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ABSTRACT

In the information age, governmental policies in support of innovation are having a growing
impact on trade and free market coordination. A balance between innovation and coordina-
tion is often achieved by market-sensitive standardization. Governmental policies that inter-
fere with the balance that market-sensitive standardization can achieve are not usually suc-
cessful. But governmental policies that recognize the changes occurring in the information age
and support corresponding changes in innovation and standardization policies are needed.
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INTRODUCTION

Intheinformation age, avallableeec-
troniccommunications, suchasTV, tele-
phone, and the Internet, are“freedom of
thepress.” Thisability to communicate
electronically isthebasisof theinforma-
tion age. Ascommunicationstechnology
becomesmorewiddy utilized, standards
that definethe compatibility between dif-
ferent devicesused to transfer informa-
tion(TV, modems, cellular telephones, fax
machines, PC software gpplications, etc.)
becomeimportant to dmost everyone.

Previously, communications stan-
dardization wassupported by public com-
munications utilities such as AT&T,
Deutsche Bundespost, or NTT. Withthe

conversonof publiccommunicationsutili-
tiesinto commercial companies, conflicts
between therightsof different stakehold-
ers (equipment devel opers, government,
carriers, and users) have emerged, and
such conflictshave split communications
standards development into the dejure
process (formal communications stan-
dards development organizations,
FCSDOs?) and defacto consortia.® The
previous success of FCSDOs is being
undercut by commercia consortiadriven
by short-term economic interests. This
changeisoccurring becausethe FCSDOs
no longer balancethelegitimateinterests
of dl their stakeholders, sothe stakehol d-
erslook elsewhere. If the FCSDO stan-
dardization systemisto continue, andthere
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aregood reasonsthat it should, rebaanc-
ing the processto support thelegitimate
interestsof dl thestakeholderswill require
government policy support.

An example of theimpact of gov-
ernmentd standardization policy ontrade
isthe dramatic difference in economic
growth between some Europeanand U.S.
cdlular communicationsequipment manu-
facturers. Standardization for cellular te-
lephony, the new technology for wireless
communications, was approached quite
differently in North Americaand Europe.
North America pursued a laissez-faire
policy, lettingthecommercid organizations
todoasthey wished. Thispolicy resulted
inthreecompeting cdlular sandards* The
European Union pursued asingle unified
standard, GSM, for all EU countries. In
Europetwo equipment developers, Nokia
and Ericsson, pulledfar ahead of their larg-
est competitor, Motorola, headquartered
in North America. This occurred even
thoughMatorolawasinitidly amuchlarger
Wirdl esscommuni cationsegui pment manu-
fecturer.

Certainly the successof Nokiaand
Ericssonisnot wholly dueto standardiza-
tion policy. The*“home court” advantage
of Nokiaand Ericsson in the European
marketswasdg gnificant, but Motorolaheld
major patentson cellular technologies.®
EvenwithU.S. interventionto protest (and
change) the GSM cdllular patent policy,
Motorola was not as successful in the
GSM cdlular market asits European com-
petitors. Conversely, during the same pe-
riod anemerging U.S. cellular communi-
cations equi pment company, Qualcomm,
grew dramaticdly by taking advantage of
theU.S. laissez-faire standardization re-

gimeand promoting adifferent technol-
ogy (CDMA) for cellular service. Inthe
case of Qualcomm, thelaissez-faireU.S.
sandardization policy wasvery desirable.

Theseexamplesof thedifferentim-
pacts of standardization regimesin the
sameindustry andtimeperiod suggest that
complex mechanismslink standardization
andinnovation policy. It also suggeststhat
the policiesthat impact theformal stan-
dardization process have significant eco-
nomicimport. The purpose of this paper
isto identify and explain these mecha-
nisms, and propose new approachesto
modify theinnovation and standardization
policiesto improve the innovation and
growth of freemarket economic systems.

ALL STANDARDS DO NOT
CAUSE THE SAME
EFFECT

Asthecomplexity of technology in-
creases, the complexity of standardsthat
define the technology also increases.
When the complexity of the technology
increasesaufficiently, aparadigm shift oc-
cursthat isoften described asanew age.
Thetransition fromtheindustrial ageto
theinformation ageisonesuch paradigm
shift. Theauthor usestheterms* smilarity
standards' to describethe standardsmost
closely related to theindustrial ageand
‘compatibility standards’ to describethe
standards most closely related to thein-
formation age. Smilarity Sandardsdefine
thethings produced asaresult of repeti-
tive processes (manufacturing). Compat-
ibility standardsdefinetheinterfacesbe-
tween communicating devices(e.g., the
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