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Figure 1: Rule of law and wealth 

 
 
Note: Real GDP per capita for 2013 measured logarithmically; “rule of law” (scale converted from -2.5–2.5 to  
0–5) average for 2003–2013. 

Source: World Wide Governance Indicators (World Bank), WDI; own calculations.
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Competition policy is an area of eco-
nomic policy that has a fairly direct in-
fluence on the conditions governing 
production and wealth distribution in 
an economy. It is therefore pleasing to 
note that, in efficiency terms, the 
competition regimes of the developed 
and the major newly industrialised 
countries score highly with the OECD. 
However, there is greater variance in 
terms of how countries enforce their 
competition law than in how they 
frame it.  

Countries with shortcomings in their 
competition legislation and its en-
forcement could benefit from reforms 
since having better competition law 
boosts productivity growth. However, 
changes to competition policy will be 
difficult to carry through if the current 
political decision-makers were to lose 
out in the reallocation of economic re-
sources as part of such reforms.  

Violating competition regulations in the 
EU can become very expensive. In De-
cember 2013, for instance, numerous 
banks were fined a total of EUR 1.7 bil-
lion by the European Commission1 for 
distorting competition by colluding to 
manipulate prices.  

Non-competitive behaviour is punished 
because competition benefits consumers 
and is therefore seen as a key compo-
nent of an efficient market economy that 
is thus worthy of protection and support.  

Competition policy is designed to ensure 
competition between companies. Jean 
Tirole, who won the Nobel Prize for  
Economics in 2014, has made an in-
depth study of how best to set out these 

rules, including whether and how the 
state should intervene in market activity.  

Political decision-makers can act in the 
interests of the common good and to 
serve good governance. At the same 
time, the fruits of competition yield eco-
nomic rewards fairly immediately, thus 
influencing the future economic re-
sources available to the political deci-
sion-makers. It is, therefore, unsurprising 
that countries should differ in their com-
petition policy and its enforcement, es-
pecially since resources are also needed 
to implement competition law.  

Political institutions determine eco-
nomic rules 

Political, social and economic interac-
tions are largely controlled by institu-
tions. The exact form that these institu-

tions take varies markedly from country 
to country. The quality of the institutions 
certainly influences economic growth 
and the distribution of resources. For in-
stance, better rule of law means more 
wealth in society as measured by per 
capita income (see Figure 1). The rule of 
law includes factors such as a function-
ing and independent legal system that 
guarantees ownership rights and equal 
opportunities. Institutions can be regard-
ed as one of the fundamental drivers of 
long-term economic development.2 

Competition policy as a governance 
issue 

Formal economic institutions also have 
legal influence. Effective economic insti-
tutions, for instance, enable citizens and 
companies to be treated equally in the 
eyes of the law and guarantee enforcea-
bility of contracts.  

A sound legal framework ensures, for 
example, that CEOs with profitable in-
vestment projects actually carry these 
through as they have legal certainty over 
the income from their investment. If 
these rules apply to new market entrants 
as much as they do to established busi-
nesses, then there are no barriers to ac-
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cessing or exiting the market. Even po-
tential market entry of new competitors 
may be sufficient to prompt established 
companies to invest and innovate, which 
should ultimately benefit consumers. 

Inadequate legal protection, however, is 
likely to make companies less willing to 
invest and reduce the number of new 
ones entering the market. Fewer (poten-
tial) market entrants benefits companies 
already active in the market as they have 
less (potential) fear of competition, even 
if they themselves suffer from lack of le-
gal certainty. If established businesses 
receive additional political favours, in an 
extreme scenario the market would only 
be served by a single company. In other 
words, legal conditions influence compe-
tition intensity and thus ultimately the dis-
tribution of wealth between consumers 
and producers.  

As well as the general legal framework, 
specific provisions of competition law 
and its enforcement also play a role. 
Competition policy encompasses all 
government measures designed to pre-
serve free competition and prevent un-
fairness within and restrictions on com-
petition.  

Competition is necessary and must 
be regulated 

Competition between companies is a 
cornerstone of a market economy. In 
theory, it improves efficiency of resource 
distribution and determines who reaps 
the economic rewards (see Box 1). In 
practice, however, market and competi-

tion do not always combine to produce 
the best possible result. Alongside mar-
ket imperfections that competition policy 
cannot rectify, it can also be in the inter-
ests of the companies themselves to limit 
competition and gain market power in 
order to increase earnings. Restricting 
competition can also sometimes be nec-
essary, particularly if companies are to 
be innovative in order to support tech-
nical advancements. 

