

lectricity regulation and its consequences have faded

from public view in recent years. To refresh your memory,

federal deregulation of interstate wholesale electricity
transactions in the early 1990s and the subsequent increase in
cheap natural-gas-fired generation resulted in large differences
between wholesale and retail electricity prices in the urbanized
coastal areas of the country. Large industrial customers wanted
direct access to the cheaper wholesale prices and threatened to
invest elsewhere unless they could access the lower spot electricity
prices. In response, California and states in the U.S. Northeast
“deregulated” the generation of electricity in the late 1990s.

California lowered and froze retail electricity rates from 1996
though 2002 and did not allow any increase for changes in the
price of fuel. In the winter of 2000-2001, a draught-induced reduc-
tion in hydropower from the Pacific Northwest combined with
an increase in natural gas prices to produce wholesale prices that
were higher than the frozen retail prices. The resulting shortages
and blackouts discredited electricity deregulation in the public’s
mind even though they were the result of the retail rate freeze
interacting with a deregulated wholesale market. Since then, no
state has deregulated its electricity market and many states have
reverted to traditional rate regulation.

Even though electricity deregulation is no longer being actively
considered anywhere, economists continue to utilize the variation
in generator regulatory status across states to study its effects.
In this paper, the author employs a difference-in-differences
methodology comparing the behavior of generators that were
deregulated with the behavior of generators in close geographic
proximity but in states that were not deregulated. He finds that
deregulated generators reduced the price they paid for coal by
12 percent relative to counterfactual generators in states that
continued cost-of-service regulation.

In addition, those coal generators in regulated states installed
costly scrubbers to comply with sulfur emissions regulations, while
deregulated generators simply switched to burning low-sulfur coal
from Wyoming’s Powder River Basin. Cicala argues that outcome
supports the Averch-Johnson theory of regulation, which argues
that rate-of-return regulation induces more—rather than less—



capital-intensive production methods (scrubbers rather than low-
sulfur coal) because of the guaranteed rate of return on investment.

In contrast to the findings for coal-fired generators, Cicala finds
no difference in the price paid for natural gas between regulated and
deregulated states. Coal and natural gas procurement are affected
differently by regulation because of differences in the asymmetry
of the information available to generators and regulators. Natural
gas is a homogenous commodity sold in open, transparent markets,
while coal is a heterogeneous commodity whose characteristics
must be matched with the capabilities of generators’ boilers and is
sold through private bilateral contracts. Regulators are less able to
infer whether a coal generator’s expenses are justified.

The savings documented by Cicala are true social welfare gains
and not just the result of a transfer of rents from coal mines to
utilities. The deregulated generators buy coal from mines that
require 25 percent less labor and pay 5 percent higher wages.

Telecommunications
Spectrum Allocation

“Next Generation Spectrum Regulation: Price-Guided Radio Policy,”
by Kenneth R. Carter. April 2014. SSRN #2422340.
|
n 1959, Ronald Coase proposed that the creation of property
rights and the use of auctions be employed to allocate electro-
magnetic spectrum. In 1994, the FCC held its first auction for
cell phone spectrum. Since then, 87 auctions have been held for
various types of spectrum, but administrative rather than mar-
ket decisions still play a prominent role in spectrum allocation.
Bandwidth, signal power, and bandwidth borders are all bureau-
cratically determined and standardized before auctions are held.
The physics of transmission result in tradeoffs between band-
width and power for a given level of information transmission
capability (bits per second). Because of the standardized choices
made by the Federal Communications Commission prior to current
auctions, numerous efficiency-enhancing possibilities are eliminated
before the current auctions even take place. Carter proposes that
bandwidth, power, and level of interference all be variable rather than
standard and describes the process by which computer simulation
routines could solve the spectrum optimization problem. [ R]

ERRATUM

Because of a terminology error, the Spring 2014 article
“The Next Banking Crisis,” by Charles W. Calomiris and
Stephen H. Haber, incorrectly describes a recently issued
final rule on Qualifying Mortgages. The text states that
such mortgages have a “total-debt-to-income ratio limit
of 43 percent”; in fact, that is the limit of the ratio of debt
service to income.

SUMMER 2014 / Regulation | T9

Regulation

EDITOR
PETER VAN DOREN

MANAGING EDITOR
THoMAs A. FIREY

EDITORIAL ASSISTANT
Nick Zaiac

DESIGN AND LAYOUT

Davip HERBICK DESIGN

CIRCULATION MANAGER
ALAN PETERSON

EDITORIAL ADVISORY BOARD
WiLLiaMm A. FISCHEL
Professor of Economics, Dartmouth College

H.E. FrecH III
Professor of Economics, University of California, Santa Barbara

RicHARD L. GORDON
Professor Emeritus of Mineral Economics, Pennsylvania State University

RoOBERT W. HAHN
Senior Visiting Fellow, Smith School, University of Oxford

ScotT E. HARRINGTON
Alan B. Miller Professor; Wharton School, University of Pennsylvania

JAMES J. HECKMAN
Henry Schultz Distinguished Service Professor of Economics, University of Chicago

ANDREW N. KLEIT
MICASU Faculty Fellow, Pennsylvania State University

MicHAEL C. MUNGER
Professor of Political Science, Duke University

ROBERT H. NELSON
Professor of Public Affairs, University of Maryland

SAM PELTZMAN

Ralph and Dorothy Keller Distinguished Service Professor Emeritus of Economics,
University of Chicago

GEORGE L. PRIEST

Jobn M. Olin Professor of Law and Economics, Yale Law School

Paur H. RuBIN

Professor of Economics and Law, Emory University

JANE S. SHAW

President, Jobn William Pope Center for Higher Education Policy
RicHARD L. STROUP

Professor Emeritus of Economics, Montana State University

W. Kip Viscust

University Distinguished Professor of Law, Economics, and Management, Vanderbilt University
RicHARD WILSON

Mallinckrodt Professor of Physics, Harvard University
CLIFFORD WINSTON

Senior Fellow in Economic Studies, The Brookings Institution

BENJAMIN ZYCHER
Senior Fellow, Pacific Research Institute

PUBLISHER
JoHN A. ALLISON IV
President, Cato Institute

REGULATION was first published in July 1977 “because the extension of regulation is
piecemeal, the sources and targets diverse, the language complex and often opaque,
and the volume overwhelming.” REGULATION is devoted to analyzing the implications

of government regulatory policy and its effects on our public and private endeavors.



