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Regulatory institutions offer a powerful means éoinate firms with other actors,
notably state actors, and hence create institutemhaantages. They can take different
forms, thereby offering sectoral equivalents taietes of capitalism’. Their reform
raises important issues about whether and hownsatiath diverse institutions
respond to common pressures for change.

This paper examines how and why sectoral regulatstitutions in three countries in
Europe have been reshaped in the face of Européagration. In particular, it
investigates the implications of the developmergugra-national regulation that is
based on a ‘liberal market economy’ model of reguiainstitutions and runs counter
to other coordinated or state-led models. It thffex® a discussion of regulatory
reform and the impacts of supra-national develogmen different ‘varieties of
capitalism’ at the sectoral level.

The paper studies regulatory institutions that doate ‘national champion’ firms

and national governments in ‘network industriesletommunications, stock
exchanges, energy, railways, airlines and postaicgs. These are economically and
politically vital industries. Moreover, they preseharp examples of the coordination
problems between governments and firms, and differedels of regulatory
institutions to respond to those problems..

Three countries used as examples of differentéti@s of capitalism’— Britain,
France and Germany- are compared. By the late 1880sork industries in the three
offered a prime example of how nations enjoyededét institutional
complementarities arising from formal and infornmatitutions, ones that were
consistent with those predicted by the Varietie€apitalism literature in other
sectors. Britain had moved towards a regulated etithge model of coordination,
France a state-led one and Germany an industrgried

Until the 1980s, there was little European inteigratn network industries, but
thereafter European integration has taken pladaphothrough the development of
detailed EC sectoral regulation as well as gresetication of general EC
competition law. Within this new EC regulatory framork, governments radically
reshaped formal domestic regulatory institutionsBtitain, this took place without
much reference to Europe, but in France and Gerniengew European context
provided an essential force for change throughnabooation of new pressures,



opportunities and legitimation for reform. The nefe of formal institutions not only
broke with the past but also led all three natimnwgards a competitive regulated
market (albeit at different speeds ands to divextents), weakening traditional
coordination mechanisms in France and Germany. Mexyeformal institutions,
especially the role and rhetoric of elected paliis remained very different. The
result is thus the evolution of formal regulatamgtitutions of coordination between
governments and firms towards LME-type regulatanyctures across different
nations but the maintenance of diverse informabkone

The paper begins with a brief summary of the ingtihal position from the mid-
1960s until the mid-1980s. It argues that there waasing divergence among the
three countries, leading to diverse institutiormhplementarities that largely
followed those to be expected from a ‘varietiesagitalism’ model. It then sets out
the development of EC sectoral regulation, whichaaunter to the institutional
frameworks and relations that had developed in¢degamd Germany. Finally, it looks
at reforms in the three countries, both formal ey institutions of ownership,
rules governing competition and the allocationegfulatory powers, and informal
rules and norms that actors generally follow (cllltdnd Soskice 2001b:9).

| Requlatory institutions, coordination and ingiitnal complementarities

The ‘varieties of capitalism’ literature emphades importance of relationships for
firms, and the development of institutions for atination of firms and other actors
(Hall and Soskice 2001a). A key relationship ig thetween firms and governments.
The two sets of actors are highly inter-dependedttence need to coordinate their
actions or at least can benefit from so doing. Hexé¢heir relationship faces many
problems such as different time horizons, presseaamitment, trust, objectives and
incentives.

Interdependence between governments and supptidrgrablems in coordinating
their actions are particularly acute in networkustlies® At least five reasons can be
given. First, these industries require largescafstal investments, which then
generate returns over long periods- often 20-50sy€ance networks are built,
investors face the danger of ‘expropriation’ oures through government price
controls or other regulation. Governments face lgrol of ‘credible commitment’
vis-a-vis private investors, as their promises dergthy periods of time lack
credibility (cf. Levy and Spiller 1996; Gomez-Iba&i2003). Second, network
industries are often essential for the lives akzeits and politically salient. Citizens-
who are also voters- seek both good services amghiwes. Hence governments are
often under considerable pressures to ensure Imepmat least for residential users.
This may mean damaging the profits of supplierd@masing business users to cross-
subsidise residential users. Third, there are mejt@rnalities in network industries.
Key examples that are highly relevant for governimane pollution, congestion,
regional development or broader economic growtmddehe decisions of network
suppliers can have important consequences for gmesrts that will not be reflected
in market prices without specific sectoral regulatiA fourth problem is that most

2 For economic analyses of network industries, seebtance, Vickers and Yarrow 1988, Newbury
1999, Armstrong, Cowan and Vickers 1994; for legadlyses, see Prosser 1997, 1999.



network industries are in whole or part natural opolies or at best oligopolies.
Hence suppliers have market power and can driy@iagps above marginal cost.
Moreover, monopoly means that even if part of avoet industry can be open to
competition- usually services- those suppliers facmopoly providers (usually of the
infrastructure on which they must supply their g&8). Introducing new
technologies represents a further issue. They ffanremarkable advantages for
governments, citizens and suppliers. However, gigy often involve the definition
of standards: suppliers need to adopt a commounatdrno allow interoperability of
equipment and services, but these standards cate ate facto monopolies. In
addition, large scale investment in new technol@gses problems of coordination of
several interdependent actors with conflictingriesés and of risk. In particular,
infrastructure suppliers, equipment manufacturesers and service suppliers need to
invest in the new technology, but each is dependerthe others for its successful
implementation. Thus for instance, manufacturepedd on network providers to
establish the network, while users and serviceigess want to be reassured that the
infrastructure will be available at the appropriptee, quality and time. Yet network
providers fear being prisoner of proprietary staddand equipment suppliers.
Finally, there are major problems about informa@gymmetries between
governments and suppliers. Network industries ajilytechnical and problems are
worsened if there is a monopoly or oligopoly, whiichit independent sources of
information and comparators.

