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PART 1

REGIONAL SEMINAR OF COMPETITION POLICY,
TRADE AND DEVELOPMENT

The Relevance of Regional Integration, International Cooperation
and the Contribution of Competition Policy to Development
in the Common Market for Eastern
and Southern African Countries (COMESA)

Papers presented at the Regional COMESA Seminar
Lusaka, Zambia, 3-4 June 1999



A. SUBSTANTIVE CONTRIBUTIONS

Trade and competition policy in the framework of African Countries

By the Economic Commission for Africa

Background Pape

SECTION 1

Introduction

The globalization and liberalization of the world
economy have brought to the forefront the debate on the
issues of fair competition ininternational trade. The open-
ing up of economies and marketsto inward foreign direct
(FDI) and other forms of participation by transnationa
corporations (TNCs) can contribute directly towards in-
creasing the of host country markets in that these markets
can now be entered by firms from other countries by es-
tablishing affiliates that produce goods and services for
sale within the host country and thereby compete with do-
mestic firms®. Furthermore, TNCs may be better ablethan
domestic firmsin ahost country to overcome some of the
cost-related barriersto entry that limit the number of firms
in someindustries and thereby result in the collapse of the
domestic based industries.

Theliberalization of foreign direct investment regimes
can lead to contestability of national markets for goods
and services, since it means that foreign firms are now
free to establish operations in the host country and com-
peteat alevel playing field with domestic firms. Theentry
of TNCs can therefore influence the structure of host
country marketsthat evolvefor the productsin which they
operate. The rise of transnational corporationsin interna-
tional production and trade has given rise to fears of pos-
sible concentration of market power in the hands of these

avoid the development of concentrated market structures
and to promote consumer welfare. Nonetheless, it is ack-
nowledged that while adhering to universally valid prin-
ciples, competition policy should be applied with flexibil-
ity in the light of specific circumstances of individual
countries, and taking into account the need to balance
“consumer welfare” and “efficiency considerations” as
well as the need to win the confidence of the public and
the business community.

There is growing realization that anti-competitive
practices can have a negative influence on international
trade. The challenge faced by developed and developing
countries alike is to introduce national policies that will
promote competition. A firm’s competitiveness is essen-
tially a function of the domestic economic environment in
which it operates. However, the deepening structural inte-
gration of the world economy and the burgeoning of alli-
ance capitalism are widening the geographical scope for
creating or augmenting firm-specific competencies and
learning experiencésSeveral case studies from both de-
veloped and developing countries indicate that trade com-
petition is the prime motivation for enterprises to cut
waste, improve production parameters through research
and development (R&D) and innovation, and allocate re-
sources more efficiently in response to market opportu-
nities or threats. The other market structures that may ex-
ist in a country include: monopoly, monopolistic
competition and oligopoly.

entities and also the possibility of formation of “interna- The basic premise for a country adopting competition

tional cartels.” Furthermore, the globalization and Iiber-IOOIICy and law is that it will give rise to a more efficient
alization of world trade has also given rise to a new probgllocatlon and utilization of resources and promote con-
umer welfare through “competitive price” for goods and

lem for developing countries: that of dumping exces ; p " "
outputs of subsidized products produced in the develop é\r/écgfé Ir'; a% pﬁ;%ml%uc%?spgmvg ewee:rskztnﬁt;u;élﬁr(;rm
countries on the markets of developing countries. This de- Y, y buyer

roduces a good that is identical to that produced by other

velopment threatens to kill basic manufacturing in develf . e
oping countries. firms (Alan Hochstein, 1993). The conditions needed for

Foreign direct investment into developing countries 2 jyun 4. punning, the Geographical Sources of the Competitive-
and transitional economies has usually had extensive afess of Firms; TNC, December 1996.

fects in either increasing or reducing competition, as well 3 , monopoly market structure is one in which there are many,
as in increasing efficiency, in those product marketsnany buyers, but only firm selling the product that has very few close
where it concentrates. The need, therefore, to control “resbsidies; an oligopolistic market structure is one in which there are
strictive business practices” is generally acknowledgednay, many buyers, but only afew sellersandif the firmsin theindus-

: i : produces a standardized (homogenous) product the market is called
Countries have often adopted competition laws in order tE%/ure oligopoly” and if their product is more heterogeneous, it is

called a “ differentiated oligopoly”. See Alan Hochstein: Microeco-
nomics, An Advanced Introduction, Thomposon Educational Publish-

