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Key points

e Competitive markets
deliver better market
outcomes, but competition
can be constrained by
government policy and
anti-competitive business
practices, with economic
costs

e Governments should
assess and factor in the

decisions on competition

e Competition authorities
can play an important
role in advocating for
pro-competition reforms,
investigating anti-
competitive practices,
and building a stronger
competition culture and
evidence base
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ow do government policies and busi-
ness practices affect the degree of
competition in a given market? How
does competition, in turn, affect mar-

ket outcomes, such as prices, innovation and
access to services?

With funding from the UK Department for

. International Development, ODI has compared
: economic performance in four product markets
— sugar, cement, beer and mobile phone serv-
: ices — across Bangladesh, Ghana, Kenya, Viet
: Nam and Zambia. These countries have very
¢ different policy frameworks and competition
¢ climates, and the study shows this has a signif-
: icantimpact on competition, market outcomes,
: and economic performance in the different
. countries. Here we look at the findings for each
likely impact of their policy : Product market in turn, then discuss broader
i conclusions on the role of competition.

The sugar market

© Sugar is an important agricultural product in
: many countries, and part of the staple diet in
: most, as well as being a source of rural liveli-
: hoods. As a result, the state is heavily involved
¢ in the sugarindustry in some countries, includ-
: ing Bangladesh, Kenya and Viet Nam. In all
three countries, however, the state-led sugar
¢ industries exhibit low productivity and poor
: performance, and the use of obsolete technol-
. ogyand inefficient farming methods mean poor
: cane yields and sugar outputs. All three are
: struggling to compete and survive in the face of
: competition from sugar that is either privately
. produced or imported. They need substantial
¢ levels of costly government subsidisation,
¢ which is unlikely to be sustainable in the long
i run, thus jeopardising many livelihoods.

In stark contrast, Zambia, which has a private

sector-led sugar industry, produces the highest
: amounts of sugar per hectare of the five coun-

‘The economic impact of
_competition

Karen Ellis and Rohit Singh

tries, (three times higher than Viet Nam which
is the next most efficient country). This very
profitable, internationally competitive industry
is expanding to take advantage of new export
opportunities, and has the potential to create
new jobs and growth. This suggests that private
sector incentives and management expertise
are important for creating a successful, efficient
and internationally competitive sugar industry.
Significant reform is needed to achieve a
healthier sugar sector in Bangladesh, Kenya and
Viet Nam but this could put some of the existing
sugar mills out of business. Localised interests
would make this deeply unpopular politically,
and therefore hard to achieve, despite being in
the best interests of the country as a whole. This
demonstrates the importance of mobilising inter-
est groups that stand to gain from reform, such as
consumer groups and the business community,
to offset vested interests opposed to change.
Despite Zambia’s success in creating a grow-
ing, private sector-led industry, it still has very
high domestic sugar prices when compared
to other countries — well above the price that
Zambian sugar sells for on international markets.
This is the result, at least in part, of the monopo-
listic market structure of the industry within
Zambia, where one firm wields significant market
power and is protected from external competition
by barriers to imports. The Zambian Competition
Commission has investigated this, but has been
unable to tackle the problem effectively so far,
perhaps because the government may have
vested interests in the industry’s profitability.
Ghana also used to have a state-led sugar
industry, but it collapsed in the early 1980s as a
result of low productivity and poor performance.
The country now imports all its sugar, and there
are allegations of a cartel amongst sugar import-
ers. These allegations are unsubstantiated,
however, and cannot be properly investigated as
there is no competition authority in Ghana.
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The Ghanaian Government faces a dilemma as

i there are two potential new entrants into the sugar
¢ industry, which could generate jobs and revenue.
* However, these new entrants are requesting pro-
: tection from sugar imports, which could increase
¢ domestic prices and undermine the competitiveness
: of Ghanaian-produced sugar in future. This demon-
: strates the possible trade-off between attracting new
. investment by promising protection, and promoting
: a market environment that will create the right incen-
: tives to ensure a good economic performance.