Potentially, there is an almost infinite numberedulatory institutions to respond to
these coordination problems. However, for simgdifion, five are particularly
prominent in Europe concerning ownership, monopailes governing supply,
allocation of regulatory powers and informal linkadghetween suppliers and the state.
Although potentially a very high number of combinas of these institutions are
possible, there are strong complementarities betwdterent institutions- for
instance, between competition and the allocatigpogfers to an independent
regulatory agency. For simplification, three stgtisnodels can be set out that are
highly relevant for Europ&No country conforms totally to one, but they prde/a
yardstick to measure the degree of change overdirdgo both compare across
countries in regulatory institutions at the sedtt#eel* Moreover, they offer a
sectoral equivalent to the national models develdpeHall and Soskice (2001a) and
Vivien Schmidt (2002). Each model combines fornral anformal regulatory
institutions that complement each other.

The first is an industry model of coordination. faitly or informally regulatory
powers lie with the industry or industry associasioThe industry sets standards and
ensures coordination over matters such as deveomw forms of equipment or
investment programmes. This involves close linkdges/een network and service
suppliers and equipment manufacturers, either tirmertical integration in one
company or close formal and informal mechanismséaperation ranging from
industry standard setting bodies to common receritnof an elite group of managers.
Suppliers, especially infrastructure suppliers,@rblicly owned and enjoy broad
monopolies. Whereas the industry has strong nesydrkas a considerable relational

% The three models are not exhaustive- for instatheeindustry-led model has an interesting variant,
seen in some US networks, of privately-owned indestvith an independent regulatory commission.
* For a similar analysis based on airlines, seedre®01, although he focuses more on the internal
workings and commercial of suppliers than regulatostitutions.



distance from governments- for instance, througlap managers being recruited
from different socio-professional groups. Stronfpimal norms exist that the state
will follow the industry’s lead. Thus the regulaganstitutions aid in dealing with
problems of credible commitment and innovation bywéing industry actors to lead
and largely excluding the government from manygotiecisions. However, public
ownership is designed to ensure that monopoly ipositare not abused, externalities
are taken into account and profit-seeking privatejganies are not able to exploit
information asymmetries to evade regulation .

The second model of coordination is a state-led bleee network suppliers and
sometimes equipment suppliers are publicly ownetitae former have a monopoly
over supply to final users. Programmes for investraad the development of new
equipment and services are planned by state dffiarzd funded by the state or by
state-guarantees borrowing. State officials leaxtdioation between service
suppliers, infrastructure operators and equipmeartufacturers. Equally regulatory
powers both legally and in practice lie with thatef which decides matters such as
choice of technology and standards to investmethtpaicing levels. Government
officials have strong informal networks with sugpé and the major policy making
norm is that they are closely involved in almo$najor decisions in the industry.
Thus a combination of public ownership, monopolg arcentral role for
governments is used to coordinate diverse actoesgept private exploitation of
monopoly and take into account externalities.

A regulated competitive market offers a third ingtonal model of coordination.
Here the government operates at arms length frgopligus who are privately owned.
This involves little government role in the intekmabrkings of suppliers. However,
competition is allowed. This does not mean diseagamnt by the state as a whole.
Instead, detailed formalised rules may cover a bbstatters such as prices, quality
or universal service. Typically these rules argédy set and enforced by independent
regulatory agencies. Coordination between firmsioethrough competition. Thus
infrastructure suppliers choose equipment manufexgureely rather than being tied
to selected long-term partners. Equally, decisalmsut investment and new
technology will be made by privately-owned supidfey norms are ensuring ‘fair
and effective competition’ and for firms, maximigiprofits and stock market
valuations. Coordination takes places through cdaitiqe and rules governing supply
that seek to maintain or mimic a competitive markéus the industry has many of
the features of competitive sectors in liberal readconomies.

Il Diverse national reform paths for requlatorytingions: mid-1960s-mid-1980s

A well-established European ‘model’ that was cltsthe industry model of
coordination existed in network industries in tael1960s. In most sectors, publicly-
owned suppliers enjoyed legal or de facto monopalieer the supply of
infrastructures and most services. Examples indulde Direction Générale des
Télécommunications (DGT)/La Poste, the Post Officd Deutsches Bundespost for
telecommunications and postal services, Electridté&rance (EdF) and Gaz de
France (GdF) in French energy, British Gas andetral Electricity Generating
Board (CEGB) in British energy from the early 19,/Bstish Rail, Société Nationale
des Chemins de Fer (SNCF) and the DeutschesBahailiways and British Airways,



Air France and Lufthansa in airlines. Suppliergjfrently had a special status, either
as part of the civil service or sometimes as spémims of public corporations,
sometimes subject to public rather than private [Hwey had close formal and
informal links with governments and with nationgl@ment manufacturers, who
were often privately owned (for instance, Siemeétisatel, GEC). Regulatory powers
were almost entirely in the hands of governmentha® were no sectoral
independent regulatory authorities and general @titign law was not applied to
public sector monopolists.

A mixture of formal and informal norms governedipgiaking. The raison d'étre of
public ownership and monopoly was to provide a jou#rvice, sometimes
formalised as a judicial doctrine of ‘service pablKey elements included supplying
services across the country, even when this meawiding loss-making services,
and protecting poorer users. Thus another reldégdesnt was cross-subsidisation-
between services and also between types of uggcatly, business users cross-
subsidised residential ones. Suppliers such as@itH-o6r the Post Office often
developed their own organisational cultures, takiride in their delivery of a service,
far-removed from (and indeed often in oppositionth@ aim of making profits. At
the same time, suppliers formed part of nationdigtrial policies. Their orders were
aided and promoted privately-owned equipment manurfars; they themselves
developed long-term technologies such as nucleaepor digital switching. Finally,
politicians used publicly-owned suppliers for skerm political and economic
policies such as maintaining employment, reduanfigtion or as part of fiscal

policy.