Yet government intervention on the mar-
kets can also create unfair competitive 
advantages if subsidies, tax incentives or 
other state privileges for individual com-
panies (“crony capitalism”) result in high 
market entry barriers.  

Any debate on how much competition is 
appropriate and how it is to be enforced 
is therefore correspondingly complex. 
Although competition undoubtedly needs 
to be protected and promoted, the ques-
tions of how the institutional framework 
required for this is laid out and whose 
particular interests are taken into ac-
count depend on political institutions.  

Institutions safeguarding competition can 
stimulate investment, innovation and 
economic development, although the im-
pact of high competitive pressure is not 
as positive for some industry sectors or 
economies as for others. For instance, 
stronger competition has a greater effect 
on innovative strength and productivity in 
countries or industries that are closer to 
the cutting edge of technology.3 Experi-
ence also suggests a positive correlation 

between the quality of competition policy 
and productivity growth in developed 
countries.4 

Competition policy as an institutional 
framework, regulation as a decidedly 
governmental form of market inter-
vention  

Regulation in the sense of government 
intervention in the economic process of 
some industries goes above and beyond 
establishing a relevant framework 
through competition policy. Regulation of 
this kind takes place particularly when 
there are natural monopolies, i.e. in tele-
communications or energy supply, but 
also in service sectors such as finance. 
One requirement of regulation is that, as 
a bare minimum, it should not impede 
competition (OECD 2013).  

The OECD analyses the effectiveness of 
a competition regime based on four fac-
tors:5  

 legal scope available to competition 
authorities to investigate and penalise 
monopolies and cartels,  

 antitrust policy, which includes strate-
gies for evaluating cartels, horizontal and 
vertical collusion etc., as well as the cor-
responding effective measures,  

 integrity of investigations, reflecting 
the independence and responsibility of 
competition authorities, and 

 use of measures other than competi-
tion policy, such as regulation to defend 
and promote competition (lobbying for 
competition).  

Developed countries tend to score more 
highly than developing and newly indus-
trialised countries, both for the effective-
ness of their competition regime and the 
regulation of their product markets. 
Overall, however, a more effective com-
petition regime is generally associated 
with lighter regulation on product mar-
kets (see Figure 2). The sole exception 
to this rule is the integrity of investiga-
tions, reflecting the independence and 
responsibility of competition authorities, 
for which there is no discernible link to 
product market regulation.  

 

 

Box 1:  Types of economic efficiency 

In theoretical terms, there are three types of efficiency:  

(1) Allocative efficiency occurs when the marginal utility that consumers derive 
from goods equals the marginal costs of their production. Competition en-
sures that the price for the last unit produced is exactly this value and not any 
higher. This means that an economy’s resources are being used in such a 
way as to generate the maximum benefit to society. 

(2) The concept of productive efficiency relates solely to a company’s cost situa-
tion. Competition pushes inefficient companies out of the market, minimising 
the cost of production (both short-term variable costs and long-term fixed 
costs).  

(3) Also including a time dimension results in what is termed dynamic efficiency, 
whereby the welfare of society is not maximised at one particular point in time 
but over the course of time. Companies that dominate the market and exploit 
the position that this gives them have less of an incentive to invest in new 
production facilities or conduct research and development.  
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Figure 2: Effectiveness of competition regime and product market regulation 

Notes: Developed, developing and newly industrialised countries classified as per the IMF. 
y-axis: product market regulation index; x-axis: competition regime, OECD indices. The indices range from 
0 (most effective competition regime/least restrictive product market regulation) to 6 (least effective compe-
tition regime/most restrictive product market regulation). 

Source: OECD.
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Competition law also needs to be en-
forced 

The differences between countries lie 
more in how they enforce competition 
law (integrity of investigations, lobbying 
for competition) than in the competition 
law itself (competition authorities’ scope 
for action, antitrust policy). In general 
terms, however, competition legislation 
that is designed effectively will also be 
enforced.  

To enforce competition law, the relevant 
authorities need credible penalty mecha-
nisms that they can impose without any 
interference from political or business 
figures. To insulate competition authori-
ties against political influence and guar-
antee consistent decision-making over 
time they can be granted independence 
similar to a central bank.6 However, this 
independence must be de facto as well 
as de jure.  

 

 

Efficient competition law depends on 
development level 

At first glance, there is no real correlation 
between the effectiveness of competition 
law and per capita income (see  
Figure 3). Even countries with a relative-
ly low level of development score rela-
tively highly. Only a better rating for 
competition authorities’ scope for action 
– taken in isolation – is associated with a 
higher income per capita (calculated log-
arithmically).  