The cement market

i The price and availability of cement matters. Cement
* is vital for construction and infrastructure develop-
: ment, which inturn underpin growth, industrialisation
¢ and private sector development, and also represent
¢ asignificant proportion of government spending.

The cement sector is often highly concentrated

. because of its cost structure and the need for large
: scale production if the industry is to be efficient.
As a result, the market often suffers from limited
: competition and has been a source of concern for
: competition authorities across the world. In addi-
tion, the cement sector is often dominated by mul-
tinational firms, which operate on a regional basis,
: often ensuring monopoly profits by agreeing not
: to compete with each other in the same countries.
: This challenge to cross border competition could be
¢ tackled through regional competition authorities, or
¢ through wider policy coordination.

The study identified a range of potential competi-

tion problems in Ghana, Kenya and Zambia:
: * issuesofjointownership amongstthe three Kenyan

cement firms, which the Kenyan competition
authority has been monitoring — the authority has
been active in preventing further consolidation

e allegations about supply constraints by the

monopolist cement firm in Zambia during a
cement shortage which were investigated by the
Zambian Competition Commission

e price hikes in Ghana, with allegations that this

was due to the market dominance and price lead-
ership of one of the two players in the market,
though the absence of a competition authority in
Ghana means this has not been investigated.

In comparison, there seems to be a much greater

¢ degree of both price and non-price competition in
Bangladesh and Viet Nam, which have cement indus-
* tries that are less highly concentrated with many dif-
. ferent market players. The two Asian nations enjoy
: the lowest prices of the five countries, and significant
: non-price competition, with cement firms trying to
: attract customers by offering credit, technical support
: and various promotions. It seems that even though
: there is a high minimum efficient scale of production
¢ in cement which suggests having fewer firms is more
. efficient, the competitive stimulus of having many

players in the market generates stronger incentives
for reduced prices and efficient production.

The price of cement in Zambia has fallen by
almost 10% since 2008, coinciding with the entry
of a new market player in 2009 to compete with
the incumbent monopoly. This happened at a time
when cement prices rose in the other four countries,
showing that the introduction of competition can
have a significant and immediate impact on prices.

The beer market

Beer is consumed throughout much of the develop-
ingworld, including bythe poor. The marketis usually
highly concentrated, as a result of its cost structure
and the importance of marketing and brand loyalty,
which represent barriers to entry. It is, therefore,
anotherindustry that is plagued by anti-competitive
practices in many countries, and, ideally, it needs
monitoring by a competition authority.

Like the cement industry, beer prices are high-
est in Zambia, with its concentrated market and
monopoly beer producer, and lowest in the least
concentrated market (Viet Nam, with seven beer
producers), and non-price competition also seems
strongest in the least concentrated markets: never-
theless, competition problems abound:

e Many anti-competitive practices were identified
in Kenya, including territorial allocation, exclu-
sive dealership and price fixing. A price war had
been followed by a regional carve-up, with two
producers agreeing to avoid competing in Kenya
and Tanzania, and to instead share in each
other’s monopoly profits in the other country, by
buying shares in each other.

e |nZambiathe competition authority hasimposed
conditions on the monopoly beer producer, to
prevent abuse of its dominant position. They
have also identified various barriers to entry, and
have investigated issues relating to resale price
maintenance and exclusive dealership.

e There have been allegations of price leadership
in Ghana, although its two beer firms seem to
compete quite fiercely and its beer prices are
considerably lower than in Kenya and Zambia,
which have monopolies.

e There have also been allegations of exclusive
dealing and the abuse of dominance by beer
playersinViet Nam, including a case where a new
entrant was driven out allegedly as the result of
exclusive dealing arrangements that prevented
the effective distribution of their product.

The mobile telephony market

Substantial evidence now exists of the develop-
ment benefits of mobile telephony. These include:
improved connectivity that has enabled countries
to leapfrog the need to develop fixed line infra-
structure, providing connectivity to many people for



the first time; its role in reducing transaction costs
for both households and enterprises; facilitating
job creation and private sector development; and
enhancing access to financial services.