Table 1 Summary of European model of regulatiomid-1960s

Institutional feature

Ownership Public
Supply Monopoly
Allocation of Governments

regulatory powers

Rules governing | Few formal rules,
supply except those of the
general public
sector

Relations between| Close
governments and

suppliers

Norms over Public service;
objectives of fiscal and political
suppliers aims of

governments; longs
technological and
economic
development




From the mid-1960s onwards, this general Europeentél’ faced a number of
pressures for change. Technological and econorvielg@ments began to transform
many network industries. Their introduction oftequired high capital investment in
projects such as digitalising telecommunicatiornsvoeks, setting up nuclear power
plants or creating high-speed rail networks. Denmfandervices such as
telecommunications, energy and airlines rose shabmmestic dissatisfaction grew
as supply failed to follow suit. The traditionalf@pean model was questioned- in
part as new economic ideas developed that chaliengtiral monopolies, but also as
the US restructured industries such as airlindslecommunications, offering a
powerful example of a competitive regulated marketced with these pressures,
Britain, France and West Germany took differenhpai institutional reform (for a
good overview and several cases see Hayward 1995).

Britain moved furthest away from the traditionalr&pean ‘model towards a
regulated competitive market. During the late 19603 1970s, British policy makers
were often unable to coordinate government poljgtse suppliers and private
equipment manufacturers. Public services suffer@u increasing problems in the
1970s- reduced investment, increased prices taempsafitability, loss of public
esteem. The 1980s saw dramatic reforms in Brit&nst, most publicly-owned
suppliers were privatised (eg British Airways, Biit Telecom, British Gas and most
of the electricity industry). Second, independeataral regulators were introduced-
Oftel for telecommunications, Ofgas for gas, Offarelectricity. Finally, competition
was permitted. Initially, it was limited- for exatepbeing restricted to advanced
telecommunications services or large energy uskraever, the aim was to extend
competition. The norms of policy also altered: frpablic service to the promotion of
fair and effective competition; towards cost-bapgdes, with cross-subsidises being
regarded as anti-competitive; towards formalisatibthe requirements placed on
suppliers, through licences, ending short-ternefiméntion’ by elected politicians. It
is however noteworthy, that privatisation and cotitip& were accompanied by
greater regulation- ie ‘more rules’, notably oveehsing, pricing, interconnection (cf.
Vogel 1996).

In contrast to Britain, France followed a state-tedrdination strategy, best known as
one of grands projetsin several network industries including telecommioations,
electricity and railways (Cohen 1992). Policy maksought to closely-coordinate the
decisions of public network suppliers, private @guént manufacturers and
governments for long-term objectives. The publipdiers developed new
technologies such as nuclear power, the high spaid(Train & Grande Vitesse-
TGV) or digital switches, in close cooperation wétjuipment manufacturers. They
enjoyed long-term spending programmes that allogpéedning and provided a large
domestic order base. French firms sought to dewstotd leads in these new
technologies and hence hoped for exports of equipared expertise. Within France,
consumers were to benefit from high quality, modeahnologies. Programmes were
largely financed through borrowing by the state-ed/suppliers, backed by state
guarantees. The leadership fwands projetsvas provided by the state- both directly
by the government and indirectly through grands corpsvhose tentacles stretched
across public and private sectors.

Between the mid-1960s and the mid-1980s, West Gerriaagely followed an
industry model of coordination in most network istties. On the one hand, close



long-term relationships existed between the puplelned suppliers and the private
equipment manufacturers. On the other hand, powstkite leadership was lacking.
Thus West Germany did not develop large-scale imidiliprojects in areas such as
nuclear power or telecommunications. Instead ideon high quality equipment and
innovation produced by the privately-owned equiptmeanufacturers. Moreover,
attempts to alter the status of publicly-owned diepp- for instance making the
telecommunication side of the Deutsche Bundespa$iteoDeutsche Bundesbahn,
into private-law companies, were unsuccessful aakwropped as they failed to
achieve consensus among political parties andtivéhrade unions. Instead,
problems with public services were usually deathwiirough a combination of extra
public funding and cooperation between the pubiit private suppliers.

Il EC requlation and the Single Market

Until the mid-1980s, the EC was largely absent ftbmregulation of network
industries> Almost no EC sectoral regulation was passed. ManedC general
competition law and rules on state aids were almesgér applied to these state
monopolies, nor.

This position changed form the mid-1980s onwardie EC began to pass legislation
regulating supply (cf. Schmidt 1997, Thatcher 2084t 2000¥ Initially (the late
1980s), it focussed on certain parts of telecompatiuns, notably advanced services
and terminal equipment. However, during the 199@stended its reach to the entire
telecommunications sector. Moreover, it began &s pegislation for parts of the
energy sector, namely large users in electricity gas, some of the postal ssector,
and the railways. Finally, during the late 1990d #ren after 2000, it passed
increasing amounts of legislation, notably for temaining parts of electricity and
gas, and the railways.

