













































































































































































Figure 3
Long Distance Price Variables
(Real Prices)

Price

120

: — Constructed AT&T Price

Constructed OCC Price

! 4 Basket 1 AT&T Price
! Yl [

8 0 : U S S S U SR
1988 1989 1990 1991

42



Figure 4
Long Distance Discounts
(Real Prices)
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Table 1
Supply Price F.quations
2SLS Estimates - 240 Observations
January 1988 - December 1991

AT&T OCC
Variable Price Price
Price Cap -0.016' -0.007
(0.006) (0.007)
Minutes of Use -0.048 -0.040
(0.039) (0.037)
Price of Switching 0.189° 0.117
Equipment (0.087) (0.093)
Price of Transmission 0.368! 0717
Equipment 0.112) (0.094)
Telecommunications 0.301° 0.054
Workers Wage (0.151) (0.129)
Yield to Maturity on 0.048 0.503°
Corporate Bonds (0.404) (0.256)
Price of Switched Access 0.131! 0.194
(0.022) (0.021)
Price of Special Access 0.081" 0.049
(0.020) (0.008)
First-Order 0.789' 0.762
Autocorrelation (0.040) (0.042)
Adjusted R® 970 977

Standard errors are in parentheses and superscripts denote
significance levels for a two-tailed test if less than 10%.
Not reported are coefficients of state dummy variables.



Table 2
Industry Quantity Demanded
2SLS Estimates - 63 Observations
June 1986 - August 1991

National National National National
Variable Quantity Quantity Quantity Quantity

Constant -1.127 -11.781° -2.256 -4.737
(4.387) (5.533) (4.071) (4.652)

Long Distance Price -0.899' -0.569' -0.622! -0.603!
(0.085) 0.137) (0.133) (0.127)

Local Service Price -0.849! -1.024! -0.221 -0.373
(0.242) (0.247) (0.281) (0.323)

Telephone Set -0.946' -0.295
Price (0.293) (0.302)
Income 1.703! 2.661" 1.499! 1.797
(0.272) (0.409) (0.243) (0.383)

Time Trend 0.042 0.0327
(0.014) (0.018)

Durbin-Watson 2.092 2.273 2.367 2.398
Adjusted R? .984 .985 .987 .986

Standard errors are in parentheses and superscripts denote significance levels for a two-
tailed test if less than 10%. Not reported are coefficients of month dummy variables.
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Table 3

Lower Level Demand Equations
2SLS Estimates - 240 Observations
January 1988 - December 1991

i
I
AT&T All Instruments 5 Instruments Exclude
Demand i Carrier Access Prices
Market AT&T OCC | Market AT&T oCC
Variable Share Price Price | Share Price Price
Regression Regression Regression | Regression Regression Regression
¥
1]
i
Own-Price 1.16' 5.87° 423 1 215 4.68" 378
0.31) i (0.49)
Cross-Price 1.44! 6.09° 5.16° 2.42! 491" 4.61"
0.31) | (0.49)
Auto- 0.39! 0.25! 0.25" 0.31! 0.25! 0.26!
correlation (0.06) (0.06) (0.06) | (0.06) (0.06) (0.06)
Adjusted R? 774 987 988 ‘ 644 986 988
;r
OCC All Instruments E Instruments Exclude
Demand E Carrier Access Prices
Market AT&T OCC !  Market AT&T 0CC
Variable Share Price Price | Share Price Price
Regression Regression Regression | Regression Regression Regression
T
i
t
Cross-Price 2.47" 13.47° 797 1 514 8.73° 6.99"
0.72) | (1.19)
Own-Price -3.09' -13.95° 4172 ST 9.27° -8.87"
0.71) 1 (1.18)
Auto- 0.61! 0.31! 0.33" | 0.48! 0.36' 0.37
correlation (0.05) (0.06) 0.06) i (0.06) (0.06) (0.06)
Adjusted R? .550 .987 988 E 227 .988 .986
1

Standard errors are in parentheses and superscripts denote significance levels for a two-tailed test if
less than 10%. Estimates with asterisks are the implied elasticities from the coefficients ot reverse

regressions.

The underlying coefficients are always significant at the one percent level. Not

reported are coefficients of state and month dummy variables.
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Table 4
Unconditional Own-Price Elasticities and Lerner Indices

Elasticities Lerner Indices

AT&T OCC AT&T OCC

All Instrumental Variables

Market Share -1.97 -4.00 0.508 0.250
Regression
AT&T Price -6.65 -14.86 0.150 0.067
Regression
OCC Price -5.00 -12.63 0.20C 0.079
Regression

Restricted Instrument Set

Market Share -2.92 -6.64 0.337 0.151
Regression
AT&T Price -5.45 -10.16 0.183 0.098
Regression
OCC Price -4.55 -9.78 0.220 0.102
Regression
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Table 5
Potential Deadweight Loss as a Percent of Current Revenues
under Various Price Markup Assumptions
Assuming a -0.65 Industry Demand Elasticity

P, - MC DWL
P, REV
0.350 4.99%
0.325 4.22%
0.300 3.53%
0.275 291%
0.250 2.37%
0.225 1.89%
0.200 1.47%
0.175 1.10%
0.150 0.80%
0.125 0.55%
0.100 0.34%
0.075 0.19%
0.050 0.08%
0.025 0.02%
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