Regional Conference on “Growth and Competitiveness:
Weathering the Crisis and Looking Ahead”
Tirana, November 17-19, 2009

Do South-East European
countries need competition policy?

Paulo Correa
Senior Economist, World Bank



The Antitrust Paradox*

History of economic development of
U.S. and Europe: Competition ...

U.S . Per capita EU (Initial)
Income (% of Labor productivity
UK) % U.S.
1868 79 1939-59 53
1888 85 1973 78
1908 103 1983 84
1928 123 1993 102

* U.S. as an unified market “ Free-trade club” since
1865

* EU’s productivity went from 50% to 100% of U.S.
productivity in the 35 years following the signing of
the Treaty of Rome in 1957

Source: Prescott, E. (2006): “What must a country do to become rich”.
Presentation at the World Bank
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... and competition law
enforcement

e Sherman Act (1890): Regulating

business behavior

Section 1: Every cont
the form of trust or otherwise or conspiracy, in restraint of
trade or commerce among the several states , or with
foreign nations , is hereby d

 Treaty of Rome (1957): Beyond

business behavior

Save as otherwise provided
Member state through State resources in any form
whatsoever which distorts or threatens competition by
favoring certain undertakings or the production or certain
goods, shall, in so far as it affects trade between member
states, be incompatible with

YET most politicians and
policymakers doubt its importance

(*)After Robert Bork’s book “The Antitrust Paradox”. The Free Press.
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Competition Policy in Action
Product Market Regulation and Productivity in OECD countries

Finland
France
Germany
Greece
Mexico
Netherlands

Austria
New Zealand

Australia
Czech Republic
Denmark
Luxembourg

W 1598 m2008

Slovak Republic
Spain

Sweden
Switzerland
United Kingdom
United States

Annual average percentage point
acceleration in labour productivity
3g(;owth 1996-2005 vs 1985-1995

3.0, 0 4,5 5.0 5.5
Regulation in non-manufacturing sectors, 1980-95 average

25 @ Greece
20
1.5 United States Switzerla&d
1.0 ¢ Australia’
’ ¢ Canada ¢ Sweden
0.5 < reland
0.0 ® YnitedKingdom Nbrway T
14 2 Netherlands
-0.5 New Zeatand i *
10 Finland France
™| Correlation coefficient=-0.4 ¢ Japan SpainGirmany  Portugal
-1.5 "Fstatlstlc:l.yl. Denmark
20 without Greece: ¢ ltaly
' Correlation coefficient=-0.74
2.5 Ltstatistic=—4.62
2.0 2.5 3.0 3.5 4.0 6.0

OECD countries continue to reduce barriers to competition

through better product market regulation

The higher the regulation level the smaller the
productivity change

Source: Graphs from: i) Indicators of Product Market Regulation Homepage - OECD, 2009; ii) Paul Conway (2008). Product Market Regulation and

Convergence. World Bank Seminar- Zagreb.
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Competition Policy in Action

Antitrust Enforcement : Hard-Core Cartels and Anti-Competitive Mergers

The anti-competitive effect of
merges is often underestimated

o

We support the modern approach, with its more
nuanced, fact-intensive economic inquiry focusing on
mechanismsof competitive effects We are concerned,
however, that some courts and enforcement officials
havemisusedhis discretionand flexibility. Thesedecision
makers appear overly willing to accept defense
argumentsabout entry, expansionand efficienciesyhile
downplaying the loss of competition inherent in the
proposed merger. (Baker and Shapiro, 2008 Antitrust,
p.1. Vol 22, No. 3, Summer2008)

15.1 The effects of mergers 1980-98

| Efficiency
increased

B Efficiency
decreased

Market power
increased

H Other

For a sample of nearly 45,000 completed mergers surveyed by Thompson

Financial Securities Data.

Source: Gugler, K. and others (2002). The effect of mergers: and
international comparison . JIO 21 (2003) 625-653.
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Cartels: Increasing International
Prosecution (when possible)

“Theenforcementof recordof the 19905 hasdemonstrated
that private international cartels are neither relics of the

past nor do they always fall quickly under the weight of

their ownincentiveproblems Of a sampleof 40 suchcartels
prosecutedoy the U.S and the ECin the 199G, 24 lastedat

least 4 years And for the 20 cartelsin the samplewhere
salesdata are available,the annual worldwide turnoverin

the affectedproductsexceededJS5 30 billion. “

(Evennet, S.J. And others (2002), International Cartel
Enforcement: Lessons from the 1990s. World Economy.

