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Facilitating a supply-side response to trade liberalisation and reinforcing domestic reforms


As Osakwe (2001) emphasises, in many cases failures of trade liberalisation to generate sustained development and growth can be traced to a failure to introduce complementary domestic policy reforms.  In most cases, countries will not be well poised to take advantage of the potential benefits of trade liberalisation unless they simultaneously take steps to reduce costs and enhance the efficiency of infrastructure sectors such as telecommunications and transportation; to promote flexibility by eliminating artificial restrictions on entry, exit and pricing in manufacturing and other industries; and to establish and strengthen incentives for investment, innovation, the creation of efficient management structures and productivity improvement. Competition policy has a role to play in all of these areas.  A failure to implement competition policy and related reforms will prevent countries from realising the potential gains from external liberalisation, by inhibiting an appropriate supply response (see also Krueger 1984).


The point has also been made in the WTO Working Group on the Interaction between Trade and Competition Policy that the implementation of a transparent and effective competition policy can be an important factor both in enhancing the attractiveness of an economy to foreign investment and in maximising the benefits of such investment. Competition policy can make an economy attractive to foreign investors by providing a transparent dispute-mechanism mechanism that is consistent with international norms. Vigorous competition in markets, reinforced by competition policy, encourages foreign firms to construct state-of-the-art production facilities in host countries, transfer modern technology and undertake training programs, and also prevents the exploitation of consumers. These effects may be particularly important in developing countries, in view of the crucial importance of technology transfer to economic development (WTO Working Group on the Interaction between Trade and Competition Policy 1998).


In the WTO working group, the point has also been stressed that competition policy can reinforce, and may be essential to realising, the potential benefits of privatisation programs and initiatives. The argument here is that, unless appropriate measures are taken to prevent the continuation and/or re-establishment of monopolistic market structures, privatization will not result in any fundamental change in the incentives facing firms that will improve their behaviour and performance.  Supporting the importance of this concern, in the working group, there has been a frank acknowledgement that, in many cases, privatization and deregulation in the developing world have failed to deliver their vaunted benefits due precisely to a failure to engage in pro-competitive restructuring and related market reforms (WTO Working Group on the Interaction between Trade and Competition Policy 1998).

The advocacy function of competition agencies


Apart from the potential benefits for developing countries of appropriate competition law enforcement activities, discussions in the WTO Working Group on the Interaction between Trade and Competition Policy and other relevant forums such as the OECD Global Forum on Competition Policy and the UNCTAD Expert Group on Competition Law and Policy have also called attention to the importance of the advocacy activities of competition agencies, particularly in regard to the implementation of pro-competitive regulatory reforms. Such activities may include public education activities, studies and research undertaken to document the need for market-opening measures, formal appearances before legislative committees or other government bodies in public proceedings, or behind-the-scenes lobbying within government.  These, it has been suggested in the working group, may be among the most useful and high-payoff activities undertaken by competition agencies (WTO Working Group on the Interaction between Trade and Competition Policy 1998, paragraphs 34 and 229).


A particularly important focus of competition advocacy activities is in relation to regulation. To be sure, in both developed and developing economies, regulation can serve valid efficiency-related public purposes. For example, it is well established that regulation can be an efficient response to market failures such as imperfect information, the existence of a natural monopoly (a situation in which a market is most efficiently supplied by a single firm) and other such problems. Nonetheless, it is important to recognise that, notwithstanding its avowed aims, regulation often thwarts rather than promotes efficiency and economic welfare. This is likely to be the case, for example, where it imposes restrictions on entry, exit and/or pricing in non-natural monopoly industries. Experience in both developed and developing countries shows that, in many cases, rather than having regulation imposed on them for the public benefit, incumbent firms have sought regulation for their own benefit, for the purpose of limiting entry into the industry and helping them to enjoy higher prices for their products (the classic diagnoses of this problem are presented in Stigler 1971 and Jordan 1972). Recognition of the significance of such conduct as a barrier to economic development dates back at least to Krueger (1974), and is affirmed in recent analyses by the World Bank and other development-related agencies (see, e.g., World Bank 1997; UNCTAD 1998). In the light of this, efforts to remove inefficient regulatory restrictions and related interventions are central to the establishment of healthy market economies in developing and transition economies (World Bank 1997; World Bank 2000; Frischtak 1995).


In the discussion in the WTO Working Group on the Interaction between Trade and Competition Policy, important links have been made between competition advocacy, successful efforts at regulatory reform and external trade liberalisation. The following examples of regulatory situations having adverse effects on competition and trade have been noted: outmoded or unnecessary regulations; a failure by countries to recognise each others’ technical standards; state zoning laws or sanitary and phytosanitary requirements that limit entry unnecessarily or serve as disguised tools for excluding competing suppliers; legal systems that facilitate strategic use of courts by firms to harass competitors; and discriminatory research and development funding. The following additional categories of regulation have been mentioned as warranting appropriate reforms: regulation that openly discriminates in favour of domestic suppliers; regulations that are non-discriminatory on the surface but subtly discriminatory in their substantive requirements; regulations that simply are no longer needed; and poorly designed regulations that are desirable in principle but unnecessarily intrusive. The potential contribution of competition advocacy in addressing these measures has been emphasised (WTO 1998, paragraphs 110 and 111).


The foregoing clearly points to the important contribution that competition advocacy activities can make to both the internal efficiency of markets and to trade liberalisation. As noted, competition agencies in both the developed and (in some cases) the developing world attach high priority to such activities which aim at minimising unnecessary regulatory intervention and ensuring that, where it is used, regulation serves genuinely pro-competitive purposes (for the experience of Canada, see Anderson et al. 1998).  In doing so, the agencies advance goals that are closely related to those of international trade liberalisation – a further and little-noted but important example of why the proliferation of strong competition agencies is in the broad interest of the multilateral trading system (see also Anderson and Holmes 2002).
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