The mobile phone market is relatively young, and
evolving fast. Regulation is important for competi-
tion in this area, and regulators are grappling with
how best to handle this fast changing market.

The analysis of the introduction of competition in
the mobiles market in each case study country finds
that competition drives rollout of services, increased
market penetration, and falling prices. A competi-
tive environment strengthens incentives to design
services to meet the needs of customers, including
price and product promotions for poor customers,
and value added services with additional develop-
ment benefits, such as money transfer services.

Until recently, Kenya has had a relatively concen-
trated market compared to the other four countries,
and prices were relatively high. However, competi-
tion in the market increased through the entry of
two new players in 2008/09, and since then tariffs
have fallen by as much 50%.

Zambia has the lowest mobile penetration rate and
highest tariffs of the five countries. The market is per-
forming relatively poorly, at least in part because of a
lack of competitive neutrality in relation to the govern-
ment monopoly that controls the international gate-
way. The government charges high tariffs to private
operators to access the gateway, which means that
private operators have to subsidise their international
calls to be price competitive with the state firm.

In Ghana there appears to be intense competi-
tion between the operators. The country has good
mobile penetration and relatively low prices, and an
effective regulator that has facilitated a competitive
market. There has been good regulation of intercon-
nection and the liberalisation of the international
gateway, as well as an effective form of a universal
access fund. The lack of these elements has slowed
down market development in other countries.

The Vietnamese mobiles market is heavily domi-
nated by state owned enterprises, but the operators
do appear to compete fiercely with each other, and
the sector is performing fairly well.

Bangladesh has a relatively competitive mobiles
market and the lowest tariffs across the five coun-
tries. There are some regulatory concerns, however,
such as a regulated price floor, which is not in line
with international best practice, and has been set
at less than the regulated termination charge. This
puts smaller mobile operators and new entrants at a
disadvantage and highlights the importance of con-
sidering potential competition impacts when taking
regulatory decisions.

Overall conclusions

The study has shown that markets characterised by
more competition, with more players, more dynamic
entry and exit, and more intense rivalry for custom-
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ers (e.g. through price promotions, special offers, :
and marketing campaigns etc.) tend to deliver bet- :
ter market outcomes. These outcomes include lower :
prices and better access to services for consum- :
ers, including other businesses that rely on these :
products as inputs for their own enterprises. It is :
also important to ensure that domestic production :
is internationally competitive, and can, therefore,
generate increased exports, foreign exchange, jobs :
and industrial growth. The introduction of competi- :
tion — or indeed even the prospect of increased :
competition — can have a significant and immediate :

impact on prices.

However, the research has also shown that com- :
petition is often constrained, for various reasons.
Problems such as market dominance and anti-com- :
petitive practices are very common in some markets, :
and competition authorities have an important role :
to play in monitoring, publicising and tackling such :

behaviour.

Itis also clear, however, that the role of the state :
is very important in determining competition and :
market outcomes — perhaps more important than :
the behaviour of business itself. The influence of :
the state can take various forms: regulation; state :
ownership and privatisation; price controls or sub- :
sidisation; other policy mechanisms such as import :
protection or industrial policy; or corrupt business :
deals and ownership by individual politicians or :

their families.

Sometimes the involvement of government is :
self-serving, while at other times it is essentially :
benevolent in nature. In some countries and mar- :
kets, there is a close relationship between busi- :
ness and government, as government actors seek :
to share in some way in the profits of businesses, :
(e.g. through ownership or taxation etc.). This gives :
government an incentive to protect those busi- :
nesses from competition. In these situations the :
relationship between business and government :
seems in practice to determine commercial success :
more than market competition, and competition :
authorities may face political barriers to addressing :

competition problems.

