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Introduction
« |s competitionpolicy socially beneficial?
o Key policy guestion(EC,DOJ/FTC, UKCC)

« Crandall and (JEP 2003 provocative paper claims that
competitionpolicy is ineffective

o Baker (JEP 2003 and Werden (2003 disagree and point to the social
benefits of competitionpolicy as a deterrence mechanism

a  Very little empiricalevidence(Dutz and VagliasindiEER200Q Koningset
al. 1310 2001, Kee and HoeckmanEER2007)

o Evenin the most establishedareaof competitionpolicy, cartel deterrence,
missing empiricalevidence(Whinston 2009
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Introduction

= The key empiricalquestionis howto measurecompetition policy (deterrence)
and howto identify the effectivenessof such a broad policy

o We propose a way to quantify the quality of competition policy (akin
OECDfor regulation)

o We provide a frameworkto measure the effectiveness of competition
policy in contributing higherefficiency and productivity

o Wecarefully focus on the identification issue to interpret our results in a
causalway

= We find that competition policy a has a positive and statistically as well as
economicallysignificantimpact on productivity growth
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Theoretical Background

o}

The aim of competition policy is to protect social welfare by deterring anti-
competitive behavior

Competition policy affects static and dynamic efficiency by increasingcompetition
through several channels (e.g., forcing exit of less efficient firms, promoting cost
reduction, encouragingentry of more efficient firms - Aghionand SchenkermanEJ
2004 Aghionet al., ReStat 2009

The causallink is thus:

i CompetitionPolicy — Efficiency

Welook at the direct link between competition policy and efficiency to identify and
estimate the causal effect of the policy (e.g. Pavnick RES 2002 Nicoletti and
Scarpetta EP 2003

As a measureof efficiency we choose TFP growth
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Theoretical Background: Netinear Effects?

= The effect of competition on innovationis controversial (e.g. Aghionet al. QJE,
2004 and Whinstonand SegalAER,2007), yet we do not expect a non linear effect

for competitionpolicy
a It is less likely to have a strong impact in those markets where competitionis
alreadyintense
a The providesa protection for the investmentsfirms make
to innovate
= Competition enhancingpolicies may influence TFP growth by interacting with the
distanceto the technologicalfrontier
o Returnsfrom increasingproductivity might be higherfor firms competingneck-
and neckwith rivals
= The deterrence effect of competition policy also dependson external factors such
as the institutional environment(Aghionand Howitt, Emetrica2006

o  Welook at the complementaritiedbetweenthe policy andthe judiciarysystem
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Competition Policy: Definition and Objective

= Theterm competitionpolicy refers to:

o Competition legislation A set of prohibitionsand obligationsincludingmerger
control provisionsthat firms haveto complywith

o Its enforcement An array of tools for policing behavior and punishingany
violation

= Competitionpolicy shoulddeter firms from undertakingany behaviorthat reduces
social welfare by distorting competition, while not frightening any behavior that
improvessocial welfare (no over-deterrence
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Deterrence: Competition Policy Variables

= The optimallevel of deterrenceis determinedby 1) the size of the sanctions2)
the (perceived)probability of detection and conviction, and 3) the (perceived)
probabilityof errors (Becker,JPE 1968 Polinskyand Shavel] JEL 2000

=  Thefollowingpolicy variablesaffect these three factors:

a the formal independenceof the CA with respect to political or economic
interests

o the degreeof separationbetweenthe adjudicatorandthe prosecutor
o the quality of the law on the books

a the level of loss (sanctiong that firms (andtheir employees)can expect to
suffer as a consequenceof a conviction

o the type of investigativepowersheld by the CA

a the amount and quality of the financial and human resources (the
budgetandskills of the staff)
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The Competition Policy Indexes (CPIs)

= We submitted a set of tailored questionnairesto the CAs in 13 jurisdictions and
integrated them with information from the OECD country studies and from the
ownwebsites

- We obtained information on each of the six policy variables identified as
determinantsof deterrence,separatelyfor each type of possiblecompetition law
infringement(hard- core cartels, abuses other infringementy and for mergersover
the yearsfrom 1995to 2005

= Eachpiece of informationat each step of the aggregatiorprocesswas assigneda
score/weight on a scale of 0-1 againsta benchmarkof generally agreed best
practice

« We tested the sensitivity of this weightingschemeto alternative ones using 1)
equalweights 2) randomweights and 3) factor analysis
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Table 1. The low-level indexes

Abuses

Hardcore cartels

Other anticompetitive agreements

Mergers

Independence:
Nature of prosecutor (1/2)
Nature of adjudicator and role of

government (1/2) [Details]

Separation of powers:
Separation between adjudicator and
prosecutor (2/3)
Nature of appeal court (1/3)