1United Nations Conference on Trade and Development
(UNCTAD): World Investment Report: Transnational Corporations,
Market Structure and Competition, 1997, pp. 134-135

ing Inc., 1993. It is the desire by countries to minimize monopolistic
and oligopolistic market structures that provides the impetus for adopt-
ing competition policy and law.
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such amarket structureto prevail include: the existence of A number of African countries have also made signifi-
amarket price that is charged by al firmsin the market;,  cant efforts in the more difficult areas of “privatization of
every buyer has to be perfectly knowledgeable asto the  public enterprises” and in dismantling monopoly power
products produced by each firm and the selling price of  of “marketing boards” in the purchase and marketing of
each firm's output; entry and exit from the market should  agricultural products and inputs. The belief of many Afri-
not berestricted; and any firm considering entry candoso  can countries at the advent of independence was that pub-
and should be able to sell asmuch asit can & the going  |ic enterprises were an important channel for African
market price. Thisisindeed, theideal situationthatwould  oyernments to “carve a stake” in African economies and

ensure that “competitive prices” prevail. to ensure some form of ownership of their economies. Ac-

In order to improve competitiveness of their econo-Cordingly' these enterprises were designed to play a piv-

mies, many African countries have embarked on econont@l role in the development process of African countries.
ic reforms, and in many cases this has entailed a shift t5XPerience has shown that these good intentions have not
wards a “market eocnomy”. These reforms have often n&egn satisfactorily fulfilled as public enterprises became a
only involved decontrol of prices, but also liberalizationserious burden on budgets of many African Governments
of foreign exchange markets and movement towards magnd were crowding-out the private sector. Instead of con-
ket determined exchange rates and interest rates, privalibuting to development, many became centers of con-
zation of state owned enterprises, and reduced govergentration of market power, with disastrous effects on
ment intervention in private sector economic activity. competitiveness—of African economies. Privatization of
public enterprises in Africa is therefore designed not only
~ The need for African countries to improve competi-to improve efficiency of operation of these entities, but
tiveness of their economies in order to effectively particimore importantly to unleash market forces which will

pate in a globalizing and liberalizing world economy isyesylt in a more efficient allocation and utilization of
now fully recognized. However, over-facile assumptiongesources.

that deregulation, particularly trade liberalization, will al-
ways lead to more competition should be avoided. Trade

liberalization does indeed often lead to greater competi- i dq1 h ' hasi d
tion, but not always because products in some sectors mrég icy and law ought to avoid over-empnasis on deregu-

not be tradeable (particularly, services). The reasorgtion as a panacea to all the problems of African econo-
some commodities may not be tradeable may includdhies. It is essential also to emphasize “regulatory re-
high -transport costs, shortage of foreign exchange, foréorm.” African governments need indeed to disengage
closure of distribution channels, and anti-competitivefom direct intervention in economic activity and. from
practices by foreign exporters. distorting competition, through the granting of exclusive
rights, etc. Nonetheless, disengaging from direct inter-
The aim of competition policy should be to ensure thavention in economic activity does not absorb the govern-
the benefits of the removal of governmental restrictiongnent from its responsibility to act as the referee to ensure
are not reduced by private restriction upon competition. liberalized markets work properly and to assist enter-

prises through, information, training, and infrastructural

Countries can promote competitiveness of their nationgeyelopment. Competition policy itself is a form of regu-
al economics by ensuring that firms do not indulge in re1{31tion.

strictive business practices”, public enterprises do no
crowd out the private sector, and government policies do . ) .

not bestow monopolistic or oligopolistic powers on cer- | "€ purpose of this paper is to contribute to the on-
tain firms and also do not reward rent-seeking enterprisé0ing debate on competition policy and law, with partic-
at the expense of producnve investment. Governmemlar focus on African economies. SeCU.O.n I W|”dea| with
policies which may contribute to anti-competitive behav-the “conceptual framework of competition policy.” Sec-
iour by firms may include: restrictive entry to certain in-tion Il will highlight the 1mportance and the role of com-
dustries; bestowing monopoly rights to certain firms;petition policy”. Section IV will review both, the “evolu-
selective allocation of foreign exchange and credit rationtion of competition policy and law” as it has emerged at
ing; multiple exchange rates and interest rates; and réie nation region and multilateral levels and “some Afri-
strictive marketing arrangements for certain products andan country experiences”. Section V will deal with the
inputs, especially through the creation of marketing‘constraints on competition in Africa” and Section VI
boards. contains “concluding remarks”.

