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Competition policy, dynamic efficiency and the ‘policy space’ available to developing countries


An important consideration in discussions on the importance of competition policy for economic development has been the implications of such policy for dynamic as opposed to static efficiency. The point has been made that dynamic efficiency gains are likely to be even more important for development than static efficiency considerations. Developing country representatives have expressed concerns that conventional approaches to competition policy may undervalue or possibly even represent an obstacle to the realisation of dynamic efficiency gains (WTO Working Group on the Interaction between Trade and Competition Policy 2001, 2002b; Singh 1999, 2002).


In response, the point has been made that modern approaches to competition policy are by no means concerned only with the achievement of static efficiency; rather, dynamic efficiency is increasingly an explicit goal of such policy.
 Indeed, much attention has been given in recent years to appropriate ways of supporting and factoring dynamic efficiency gains into competition policy analysis (see, e.g., Gilbert and Sunshine 1995; Gilbert and Tom 2001; Anderson and Gallini 1998). The consensus among scholars is that this has not involved a radical realignment of competition policy principles; rather, it has been a question of adapting well-founded principles to the subject matter of the ‘new economy’ (see, e.g., Posner 2001). On the whole, competition and competition policy are more likely to contribute to than detract from the attainment of dynamic efficiency gains and other developmental objectives, in that inter-firm rivalry provides a key incentive for firms to lower their costs; to provide better service and expanded choices for consumers; and to innovate and/or adopt the best available technologies (WTO Working Group on the Interaction between Trade and Competition Policy 2003b, paragraph 67). As one particular dimension of its role in promoting dynamic efficiency, competition policy in many jurisdictions is employed to ensure that intellectual property rights are used in ways that support rather than restrict innovation and technology transfer (US Federal Trade Commission 2003; Anderson and Gallini 1998; Anderson 2002). 

A closely related argument has been that, even recognising that competition is one important determinant of dynamic efficiency, it is by no means the only determinant, perhaps particularly in the context of developing countries (Singh 1999, 2002). In pursuing development, developing countries may need to have access to a range of tools, possibly including sectoral initiatives and forms of intervention that are at variance with competition policy tools and objectives. In this regard, it is important that their ‘policy space’ not be unduly restricted (WTO Working Group on the Interaction between Trade and Competition Policy 2001, 2002b).


In responding to this concern, the point has been made that the efficacy of sectoral initiatives and interventions such as the promotion of national champions is, very much, a matter of debate.  Interventions by relevant WTO members in the WTO working group and related scholarly studies suggest that, to a large extent, the success of East Asian and other developing economies has been despite, rather than because, of efforts to promote national champions and other industrial policy interventions (see WTO Working Group on the Interaction between Trade and Competition Policy 2003a and other studies referenced therein).  Nonetheless, it has been acknowledged that all governments have employed such measures from time to time and it is understandable that developing countries would not wish their recourse to such tools to be restricted. In this regard, a study prepared for the WTO working group in 2003 identified five ways in which potential conflicts between competition policy and national industrial policy have historically been managed, and the policy space of countries thereby preserved. These are: (1) the use of industrial policy instruments which, even where they tended to restrict competition in markets, are not actionable under the competition laws of most countries (e.g., tariffs, subsidies, training programs and public ownership); (2) the explicit incorporation of goals such as dynamic efficiency gains in national competition laws; (3) the explicit taking into account, by responsible officials, of dynamic as well as static efficiency considerations in the application of national laws; (4) where necessary, the provision for exemptions, exceptions and exclusions from competition law; and (5) allowing for a governmental body to overrule a decision made by the competition enforcement agency in the event that national development priorities might be compromised (WTO Working Group on the Interaction between Trade and Competition Policy 2003a).


The study also found that, by and large, the adoption of a multilateral framework on competition policy along the lines that have been proposed by some WTO members is consistent with and would not jeopardise the ability of members to continue to use these five tools (WTO Working Group on the Interaction between Trade and Competition Policy 2003a, 2003b, paragraph 67). Again, this is not to suggest that such derogations necessarily constitute good policy in all (or even most) cases, but only that they have been widely used and would continue to be available under the terms of a multilateral framework on competition policy as they have been put forward by the proponents.

__________

� A related discussion can be found in Working Group on the Interaction between Trade and Competition Policy (2003a); a useful typology of relevant efficiencies is provided in Kolasky and Dick (2003).