This kind of relationship between government
and big business creates a powerful economic elite, :
with vested interests in opposing pro-competition, :
pro-growth reforms. One way to tackle vested inter- :
ests who oppose reform, is to establish and facili- :
tate coordination amongst other interest groups :
who stand to gain from reform. This includes house- :
hold and industrial consumers and potential new :
entrants to the market. Competition authorities can :
build the evidence base, which can be used to help
mobilise such interest groups to lobby for reform. :
Thus, where political difficulties and resourcingand :
capacity constraints make legal enforcement prob- :
lematic for competition authorities in developing
countries, they can still play a valuable role in pro- :
moting competition through advocacy and evidence :
building, and engagement with other government :
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: agencies to ensure that policy is pro-competitive.

In sum, competition improves the performance

: of markets, generating better outcomes including
. lower prices, greater productivity and competitive-
i ness leading to industrial growth and jobs, and
: better access to services. It can undermine the
: dominance of a few powerful players, allowing
. new enterprises to gain a foothold in the market,
i and underpinning private sector development and
: employment creation.

Appropriate policies are crucial to create the

conditions within which competition can thrive, and
: competition authorities can help to build a culture
: of competition, and increase awareness of competi-
: tion issues amongst policy-makers and the public.

Policy recommendations

e Government policies should create competitive

market conditions. This means assessing and
factoring in the competition impacts of a wide
set of policies, including trade policy, industrial
policy, privatisation, regulation, state owner-
ship, subsidisation and investment promotion.
Competition authorities can help by raising con-
cerns when government policy may have nega-
tive competition impacts.

e Regulatory bodies should take into account

the competition impacts of regulation to avoid
undermining the market and weakening eco-
nomic performance. One way to achieve this is
to implement a process for regulatory impact
assessment to examine the competition implica-
tions of such issues as regulation of tariffs and
interconnection, infrastructure sharing, and the
implementation of a universal access fund.

e Governments should consider establishing com-

petition laws and competition authorities, which
can investigate anticompetitive practices, build
a stronger competition culture, and advocate for
pro-competition reforms.

i e Competition authorities can help to build the evi-

dence base on competition problems and asso-
ciated costs, and publicise the findings that will
inform and mobilise interest groups to lobby in
favour of reform, in order to offset vested interests
opposed to change. These interest groups may
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include household and industrial consumers and
potential new entrants to the market.

e Tools such as DFID’s Competition Assessment
Framework can be used to guide competition
analysis and help build capacity and under-
standing of competition issues in developing
countries.

e The poor performance of the state-led sugar
industries in Bangladesh, Kenya and Viet Nam,
as compared with the successful, internationally
competitive, private sector-led sugar industry in
Zambia, demonstrates the superior performance
that can be achieved through private manage-
ment incentives. Steps to a healthier sugar
sector in these countries would include the
establishment of efficient new entrants, a reduc-
tion of state intervention in the sector, an end to
bail-outs, a reduction in trade protection, and an
acceptance that some of the existing sugar mills
will go out of business. Social safety nets and
retraining programmes might help to make such
reform more politically acceptable.

e Competitive neutrality between state and private
sector players can help to ensure a competitive
market outcome. This is likely to become an
increasingly important issue in Viet Nam, which
is still heavily dominated by state players, as
reform continues, but is also an issue elsewhere
e.g. in relation to the Zambian mobile telephony
market.

e A reduction of import tariffs can help to stimu-
late competition where there is limited domestic
competition.

e Regional competition authorities and regional
cooperation are needed to tackle competition
problems caused by multinational companies,
who sometimes seek to minimise competition
by taking a strategic approach to cross-border
production decisions.

Written by Karen Ellis, Head of ODI’s Business and
Development programme (k.ellis@odi.org.uk) and Rohit
Singh, ODI Research Officer (r.singh@odi.org.uk).
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This Project Briefing draws on research carried out in
Bangladesh, Ghana, Kenya, Viet Nam and Zambia in 2008
and 2009. The methodology used for assessing competition
in each market was in line with the approach set out in the
Competition Assessment Framework published by the UK
Department for International Development (DFID) in 2008. In
addition to the general conclusions on the impact of competi-
tion on economic performance, the research has generated a
set of findings and policy recommendations for each country,
published in five separate country summary notes.