Amongst developed countries, by con-
trast, the link between per capita income 
and the indices reflecting competition re-
gime effectiveness is not apparent. It 
should be noted, however, that it is gen-
erally larger developing and newly indus-
trialised nations such as Brazil and Mex-
ico that are studied. These countries al-
ready have a fairly effective competition 
law mechanism, meaning that the differ-
ence between them and the developed 
countries is fairly small. 

 

The relationship between competition 
policy and economic development also 
depends on 

 how long current competition legisla-
tion has been in force and how much 
time it has had to influence competition. 
Institutional framework conditions 
change only slowly and often only take 
effect in the (very) long term. 

 how effective a country’s competition 
policy already is. The higher the degree 
of effectiveness, the harder it is likely to 
be to improve it any further and the 
smaller the effect on the level of devel-
opment should be.  

If an optimum level for formulating and 
enforcing competition law existed, then it 
would be impossible to generate any ad-
ditional welfare gains once this has been 
reached. This could also explain why a 
better competition regime supports long-
term economic development but does 
not have a simple positive correlation in 
the group of countries being studied.  

The example of Mexico: a lack of 
competition and strategies for reform 

The OECD scores Mexico’s antitrust pol-
icy and the integrity of its investigations 
relatively highly and even awards top 
marks to the scope for action afforded to 
its competition authorities. Although this 
may initially appear to run counter to the 
perception of Mexico’s economy being 
plagued by restrictions on competition, it 
is not the case.  

This is because its national competition 
authority has to rely on other authorities 
further down the hierarchy. The lack of 
support for the idea of competition seen 
across society (to date) is reflected in a 
relatively poor score for how competition 
issues are taken into account in other 
policy areas.  

Restricted competition on product mar-
kets also translates into quality of prod-
uct market regulation that is in the bot-
tom third of the OECD countries. Obsta-
cles to competition include implicit and 
explicit entry barriers for foreign inves-
tors in network sectors, leading to some 
sectors being dominated by companies 
with market power siphoning off high 
profits.7  
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Figure 3: Competition law and level of development 

Notes: x-axis: real per capita income (in thousands, 2005 purchasing power parities); y-axis: competition 
regime index (0 = most effective competition regime; 6 = least effective competition regime). 

Source: OECD.
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The real nature of the problem can be 
seen in Mexico’s telecommunications 
sector. As late as 2012, it was still domi-
nated by a single company with market 
share of 80 per cent for landlines and 70 
per cent for mobile phones. Among all 
the OECD countries, Mexico is in last 
place in terms of market penetration for 
landlines and second-to-last place for 
mobiles, while the prices paid by end 
customers and the earnings generated 
by the telephone providers are well 
above the OECD average.8 The welfare 
loss in the telecommunications sector 

caused by the uncompetitive environ-
ment amounted to an estimated  
USD 129 billion between 2005 and 
2009.9  

The regulatory framework benefited ex-
isting companies as they were able to 
oppose changes to the law in the courts, 
severely delaying their ultimate imple-
mentation. At the same time, the compe-
tent regulator lacked the independence 
and intervention rights necessary to in-
crease competition. 

Competition policy and product market 

regulation have been reformed over the 
past few years. Measures taken include: 

 guaranteeing the competent competi-
tion authority more powers, a bigger 
budget and constitutional independence.  

 increasing fines for breaking rules. 

 bringing the overall legal framework 
into line with the principles of free com-
petition. 

 creating a new regulation and compe-
tition authority for the telecommunica-
tions sector with extensive intervention 
rights and setting up a specialist court.  

The OECD estimates that the reforms to 
product market regulation alone  
– specifically in telecommunications, gas 
and electricity and oil – will increase 
Mexico’s gross domestic product by 0.8 
percentage point within five years.10  

Conclusions 

Time and again, below-average growth 
or periods of crisis prompt calls for struc-
tural reforms in developed as well as de-
veloping and newly industrialised coun-
tries. These reforms can only be carried 
through with difficulty, however, as they 
generally change how wealth is distribut-
ed, even if they are desirable from an ef-
ficiency point of view.11  

Competition policy is also affected, as it 
has a fairly direct influence on an econ-
omy’s production and wealth distribution. 
It also determines the economic re-
sources available to political decision-
makers and how they will be changed by 
reform measures. Examples of reforms, 
such as we are currently seeing in the 
Mexican telecommunications sector, are 
therefore monitored closely. ■  
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