Share of countries without active AT
enforcement: The Vitamins Case

40.1

B Western Europe

M Latin America

Asia

Source: Evennet, S.J. And others (2002), International Cartel
Enforcement: Lessons from the 1990s. World Economy.
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Competition, Entry and Economic Growth
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Source: World Economic Forum and World Bank SThd Indicators. ~ Competiiion ™ 15 the average
FEIRONEE TN each coundry o the guestion “Tn most indhsiries, competition in the local market = (1=Hmited
and pricacutting is rare, 7=intense and market leadership changes over fime). ™ "Entry™ 15 the average
response o the guesiion "Eniry gf new competitors (1 =almost never occwrs in the local market, 7=is
commen in the local market). ™
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The Case of SEE Countries :
Low domestic competition

. o Reforms are lagging behind:
Intensity of local competition “reform fatigue”
How would you assess the intensity of competition in the local markets in your country?
(1=limited in most industries; 7=intense in most industries)
2008-2009 weighted average No “Free-Trade Club” in the
Rank | Country/Economy ~~ [score | Balkans: Market fragmentation
e —— b2 ( EU as an alternative — Bulgaria
2 Taiwan,China 6.1 . .
3 Austria 6.0 and Romania are exceptlons)
4 Netherlands 6.0
26 g”l“ed_smes Zz Productivity gains and economic
ulgaria :
69  Romania 49 convergence?
93 Croatia 4.6
99 Montenegro 45 -
e —— m H(?w to be competltlve abroad
116 Abania 11 without competing at home?
118 Bosnia and Herzegovina 4.0
120 Serbia 4.0

“ Contrary to some popular views, our results suggest that Japanese competitiveness is associated with
mar ket competition, not collusion, cartels or
significant relationship between the extent of the market share fluctuations [a measure of local rivalry] an
trade p e r-fProfrMickkael Rore?

Source: Sakakibara, M and M.E. Porter: “ Competing at home to win abroad: Evidence from Japanese industry”, RES, May 2001.
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The Case of SEE Countries :
Low domestic competition

Some regulatory improvements

Share of firms identifying permits and licenses

as major constraint

Antitrust enforcement lagging

behind

Effectiveness of anti-monopoly policy

To what extent does antimonopoly policy promote competition in your country?
(1= does not promote competition; 7=effectively promotes competition)

2008-2009 weighted average
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1 Netherlands 5.9
2 Sweden 5.9
3 Germany 5.8
4 New Zealand 5.6
5 Denmark 5.6
66 Romania 39
72 Montenegro 3.8
86 Croatia 3.6
99 Bulgaria 3.4
100 Macedonia, FYR 34
114 Albania 32
130 Serbia 2.7
133 Bosnia and Herzegovina 24

11/12/2009

The World Bank




Low domestic competition translating
into lower international (price) competitiveness

The Mark-up of Local Industries: An international comparison

Pharmaceutical Products Wearing Apparel
0.3
Costs in Bosnia would have to be 0.4
0.24 reduc_ed in 12% so thg price Costs in Romania would have to
equalizes with the (price in) UK 0.29 be reduced in 8.5% so the price
0.2 0.3 : equalizes with the (price in) -
' Germany
0.2
0.14
0.1 0.12
0.1 I I 0.06 0.06
0 0 : : , . L
Bosnia Romania Serbia Germany Bosnia Romania Serbia Germany
and and
Herz. Herz.

Source: Based on EBRD Report (2009)
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What are the challenges?

Consolidating antitrust law enforcement
— Hard-Core Cartels: investigative tools and leniency regime

— Merger analysis and abuse of dominance: training;
consistency and predictability

— Not an additional burden (time/costs)

Protecting and promoting competition

— Regulating state-aids: mandate and enforcement

— Regulatory Impact Assessment: mandate and enforcement

— Competition in infrastructure and service industries: de-
regulation/pro-competition regulation

Building reputation: few and strong cases
Advocating for the continuation of reforms
Competition Policy during the global economic crisis



A Strategy for Young Agencies

Building the reputation that will enable long-term sustainability

Do not alienate important constituencies (build allies and minimize
opposition):

— Stick to the rule of law and due process;

— Communication is key: competition policy as a level playing field; good
quality information (results and impact evaluation)

— Build alliances (e.g. lawyers’ association; consumers’ associations;
SME’s associations; new firms and foreign Investors)

Go for relative quick and strong results:

— Balance anti-cartel enforcement with other statutory and important
responsibilities (State-Aids and better product market regulation)
* Make sure you have the appropriate tools available
 Bid riggingcases may be a good start

— Do not over-invest in merger analysis



