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Executive Summary

Existing rules for evaluating governmenta activities need to be updated to reflect the
ongoing shift toward a digital economy. Industria developments at the beginning of the
20" century required major rethinking of the role of government, as evidenced by the
creation of the Federal Reserve System, the Sherman and Clayton Anti-Trust Acts, and
the Constitutional amendment allowing a Federal income tax. A substantia review is
also warranted now.

As President Clinton has emphasized, for the government, “knowing when to act and — at
least as important — when not to act, will be crucia to the development of electronic
commerce.” The purpose of this study is to examine when the government should act
and when it should not act in a digital economy. In particular, our focus is what services
the government should and should not be providing on-line.

As the report discusses, the theoretical underpinnings behind private versus public
production shift as the economy moves toward a digital one. On one hand, the public
good nature of production in a digital economy, along with the presence of network
externadities, may suggest a larger public role than in a bricks-and-mortar economy. On
the other hand, an information-based economy may also improve the quality and reduce
the cost of obtaining information, which by itself makes private markets work better than
before. Furthermore, government failure may be even more pronounced in the context
of rapidly moving information-laden markets than in traditional bricks-and-mortar
markets.

The lack of clear theoretical guidance regarding the separation between government and
business in a digital economy makes decision-making rules all the more important. OMB
Circular A-76 and other existing norms for government provision of goods and services
need to be updated for the digital age. We therefore devise a set of twelve principles for
government action in a digital economy (see box below), along with a decision tree for
policy-makers (see page 75) to use when evaluating new government activities. The
principles are divided into three categories. “green light” activities that raise few
concerns, “yellow light” activities that raise increasing levels of concern; and “red light”
activities that raise significant concern.

The report applies these principles to five case studies, including the Department of
Labor’s on-line job market information system, the United States Postal Service eBillPay
program, private-sector dissemination of legal information, on-line tax preparation
software, and a fee-based search engine from the National Technical Information Service.
In some cases (e.g., the America’s Job Bank), the government seems to have struck the
appropriate balance among conflicting pressures. In other cases (e.g., eBillPay), the
government seems to have overstepped the boundaries that should apply to public
provision of goods and services.
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