African countries in deciding on their competition

African countries have made significant progress to : -~ " .
liberalize their economies and improve competitivenesg “* Petter understanding of existing competition policy
of these economies. Many have eliminated and/or reind 1aw in African countries will not only assist African
duced price controls on a range of products and inputs, eg2UNtries to be better informed of the discussions taking
cept in some cases for strategic commodities such as fuBface at the multilateral level, such as within the frame-
A number have also liberalized their foreign exchangdvork of UNCTAD and the WTO, but more importantly
markets and moved to remove exchange controls for cugssist those countries that are in the process of adopting
rent account transactions and shifted to market-based esempetition policy and law. The study is also intended to
change rate regimes. Credit rationing and allocation haw&ssist African countries in appreciating the importance of
also been eliminated in a number of countries and sonteveloping “open market structures” and avoiding “anti-
African countries have moved to market-determineccompetitive practices”, elements essential for the devel-
interest rates. opment of a dynamic private sector.
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SEcTION II quently abuse their dominant positions and charge unduly
high prices.
The conceptual framework of competition policy Discussions on Competition Policy and Law have

tended to center on: identifying “common ground” in the
o , approaches followed on different competition questions
Competitioninamarket referstorivalry among sellers by Governments; exchange of views in areas where
and among buyers of goods or services; the sellersand  “identification of common ground” is more difficult, such
buyers that can enter the contest constitute the market.  as the role competition policy should play in the strength-
The extent and nature of market competitionisconsidered  ening and improvement of economies of developing
important in determining the performance of economic  countries and countries in transition. The discussions in
systems and under “static conditions” performance ighis regard have focused on, the development of the busi-
judged in terms of efficiency which has two elementshess community in those countries; identification and
technical efficiency which exists when the production anédoption of appropriate measures to help those countries
distribution of goods take place with minimum inputs,that might be hampered by restrictive business practices
given technological constraints; and allocative efficiency(RBPs): the interface between competition policy, tech-
which exists when resources are allocated in the optimablogical innovation and efficiency, the competition
manner” The great majority of real world situations fall policy treatment of vertical restraints and abuses of dom-
between “perfect competition” and “monopoly” and inant position; the competition policy treatment of exer-
involve imperfect, but workable competition. cise of intellectual property rights and of licenses of intel-
lectual property rights and know-how. Furthermore, focus
Competition policy seeks to promote competitionhas also centred on analysis of differences in the scope of
through the liberalization of governmental policies anccompetition laws in individual sectors, in the light of the
measures where they unduly distort competition. Compeprocess of economic globalization and liberalization; and
tition policy is also concerned with the enforcement ofanalysis of the effectiveness of enforcement of competi-
rules of the game to ensure that enterprises do not und¢ien laws, including enforcement in cases of RBPs having
take restrictive business practices and many Governmergffects in more than one country.
have attempted to ensure incumbent firms do not take ad-
vantage of liberalization to “privatize” governmental re- (a) National and international competitiveness
straints and bloc market enttyCompetition allows the
market to reward good performance and penalize poor Competition policy can be analyzed at two levels: the
performance by producers. It encourages entrepreneurieuntry level (firm competitiveness) and, at international
activity, stimulates efficiency and market entry by newlevel (cross-country competitiveness). Issues that are
firms, and encourages production of a greater variety afddressed in this paper are drawn from the notion of inter-
products of good quality. Many governments have takenational competitiveness. As defined by the American
into account to ensure that the principles of competitiol@ommission on Industrial Competitiveness, a country’s
policy are taken into account when developing and implecompetitiveness is the ability to produce goods and serv-
menting other governmental policies. ices that meet the test of international markets and
simultaneously to maintain and expand the real income of
Confusion may exist between “trade policy” andits citizens (Tyson 1992; Ostry 1991).
“competition policy”, although competition policy ma i , .
aim a'? making?tradye policy vgork bet?er in a fEameXIvorkyin From the above definition, a country’s competitiveness

which the principles of competition policy are adhered toMUSt be judged not only against its performance in the

Competition policy authorities may have an advocacyOr'd market but also in terms of its capacity to sustain
role vis-a-vis trade authorities. This does not nonetheles@%onom'ﬁ growth over gperlod othlme. TL"S is the rdeason
imply that the two policies are the same. CompetitiorfVNY SUch countries as Germany, Japan, Korea, and sever-

policy can make a substantial contribution to improveq’:' other East Asian economies appear as strong competi-

re9At firm laval a firm ic rancidarad ramnatitiva if it ic
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