Quality of the law:
Standard of proof for predation and
goals that inform decision (1/2)
Standard of proof for refusal to deal
and goals that inform decision (1/2)

Powers during investigation:
Combination of powers (3/4)
Awvailability of interim measures (1/4)

Sanction policy and damages:
Sanctions to firms (1/3)
Sanctions to individuals (1/3)
Private actions (1/3)

Resources:
Budget (1/2)
Staff (1/4)
Staff skills (1/4)

Independence:
Nature of prosecutor (1/2)
Nature of adjudicator and role
of government (1/2)

Separation of powers:
Separation between
adjudicator and prosecutor
(2/3)

Nature of appeal court (1/3)

Quality of the law:
Standard of proof and goals
that inform decision (1/2)
Leniency program (1/2)

Powers during investigation:
Combination of powers

Sanction policy and damages:
Sanctions to firms (1/3)
Sanctions to individuals (1/3)
Private actions (1/3)

Resources:
Budget (1/2)
Staff (1/4)
Staff skills (1/4)
Sanctions and cases:
Number of cases opened (1/3)
Max jail term imposed (2/3)

Independence:
Nature of prosecutor (1/2)
Nature of adjudicator and role of
government (1/2)

Separation of powers:
Separation between adjudicator
and prosecutor (2/3)

Nature of appeal court (1/3)

Quality of the law:
Standard of proof for exclusive
contracts and goals that inform
decision

Powers during investigation:
Combination of powers (3/4)

Availability of interim measures (1/4)

Sanction policy and damages:
Sanctions to firms (1/3)
Sanctions to individuals (1/3)
Private actions (1/3)

Resources:
Budget (1/2)
Staff (1/4)
Staff skills (1/4)

Independence:
Nature of bodies involved in
Phase 1 and 2 (1/2)
Role of government in
decision (1/2)

Separation of powers:
Separation between
adjudicator and prosecutor
(1/3)

Separation between Phase 1
and 2 (1/3)

Quality of the law:
Obligation to notify (1/2)
Efficiency clause (1/2)

Resources:
Budget (1/2)
Staff (1/4)
Staff skills (1/4)
Cases:
Number of mergers examined
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Table 4.4: The high-level indexes.

Overall competition policy

[Figure]

Antitrust 3/4)

Hard-core Cartels
(1/3)

Abuses (1/3)

Other agreements
(1/3)

Mergers (1/4)

Institutional

features (2/3)

Formal
independence (1/6)

Separation of
powers (1/6)

Quality of the law

(1/6)

Powers during
investigation (1/6)

Sanction policy and
damages (2/6)

Formal independence

(1/6)

Separation of powers

(1/6)

Quality of the law

(1/6)

Powers during
investigation (1/6)

Sanction policy and
damages (2/6)

Formal
independence (1/6)

Separation of
powers (1/6)

Quality of the law
(1/6)

Powers during
investigation (1/6)

Sanction policy and
damages (2/6)

Formal
independence (1/3)

Separation of
powers (1/3)

Quality of the law
(1/3)

Enforcement
features (1/3)

Resources (2/3)

Actual sanctions
and cases (1/3)

Resources

Resources

Resources (2/3)

Number of cases
(1/3)
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The Empirical Application: The TFP Model

= As a measureof efficiencywe use TFP (andLP) growth (Melitz,Emetrica2003

= The proposed specification is derived from a standard neoclassical aggregate

industry productionfunction Y;=7FF;F; (L;, K;) (eg. Griffith et al. REStat2004

« It Is estimated with a three-dimensional (country, industry, time) panel data

approach
EoiTFIi:jf 0 |
DTFIi:j? =b CRl, +d [q_lij ijt% 8 ijt% « £ i W o
¢ Lt T

where 7FF,, is the TFP levelin the country-industry on the productivity frontier,
(TFF/ TFF, ;) representsthe productivity gapto the technologicalfrontier, X and
Z are sets of control variables(R&D,PMR,humancapital, trade openness.andthe
quality of institutions) and W and [ are country-industry andtime fixed effects
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Identification

= The CPls are potentially endogenousbecause of omitted variables and two- way
causality

o« Panel data allows us to control for time invariant unobserved individual
heterogeneity

o Aggregatethe features of the competitionpolicy regime(institutionalinertia)
s Lagthe potentiallyendogenousxplanatoryvariables

o We include controls based on the existing literature on the determinantsof TFP
growth as well as measuresof other competition enhancingpolicies

= Wetake two further steps to tackle the problemof potential endogeneity

a Instrumental Variables (IV) approach We use political and institutional variables
(governmenttype and its attitudes towards regulation,economic planning,market
economy policyin neighboringcountries as instruments

a Look at nonlinearities CP has a stronger impact in countries with better legal
institutions andin industrieswhichare not strongly regulated
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