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ABSTRACT
While competition in local telecommunications market is currently under way, many regulators still maintain price regulation on local telephone prices. On the other hand, traditional rate-of-return regulation has been gradually replaced with any type of incentive regulation in many developed countries. One of main objectives of both competition and incentive regulation is to provide local telecommunication carriers with incentive to improve efficiency and to accelerate productivity growth. The natural question may be which one is more effective in achieving this objective. The study attempts to answer this question by using a panel data of 38 U.S. local exchange carriers for the period 1991-2000. 

The empirical analysis is divided into the two stages. At the first stage, both technical efficiency score and total factor productivity (TFP) growth rate were estimated by applying the data envelopment analysis (DEA) technique to local exchange carriers. Then the efficiency scores or TFP growth rates from the first stage were regressed on some measures of competition and incentive regulation after controlling for several firm-specific characteristic variables. The empirical results indicate that both competition and incentive regulation had positive effects on technical efficiency. In other words, the presence of competition and the introduction of incentive regulation could explain difference in technical efficiency across local carriers. On the other hand, the parameter estimates of incentive regulation are statistically insignificant in the TFP growth equations, while those of competition are statistically significant and have a theoretically correct sign. That is, what was effective in generating productivity growth is competition and not incentive regulation. In sum, the study provides supporting evidence for a positive role of competition in improving efficiency and accelerating productivity growth. 
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