The central feature of EC sectoral legislation tiais and effective competition’.
Member states were obliged to end national monepdlspecial and exclusive
rights’) over supply. They were not permitted teyent entry to liberalised market
segments (with a few exceptions due to capacitytape- eg mobile
communications). Tariffs were to be based on cé&gulation was to be
organisationally separated from supply- ie différ@manisations were to undertake
these functions. When competition seemed imposddflelaw required separation, at
least in accounting terms, between the infrastrecimd supply of services on it (eg
in railways). General EC law on public procurem&at extended to network
industries, who now had to follow rules such asligabion of tenders and non-
discrimination in equipment purchasing. EC law dad require the creation of
independent sectoral regulatory authorities, batEE Commission strongly
promoted them.

® The paper refers to the European Community throughs decisions were taken under the EC pillar
of the EU

® Key liberalising directives include: Commission8891990, 1994, 1995, 1996, ; European
Parliament and Council 1996, 2003a for electridiyropean Parliament and Council 1997 for postal
services; European Parliament and Council 199831200r gas.



The EC Commission also increasingly applied germyaipetition law to network
industries, including publicly-owned suppliers. Thest visible examples were in the
airline industry, where it attacked subsidies gdl state aid. In addition, although
under the Treaty of Rome the EC cannot alter ovngia member states (Article
119[222]), the Commission greatly ‘encouraged’ gtisation of suppliers, notably
through in negotiations on state aid.

Although the ‘public service’ aspects of networkvéees were recognised, they were
severely circumscribed. First, the Commission a@ddgjislation argued that they
were exceptions to the general rule of competitinat had to be costed and justified.
Thus for example, the provision of ‘universal seeviwas accepted, but national
policy makers had to show additional costs in agparent manner. Second, public
service tasks were limited- for instance, univesgavice referred to the provision of
basic services; other tasks such as long-term iridugolicy goals were not accepted.
Finally, public service tasks were not to be usedromote specific suppliers- on the
contrary, they were to be implemented in a traresgaand non-discriminatory
manner. The bulk of EC sectoral legislation reméiased on liberalisation and
regulation to ensure that competition is fair.

Three major points are worth underlining in analgstEC regulation. First, the EC’s
framework ran strongly counter to both industry atate-led models of coordination
as had operated in West Germany and France dumngx70s and 1980s. However,
it was very much aligned with the ‘regulated conitpmt’ model in Britain. It
outlawed or threatened key elements such as legabpolies, cross-subsidies
between services, favoured equipment suppliersate aid to national champions.

Second, despite the apparent conflict between matregulatory models in France
and Germany and EC law, the two countries largebpsrted the development of EC
regulation. The extent of Commission ‘impositiom’ member states (supported by
the European Court of Justice) as against natacwdptance is debated in
telecommunications (see Sandholtz 1998, Schmids,IBBatcher 2001). However,
most directives were passed by the Council of Meémss They involved long
negotiations but were accepted by governments sifjaificant compromises over
the timing of liberalisation rather than the prpies of competition and EC-level
regulation.

Third, EC regulation altered the potential dynaofiEuropean markets. If
implemented in practice, it offered the possibitiigt national champion suppliers
could expand into other markets, taking advantddi@eralisation and EC rules for
‘fair and effective competition’. By the same tokérthreatened the domestic
monopolies of those national champions. Thus the‘siigle market’ offered
opportunities for cross-border expansion but aklugeérs of new domestic or
overseas competitors entering home markets.

IV National responses to EC requlation

" For cross-sectoral and cross-national comparativgies that discuss network industry reform, see
Henry 1997, Coen and Thatcher 2000, Henry, Matinguaunemaitre 2001
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Britain

During the late 1980s and1990s, Britain largelyticmred its path of liberalisation

and privatisatioff. Thus for instance, it sold off remaining share8 energy
suppliers (including nuclear power) and then brogeand sold British Rail. By 2005
the only major network in public hands was the Raffice. Competition was
extended into the residential market for gas aadtatity in the 1990s and then into
postal services. Liberalisation was accompaniechbgh greater detailed formal
rules- over retail prices, terms of interconnecti@tween networks, use of
infrastructures, information, quality of serviceding arrangements for energy and
internal pricing within integrated suppliers to raiut a few. Further independent
regulatory agencies were set up, notably in tHevags and postal services. Relations
between suppliers and the government saw increasipgration. Governments were
rarely directly involved in ‘commercial decisionsf companies. Nor did they protect
British firms from overseas takeovers- indeed,880s saw a string of acquisitions
and mergers, notably by US and French companigshigedid not mean
disengagement by the state: on the contrary, thependent regulators, especially the
sectoral ones, created many detailed rules fomn@nt suppliers. Relations between
regulators and incumbents were initially often dictdal but over time, the key

policy norms centred on ensuring ‘fair and effegttompetition’ became widely
accepted (cf. Coen 2005a).

Thus by 2000, Britain had moved very clearly tovearelgulated competitive market
institutions for network industries. The periodeaft2000 saw some interesting and
perhaps unexpected shifts in regulation, espeaialhcerning the formal framework
and role of the government. The latter intervermedetal with failing infrastructure
suppliers. In electricity, it rescued the privatisaiclear electricity generator (British
Nuclear). In the railways, it forced the railwayrastructure provider Railtrack into
liquidation and replaced it with a not-for-profimpany(Network Rail) guaranteed
by the state- a backdoor form of nationalisatiordbver, it greatly increased public
subsidies for railway investment and s currentlgaged in restructuring the rail
regulators to increase its direct role. Nevertregldse dominant model has remained
that of institutions based on private ownershipnpetition and regulation.

EC regulation played almost no visible part in depments in Britain during the
1990s or after 2000. Britain had little adjustmi&nmake to incorporate EC
regulation: it had liberalised and privatised bef&C action took place and its new
reforms were compatible with the EC’s regulatogniework. Policy makers justified
their regulatory framework based on private ownigraind competition in terms of
economic principles and protecting the ‘consumegrast’ through choice. Insofar as
they looked elsewhere, it was to the US rather tharEC.

