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Abst ract :  In  th i s PO LIC Y PA P ER, w e an a l y z e t h e effect s o f Òn etw o rk  
n eu t ra l i t y Ó p ro p o sa l s t h at  seek  t o  m an d ate an  i n fl ex i b l e set  o f ru l es th at 
w o u l d  fo recl o se o r sev ere l y  l i m i t  m an y  m ark et  t ran sact i o n s.  O u r m o d el  
rev ea l s t h a t  u n d er p l au si b l e co n d i t i o n s, ru l es th at  p ro h i b i t  effi ci en t  
co m m erci a l  t ran sact i o ns b etw een  co n ten t  an d  b ro ad b an d  serv i ce p ro v i d ers 
co u l d , i n  fact , b e b ad  fo r all p art i ci p an ts:  co n su m ers w o u l d  p ay  h i g h er 
p r i ces, th e p ro fi t s o f th e b ro ad b an d  serv i ce p ro v i d er w o u l d  d ecl i n e, an d  th e 
sa l es o f In tern et  co n ten t  p ro v i d ers w o u l d  a l so  d ecl i n e.  M o reo v er, ru l es th at  
p ro h i b i t  t h e m ark et  fro m  co n t ract i n g  effi ci en t l y  m ay  sh i ft  sa l es fro m  co n ten t  
p ro v i d ers to  th e b ro ad b an d  p ro v i d erÕs co n ten t  affi l i a te, a resu l t  en t i re l y  
i n co n si st en t  w i th  th e stated  d esi re o f n etw o rk  n eu t ra l i t y  p ro p o n en ts.  A s th e 
m o d e l  sh o w s, th ese u n i n ten d ed  co n seq u en ces o f su ch  n etw o rk  n eu t ra l i t y  
ru l es are th e resu l t  o f sh i ft i n g  co st s t o  co n su m ers th at  are m o re effi ci en t l y  
b o rn e i n  th e ex ch an g e b etw een  co n ten t  an d  b ro ad b an d  p ro v i d ers.  W h i l e 
p ro p o n en t s o f su ch  reg u l at i o n m ay  v i ew  it  as p ro tect i o n  fro m  al l eg ed  
an t i co m p et i t i v e b eh av i o r b y  b ro ad b an d  serv i ce p ro v i d ers, su ch  p ro p o sal s 
a l so  e l i m i n ate th e p o ten t i a l  fo r effi ci en t , v o l u n tary , w el fare-i m p ro v i n g  
m ark et  t ran sact i o n s. 

                                                 

    C h i ef Eco n o m i st , Ph o en i x  C en ter fo r A d v an ced  Leg al  &  Eco n o m i c Pu b l i c Po l i cy  Stu d i es. 
!   Resi d en t  Sch o l ar, Ph o en i x  C en ter fo r A d v an ced  Leg al  &  Eco n o m i c Pu b l i c Po l i cy  Stu d i es. 
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F[ " #$ %&' () "* &' +&, "#%- (* . "#/ #&, "" 0'12345" !6 "

"

Phoenix Center for Advanced Legal and Economic Public Policy Studies 
www.phoenix-center.org 

: 9D45B7""/ B"T 4"BD: T "34@: T U"J: 54<@: B=8V"1>B954?2 "<: 89489">5: O=; 45B"J5: 2 "; =54<9@A"
<: 895?<9=8V"T =9D"35: ?; 3?8; "849T : 5Z"J=52 B"9: "; 4@=O45"9D4=5">5: ; 1<9B"<: 1@; "D?O4"
?8" =2>?<9"1>:8" 9D4">5=<4"?8;" ?O?=@?3=@=9A" :J" 84T" :8@=84"B45O=<4B"?8;"
?>>@=<?9=: 8B7""(J"51@4B"?8?@: V: 1B"9: "B: 2 4"e849T : 5Z"84195?@=9Af ">5: >: B?@B"T 454"
=2 >: B4; ": 8"/ 2 ?\ : 87<: 2 gB"3: : Z"B?@4BU"9D48"9D4"#: B9?@"H45O=<4U"Y#H"_?8; ": 9D45"
BD=>>45B̀" T : 1@; " 34" >5: D=3=94; " J5: 2 " 84V: 9=?9=8V" 9D?9" 31@Z" ?55?8V42 489" T =9D"
/ 2 ?\ : 87<: 2 7FQ""(8B94?; U"4O45A"<1B9: 2 45"9D?9"T ?894; "9: ">15<D?B4"?"3: : Z"J5: 2 "
/ 2 ?\ : 87<: 2 "T : 1@; "844; "9: "<: 89?<9"?"BD=>>45"B4>?5?94@A"?8; "?>?59"J5: 2 "9D?9"
>15<D?B4"9: "?55?8V4"J: 5"BD=>>=8V7F6""H448"=8"9D=B"@=VD9U"=9"; : 4B"8: 9"9?Z4"@: 8V"9: "
18; 45B9?8; "D: T "J: 54<@: B=8V" : 5"@=2 =9=8V"<: 89489">5: O=; 45̂ 35: ?; 3?8; ">5: O=; 45"
<: 895?<9B"<: 1@; "9D5: T "B?8; "=89: "9D4"V4?5B": J": 8@=84"<: 2 2 45<47"

