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A study on the Concept of the Price-Cap Regulation
and the Yardstick Competition Policy

B FAE

It is said that the fair-rate-of-return regulation (ROR) in natural monopoly
industries invites inefficient use of the factor of production by a firm. Therefore a
regulatory agency is going to set up a standard beforehand and is going to
convert pricing into the incentive regulation which is the regulation system of
giving a company to be regulated returns or penalties according to the level of
achievement. So, in this paper, | clarify the meaning and problem about Price-Cap
regulation and Yardstick Competition in natural monopoly industries. While
application of the Price-Cap regulation has obtained good economic results, the
problem on the application is also pointed out. In application of Yardstick
Competition, the theoretic models must be differ according to the environment of
each country and each industry.

In this paper, | examine the application possibility of the incentive regulation in
natural monopoly industries and its application results to actual industry of these
two regulations, and explore a future regulatory reform.
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