However, at the EC level, in network regulationit@n was far from being an
‘awkward partner’- on the contrary, it was a straogporter of EC and Commission
regulation to liberalise markets and expand EC aiarzies. Thus it led ‘liberal’
member states which favoured the use by the Corronis$ Article 86[90] to issue
directives ending monopolies in telecommunicati@risatcher 2001). It also
enthusiastically backed the Commission in expandsgctivity into electricity, gas,

8 For analyses and overviews of reform of Britishwwek institutions, see Foster 1992, Newbury 1999.
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railways and postal services (cf. Geradin 200012(6). British governments and
regulators devoted their energy to seeking to éxperUK model of regulation and
arguing that liberalisation in continental Europaswoo slow. They saw liberalisation
in continental Europe as offering opportunities fii¢-based companies and more
generally, that the EC was following the Britishden regulatory reform.

Franc€

French policy makers might have been expected posgEC regulation, since it ran
counter to traditional state-led model of regultioistitutions, notably state financial
support, cross-subsidies between services, moregpolier infrastructures and
privileged relationships between national champidrastructure and equipment
manufacturing suppliers. At the level of rhetoRcance opposed ‘liberalism imposed
by Brussels’. Yet the reality was much more compkench governments, in
conjunction with national champion suppliers, atedphe principle of ending
national monopolies- notably in telecommunicatier®rgy and postal services.
However, they fought the Commission and ‘liberaémber states such as Britain
over other matters. One was timing, as France sdagtelay liberalisation; thus for
example, in discussions in 1993/4 in telecommuiunat it sought to push back full
competition in the infrastructure. Another was egulation: French governments
sought to balance increased competition with ECsunes to allow member states to
protect objectives such as ‘universal service'usakdevelopment. The third was the
constitutional position of liberalisation directaze=rance bitterly resisted the use of
Article 86(3) (ex-Article 90) which permits the Camssion to issue its own
directives to enforce competition rules over publiterprises or enterprises to which
member states have granted ‘special and exclugjktst (for instance, monopolies)
(Schmidt 1998). It lost this legal battle in telewmunications, but the Commission
did not use Article 86(3) for liberalisation diraas in other domains such as energy
or postal services. France’s stand was linkedftweh element in its approach to EC
regulation: negotiations with the Commission toaitiquid pro quos for its
acceptance of EC liberalisation. Thus for instartcaccepted liberalisation of
telecommunications in the mid-1990s in return fe@ Commission approving an
alliance between France Télécom and Deutsche Trelékbatcher 2001). Finally,
despite French government rhetoric opposed to B#tdlisation, French suppliers
have turned to Brussels when faced with oversesisoles to expansidﬂ.

While France was accepting or negotiating changlkeeaEC level, at home formal
institutional frameworks were considerably modiffeain the 1990s onwards. The
organisational status of state network suppliers alered towards private law
companies (for instance, France Télécom in 199Qt@en EAF and GdF 2004/5; in
railways, services were separated from infrastnectu 1997). Partial privatisations
(coyly termed ‘openings of capital’) followed foorme suppliers (eg France Télécom
and Air France, which by 2005 are majority privatelvned; partial privatisation is
planned for EdJF and GdF). Legal monopolies weredndlthough France has
usually gone no further than required by EC lawcAmpetition has been permitted,

® For cross-sectoral studies, see Bauby 1997, HESDY

2 One prominent example was Italian electricity, vehhe government passed a law to prevent EdF
from using its purchase of a controlling stake large domestic supplier, Montedison, leading gale
action before the European Court of Justice.
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detailed regulatory rules have also developed. Melependent sectoral regulators
were established for telecommunications and enaryy currently, postal services.

Thus France altered several of the formal regwatwstitutions that underpinned its
state-led coordination approach, notably state mpolis, publicly-owned suppliers
with a special public law status and regulatory ematying in the hands of the
government. It moved partially towards the fornmatitutions of a regulated
competitive model of regulation. Why was this done?

In part, institutional change arose from factorselated to European regulation of
network industries (cf. Quélin 1994, Bauby 1997afther 1999, Rouban 1997). The
grand projet strategy came under attack in the 488d 1990s (for example, in
electronic services or nuclear energy). Francedffiseal deficits that made
privatisation very attractive to governments anditied the state’s capacity to fund
largescale investment. In some sectors, notaldgdehmunications, policy makers
saw international markets altering to make comipetiand internationalisation of
suppliers as inevitable and hence sought to preéframch suppliers.

Nevertheless, the reforms were far from defenghvodified French strategy of
creating European or international champions entefgieCohen 1995). This had two
related strands. First, French suppliers such &s Ex&nce Télécom, GdF, Air France
and even SNCF expanded abroad- by exporting dirdaling over foreign
companies or creating alliances with overseas gngplThus in telecommunications,
France Télécom formed an alliance with Deutschekiieh and the US firm Sprint in
the 1990s, took over the mobile telephone compaay@e in 1999 and bought
shares in Italian consortia. In electricity, EdEdme the most expansionary supplier
in Europe, supplying electricity to Italy, SpaindaBritain, buying stakes in overseas
operators in several countries including Britatalyl and Spain. In the 1990s Air
France formed an international Skyteam allianceotopete internationally.