(8"9D=B"#/ #&, U"T 4"<: 8B=; 45"9D4"4JJ4<9" : J"9D4B4"@=2 =9?9=: 8B" : 8"4W<D?8V4"3A"
1B=8V"?"B=2 >@4"95?8B?<9=: 8"<: B9"J5?2 4T : 5Z7""E:54" B>4<=J=<?@@AU"T4" <: 8942>@?94"
9D4" 5: @4" : J" 95?8B?<9=: 8" <: B9B" J: 5" ?" B45O=<4">5:O=;4;" 3A"?"35:?;3?8;" B45O=<4"
>5:O=;45"9D?9"<?8"34"e:5;454;f" 3A"4=9D45"<:8B12 45B"or"<: 89489">5: O=; 45BU"319"
T D454" 9D4" 95?8B?<9=: 8" <: B9B" ?54" 8: 9" =; 489=<?@7" " (8" 9D=B" B499=8VU" =2 >4; =8V"
<: 2 2 45<=?@"95?8B?<9=: 8B": 8" : 84"B=; 4" : J"9D4"2 ?5Z49"<: 1@; "@4?; "9: "18; 4B=5?3@4"
: 19<: 2 4B" 3: 9D" e1>B954?2 f " ?8; " e; : T 8B954?2 7f " " &O48" =8" 9D4" ?3B48<4" : J"
95?8B?<9=: 8"<: B9BU"D: T 4O45U": O45?@@"4<: 8: 2 =<"4JJ=<=48<A"?8; "2 ?5Z49">45J: 52 ?8<4"
<: 1@; "34"84V?9=O4@A"=2 >?<94; "3A"?"51@4"9D?9"J: 54<@: B4B"2 ?5Z49"4W<D?8V47""L D=@4"
T 4"J: <1B": 8"95?8B?<9=: 8"<: B9"4<: 8: 2 =<B"D454U"T 4"B1B>4<9"9D?9": 9D45"9D4: 549=<?@"
954?92 489B"2 ?A">5: O=; 4"?; ; =9=: 8?@"=8B=VD9B": 19B=; 4"9D4"B<: >4": J": 15"2 : ; 4@7"""

""""""""""""""""""""""""""""""""""""""""""""""""""""""

FQ"" H1<D"31@Z"BD=>>=8V"?55?8V42 489B"<?8"D?O4"B13B9?89=?@"O?@14"9:"<:8B1245B7""K:5"4W?2>@4U"
=8"![[NU"/2?\:87<:2" 3:?B94;" 9D?9"34<?1B4" :J" e/ 2?\:87<:2U" Y#H"?8;" 9D4"Y7H7"#:B9?@"H45O=<4"
>5?<9=<=8V"?"@=99@4"T=\?5;5A":J"9D4=5":T8Uf" / 2 ?\ : 87<: 2 "T ?B"?3@4"9: "BD=>"<: >=4B": J"$ /, ,." #%++&, "

/'I" +$&" $ / - K̂ G- %%I "#, (' * &"J:5";4@=O45A"9:"<1B9:245B":8" 9D4"3::ZgB"b1@A"FPU"![[P" @?18<D";?94U"?"
B45O=<4"9D?9"=8<@1;4;"V1?5?8944;" H?915;?A";4@=O45A"J:5"9D4"B?24">5=<4"?B"B9?8;?5;"BD=>>=8V7""
(89454B9=8V@AU" / 2 ?\ : 87<: 2 " : 8@A" 18; 459: : Z" 9D=B" eT =\ ?5; 5Af " J: 5" >15<D?B4B" 9D5: 1VD" B4@4<94; "
:19@49Bl:5;45B"J:5"9D4"3::Z" >@?<4;"9D5:1VD"e9D=5;^>?59A"B4@@45"?55?8V42489Bf";=;" 8:9"54<4=O4"9D4"
B?24"954?924897""""GYH(' &HHL (, &U"Amazon Receives An Unprecedented 1.5 Million Advance Orders for 
“Harry Potter and the Half-Blood Prince at Its Web Site Worldwide; Executed Largest Single-Product 
Delivery Event in Company’s History _b1@7"FPU"! [ [ Ǹ7"
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