Overseas expansion was closely related to a sestcart: ensuring that French
suppliers had a solid domestic base for overseasabpns. The organisational
position of operators such as EdF, GdF or Frandé&c®en was altered, so that they
could issue shares and were permitted to takefoweign companies; hence one of
the reasons for privatisation was to provide chpita also to allow suppliers’ shares
to be used for overseas purchases. Policy malaysalght to ensure that the
domestic market is profitable and hence producsh tmfinance overseas
‘adventures’; thus for example, France Télécomdradually been able to pay off
some its huge debts incurred in the purchase afig@réhrough profits on its French
networks, while Air France has been able to taker domestic competitors such as
Delta or Air Inter to enjoy an effective monopolysr the domestic market.
Technological advances and large markets in Fraace offered a protected base for
overseas supply. In particular, EJF has exporteg®xnuclear energy to neighbours,
helped by the low variable costs of generation (aotcbearing the full fixed costs of
power stations). Similarly, Air France’s positiandided by high quality

infrastructure for the Paris Charles de Gaulleairpvhich offers a good hub for its
operations. A further element has been protectidgheohome market from overseas
competition. This has seen a range of measuras, tise of re-regulatory instrument
such as licensing or universal service obligationg-balancing of tariffs by

suppliers to reduce profitable opportunities fovoemers.
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European integration has been central to the Fremategy of creating international
champions (cf. Cohen 1996). First, EC liberalisatieeasures open up national
markets for expansionist companies such as EdRy piteide tools to attack
overseas monopolies and attempts to restrict Fremgppliers, who have often been
larger and better capitalised than other Europagplers, notably in Italy, Spain and
Germany. Second, European regulation has offexaduable tool to legitimate
controversial changes such as privatisation oriaighe organisational status of
suppliers. Reformers have been able to arguehbgtitave little choice but to alter
institutional arrangements- otherwise national $eppwould be disadvantaged in
the new competitive European market ‘imposed bysBets’ (cf. Rouban 1997,
Henry 1997, Commissariat du Plan 2000, ThatchedROthese have been useful
arguments for breaking down the previous politazlition that supported public
ownership and monopolies, and instead creatingreome composed of
governments, the top management of suppliers anth#tionalistic right’ (and
sometimes also the nationalistic left), leavingl&anions and employees often
isolated with only the extreme left as allies. @hithe gradual nature of European
integration has aided France’s strategy. Liberdinehas been clearly signalled,
allowing French suppliers time to prepare. Moreoptransposition of EC
liberalisation measures has often been late inderéfior example, for electricity or
postal services) helping to delay overseas enttarite French market.

EC regulation has aided both strands of the Fretraltiegy. It has permitted the
continuation of informal institutions of coordinati between governments and
suppliers. Strong links between the two throughelr@mained, buttressed by social
and political networks and the use of governmepbapgment powers. The heads of
network suppliers have enjoyed very close relatigpgswith elected politicians and
senior civil servants, aided by all three groupsdéargely drawn from the grand
corps*! European integration has not prevented thosegtelationships from being
used to advantage French international champidms Ffench government has
strongly supported suppliers abroad and partictpaterafting deals that aided
overseas expansion. Thus for instance, it offdredefC Commission accelerated
liberalisation of telecommunications infrastructimeeturn for approval of France
Télécom'’s alliance with Deutsche Telekom and thenn® In electricity, it put

strong pressure on the Italian government to atedtye law designed to prevent EdF
controlling an important domestic electricity supp(Montedison) and ultimately
promised that by selling a share of an EdF comptueyltalian supplier ENEL would
gain a set share of the French electricity markgtially, re-regulatory instruments
have been open to use (and abuse) to protect émeli-market. Third generation
mobile licensing provides an excellent example. &€ insist that licensing methods
must be non-discriminatory but allow member stéteschoice between allocating
through auctions or beauty contests, and alsoilerd sn the cost of licences. France
ran a high cost ‘beauty contest’, which first ledshoverseas bidders to seek a
French partner and then withdraw when the coste taer high; finally, three French
bidders emerged, and the French government gnesitlyced the costs of the licences
for them. Provisions over universal service havenbevailable to ensure that
payments can be made to La Poste or France Télé&murable accounting

" The most prominent examples include Thierry Brdteead of France Télécom 2004-5 before
becoming Finance Minister) or Bernard Attali (bretlof Jacques Attali, Mitterrand’s close advisor),
who was head of Air France in the 1990s.
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practices, such as the allocation of the costsiofear power between the government
and EdF, or the transfer of SNCF’s debts to theagifucture supplier Réseau Ferré
de France (RFF)s have offered another means ofiagdinancial support. Although
independent regulators have sought to extend catiopethey have found
themselves hampered by lack of political suppatide or example, in 2005,
attempts by the ART to question France Télécontssiase in rental charge were
swiftly overcome by an alliance between the Primgister and the supplier. Even
naked state bailouts of suppliers (for examplditd-rance or France Télécom [in]
have not been stopped by the EC Commission), watittest has undertaken lengthy
investigations or sought assurances that statdistgpopould undertake
‘restructuring’ to justify the state aid.

The result is that while France has moved a sicanifi distance from the formal
institutions of a state-led model of regulatorytitgions towards a regulated
competition model, it has been able to adopt a freebistate-led policy of promoting
national champion firms abroad and at home thrawgghof re-regulatory instruments
and informal networks.

Germany?

At the EC level, Germany was often initially relaot about EC liberalisation
measures during the late 1980s (cf Eising and R&i0@0, Schmidt 1997) However,
its position altered, so that by the early 199080t only accepted EC legislation to
extent competition but was frequently an ally foit&n at the EC level. Germany
supported EC regulation that ran directly courmemainy German traditional
institutional arrangements- for instance, monoysodiethe role of industry
associations in setting standards and dividing agkats.

At the same time as EC regulation was being deeelomajor reforms were
introduced in Germany from the 1990s onwards. The=e often made gradually
and after lengthy debates that often involved gowent and opposition political
parties and trade unions. The incremental and osusé nature of reform was
particularly strong when constitutional reform wagquired (for instance, to privatise
Deutsche Telekom).The organisational position pjpders was changed. Some
major publicly-owned network suppliers were prigat. The most striking example
was Deutsche Telecom, which was made into a forpubfic corporation in 1995,
25% privatised in 1996 and by 2001 was majoritygtely owned. Other suppliers
were moved towards market organisation as fornpsieéte law companies, albeit
entirely state owned; thus for instance, the rajlaperator, the Deutschebahn, was
made into a private law company and then in 198astructure and service
provisions were separated (Lodge 2002). Compatitias gradually extended by law
into different sectors- from telecommunicationgteergy (Bollhoff 2005; Heritier
2005; Coen and Héritier 2005; Eberlein 2000). Taeegal competition authority has
extended its role to include reviewing industryaesation agreements. Although
independent regulatory agencies run counter to @emministrative traditions,
several sectoral regulators were created.

2 For cross-sectoral studies see Coen and Hérdigs 2
13 For example, the RegTP for telecommunicationspasdal services (1996) and the
Bundesaufsichtsamt fur den Wertpapierhandel- BAWesfock exchanges in 1995 (Dohler 2002,
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The result of the reforms is that Germany'’s formegjulatory institutions have moved
a long way from the traditional ones. The previolased regulatory structure in
which industry associations had many powers anedfaelatively few other actors or
legal constraints has been ended. Instead, theiassas must deal with sectoral and
general competition authorities, and new entraagsyell as the government and
incumbent operators. However, change have been metea considerable period of
time

How can Germany'’s reform strategy be analysederctntext of European
integration? Why were major reforms introduced ifotanal institutions after years of
little change? Why did Germany accept EC regulattiat largely ran counter to
traditional institutional arrangements?

On the one hand, German policy makers faced poWerites for change that were
largely unrelated to EC regulation. The most imgatrivas the effect of reunification,
which left many German network suppliers with enoasidebts and large
modernisation programmes. Thus for instance, &ftest and East Germany’s
telecommunications operators had been merged, drelékced debts of DM100
billion, and debt servicing costs represented 12%sancome of DM 54 billion in
1992, and an estimated DM60billion was requireavieen 1990 and 1997 (The
Economist 30.10.93; Werle 1999). Moreover, reuatfimn left the federal
government short of money, and hence less abledade network development and
instead looking for new sources of revenue, notébiy privatisation. Another
significant factor was the influence of overseaanegles, particularly the UK:
German policy makers were attracted by the UK raguny model, including
competition and independent regulatory authoriiésEising and Jabko 2000; cf
Lodge 2002). Domestic dissatisfaction also play@mdesrole, notably from business
users in telecommunications and electricity, whackied high prices for large users,
poor service and cross-subsidies. REFS A finabfactotably in for energy and
telecommunications, was fear of loss of competitess for Germany, especially in
the context of slow growth and high unemploymerthi; 1990s and 2000s.

On the other hand, European regulation played akimportant roles in reform. It
offered an additional source of pressures for ceafge Commission exerted direct
pressures on German policy makers to modify regnjanstitutions, through court
cases based on general competition law for liteatitin, the ending of association
agreement and against ‘state aid’ to more subttewwagement to create independent
regulatory authorities, especially in energy. Ogasscompanies from other European
nations began to enter the German market- eithecttlf as suppliers or through
alliances and takeovers. The most spectacular deangs the hostile takeover of
Mannesmann by the UK based firm Vodafone in 19XKiol ran counter to German
traditions of consensual mergers. German policyarsaworried that large overseas
companies such as BT or EdF with considerable aiagoitd experience would
overwhelm domestic firms. They were particularlycerned about energy, where
German firms were small and fragmented, lackingwgsful ‘national champion’

Bollhoff 2002, 2005); in energy, Germany is curhgi(2005) establishing a sectoral regulator attdche
to the RegTP.
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company. Without reform, EC regulation left Gernsaippliers open to being
swallowed by larger predatory companies.

However, European integration was not just a soafggessures: it also offered
opportunities for domestic actors. First, EC lilhsedion aided some German firms to
expand abroad. Thus for instance, Deutsche Teldkomed an international alliance
with France Télécom and then the US firm Sprirthim mid-1990s, which was
approved by the Commission in exchange for agreeorerapid liberalisation of the
telecommunications market (Thatcher 2001). Equallpostal services, Deutsche
Post sought to expand in other countries thankiseantroduction of competition.
Second, the ‘demands’ of European integration atblarger domestic firms to seek
changes to improve their position within Germaniyud for instance, in energy,
larger suppliers sought to break down the protaagioen to municipal suppliers and
hence expand their domestic market share (Eisidglabhko 2000). Equally, large
users saw that competition could lower prices aedeiase their choice of suppliers.
However, a third reason was perhaps the most irmpbfEC regulation represented
an important external source of legitimation fdorens that were designed to allow
German network suppliers to adapt to EC and norpi8sures. It was argued to
make reforms urgent and indispensable, aiding gowents and network managers to
overcome opposition, especially by trade unionseangloyees. Thus for instance, it
was used to justify controversial reforms suchragfpisation of Deutsche Telekom
(Thatcher 2004) or transforming DeutscheBahn inpoivaate law company. These
reforms were desired for many non-European reasocisding raising finance for
the German budget and adapting German suppliéirsetgtable’ changes in an
altered world market, such as increased compet#imhthe spread of
internationalised companies (for telecommunicatj@ee Schneider 2001). After
years of blockage, the EC provided an importante®al’ source of impetus and
justification for change.

Yet change in formal regulatory institutions alsti much scope for the continuation
of traditional informal institutions. Although thiele of industry associations has been
weakened by the arrival of new entrants and cornigetithey remain significant in
energy and railways (Coen 2005; Héritier 2005).sTfan example, they continue to
strongly influence third party access to the enénfnastructure, a key element in
competition (Coen 2005; Bollhoff 2005). Equallythalugh independent sectoral
regulators have been created, their autonomy ictipeahas often been limited. Hence
for example, the RegTP for telecommunications avstg) services has appeared to
be strongly ‘shadowed’ by the federal governmeelpéd by the fact that most of its
employees are former ministry officials (Coen arétitier 2005). In energy and
railways, pro-competitive regulation by lack ofiadependent sectoral authority and
the lack of resources of the general competitigdharity (five- eight staff assigned to
the energy sector and one for railways- Coen 20B&hitier 2005).

Thus whilst German formal regulatory institutionswad towards those of a
‘regulated competitive market’, they did so gratjuahd leaving in place many
informal institutions of a industry-led model ofardination. European integration
played an important part in the evolution, actisgaasource of pressure but perhaps
more importantly, as part of a strategy of adaptetor network suppliers and the
state to a new domestic, European and internatemafonment that was much less
favourable to traditional institutions.
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V _Conclusion

Regulatory institutions- formal and informal- prdeia means to coordinate suppliers
with other actors. In network industries, coordioatbetween suppliers and
governments is particularly important given theitpedl and economic characteristics
of these industries. However, different combinagiofregulatory institutions are
possible, allowing for sectoral equivalents to &aeis of macro-level capitalist
institutions.

After a relatively similar starting point of indugtled regulatory institutions in the
mid-1960s, Britain, France and West Germany intceduifferent institutional
reforms at the sectoral level to deal with pressorenetwork supply in the period
until the mid-1980s. Moreover those reforms inciregly matched those expected at
the macro or national level by the literature onetses or models of capitalism.
Britain had greatly enhanced the role of competitad private markets to coordinate
the different actors, as expected in a ‘liberalkeieconomy’ (cf. Hall and Soskice
2002). France had taken the opposite directionfarsting the direct role of the state
(cf. Schmidt 1996, 2002, Hancké 2001). West Gernteylargely retained the
industry model of coordination, remaining closestite traditional European model,
due to the importance of consensus and the laakstong central group of policy
makers to take the lead in creating new projeasebch country, the influence of
institutional complementarities can be seen, agyatakers drew on existing
institutional constraints and resources in choostiregr differing national paths.

From the late 1980s onwards, the EC developed e-raidging regulatory framework
that conflicted with, and often outlawed, regulgtmstitutions in France and
Germany, such as monopolies, cross-subsidies sedlprivileged relationships
between network infrastructure suppliers and egeigrmanufacturers. Perhaps
surprisingly, national governments largely accephedEC’s regulatory framework.
The period also saw major reforms that considersbigrsed the increasingly
diversity among Britain, France and Germany. Atethcountries moved towards
regulated competition model of formal institutioséuctures, with the privatisation
of suppliers, the ending of monopolies and thetweaf independent sectoral
regulatory authorities took place. The speeds atehés varied of the movement
varied- as predicted by a ‘varieties of capitalisimdel’, Britain moved furthest and
fastest. Nevertheless, the changes represent eoalkld convergence compared with
the position in the mid-1980s.

Despite convergence in formal regulatory institnsiothree sets of important
differences have existed between Britain, France@ermany. First, the role of EC
regulation in domestic institutional reform hasigdr In Britain, it was negligible as
reforms often preceded EC regulation and in ang ease undertaken with little
reference to Europe. In contrast, in France anadn@ey, European regulation played
an important part in creating additional press@ioeshange, in offering advantages
for firms and large users and in legitimating refdn the face of opposition. Thus the
nature of ‘Europeanisation’ varied.
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A second and related contrast concerns the stest@gipolicy makers in the three
nations concerning both institutional reform anel EC. In Britain, policy makers
sought the extension of competition and acceptezido entry, including entry by
overseas buyers of British companies, with litdgard to Europe. In contrast, French
policy makers aimed at creating strong French imatééonal champions that would
expand abroad, aided by a good domestic base.e@fation was crucial for their
approach, since it ensured other markets wouldokeeed to French suppliers.
Germany policy makers faced great domestic pressara hence used EC regulation
to adapt to problems such as fiscal constraingsfiaiencies of networks and
sometimes fragmentation of suppliers. EC regulafitomed part of a more defensive
adaptation strategy than in France.

Finally, despite a common EC regulatory framewarigrmal regulatory institutions
continued to differ greatly across the three natidoth informal norms and linkages
between governments and suppliers. In Britain, soofrseeking ‘fair and effective
competition’ and non —interference by governmente internal decisions of
suppliers went hand in hand with considerable distdbetween most suppliers and
government. In contrast, policy makers in Frarmgght to promote French suppliers
abroad and protect them at home, a policy aideddse links between elected
politicians, civil servants and the heads of sugpliin Germany, there were norms of
adaptation to a new environment and gradual chamigigst industry associations
continued to play a significant role.

The overall outcome thus is convergence in forregulatory institutions, but with
continuing differences in the mechanisms of refanational strategies and informal
institutions. Two final questions can be raisedst-whether it will be possible to
maintain formal institutions and informal ones thet in dissonance- notably in
France. Second, will the EC’s regulatory framewmshtinue to be sufficiently
flexible to allow contrasting informal institutios continue, or will diverse uses of
formal regulatory instruments lead to increasingspure for greater EC regulation to
create fairness across member states?
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