
Indian Journal of Economics & Business ,yol. T,No. 1, (200g) : 9b-106

ASSE SS_ING C OMPETITION POLICYpERFoRrvrArygE MErRiC gl coucnnrvs ABOUTCROSS. COUNTRY CNNTENAIISABILITT

A- E. RODRIGTJEZ
Uniuersity of New Hauen

LESLEYDENARDIS
Sacred. Heart |Jniuersity

Recent interest in c 
Abstract

p,,f ",;;;;;;;i:#f :iw,:rw,!:IT:ff;i:,,yr,,:itf;l,u;",:#!,:?r:y;:#x:
#,'XJ:::;l;#:::i::ivi;;;;;::*i,i;;;"",iiiil,i*,r"nnancernetrictoensure,,";;:;;;,;:K#f,!r:nf ::;"y;mi,;:i#:i;il:::#:;:;#,#
[!#"n;f#;;"7;!ffi";#:r.#;xf,{:::*t"r*"..o"wlerrormancesurrueyenforceient "s";"y at the r;.*;;;;;:;fi::rypd'ryntesistatian.noranassociatuh.traditionat""inoi"t,r"n"+,"g"iffi ;;;#,fr !ff;:if:;:;l:;#i*";:#:;ni,;,nis tikerv to ernbed 'oo'rooaoiiriifo;#in, wEF antitrurtiii"y.we test and discuss some poss.ibre expranation:l?, ,I: obserued bias: we find thatboth hah effects ""d,? ""tj:o"rt *oairt'r*p"ri.errce wun niin"tl,nstitutions rnay bei?'iffi :::'l:;;T"in:x:;xiiir'ereqvtts;;;;;;;'ractthat,uiu"v

some d,iscus"i";;;;p"i;;i-;';;;;;,-;#;:tanding of conp"titioiiitiii ri;r,ffii,
The,p.resenc-e of these.biases *y foroi&o,a::Hre;n'!F"!i'f*rtvti"ii'i,ffi .:#ffirffi ,:Wy:n:yf#i;;ffi 

ffi,if:#kturnenhance*ii"atunpot,y,simpact
Y*y;#::f 

'"atinnarcompetitionporicv,performanceInd,ex,worrd,Economic

,IEL Classifi.catian: CgI, KZI, L40, L44, Filg
INTRODUCTION

#hi+!i!tr#xHffi'"9;;ilff 
",il:fJ"::Tii*+"t.qrconsumersbeparrorthe

andfr eemarketsi'r'u"tr'"v-":k;;"dil:,XT;Tff 
H;il[:"*,t"duai"ep"ii"ti";;;Dani'er McFadd,en, American Economic Associaiion presi.d,enti.arAdd.ress (2006)



A. E. Rodriguez & Lesley DeNardis

Are competition poliry programs in developing economies accomplishing what they set
out to do? Appraising the effectiveness of a policy is of fundamental importance if a
nation is to formulate the most cost-effective policy instrument for disciplining
anticompetitive behavior. Answering such a question requires an unbiased measure of
the quality of competition policy performance in a cross-nationally valid way.

Existing examinations of competition policy performance have varied in their choice
of performance metric: some have relied on traditional industrial organization
structural measures and variables (Tavares de Araujo 1996; Hayri & Dutz 1999; Dutz
& Vagliasindi 1999; Kee & Hoekman 2003; Rodrigtez2006),on qualitative assessments
(Fingleton, Fox, Neven & Singleton 1996), on idiosyncratic surveys (Serbrisky 2004).
Still other studies have relied on subjective, perceptions-based surveys of performance
(Lee 2004; Krakowski 2005; Nicholson, Sokol & Stiegert 2006; Sokol & Stiegert 2007;
Rodriguez & DeNardis 2007). This perceptions-based, competition policy survey
measure also figures prominently as an original source in the World Bank"s composite
measures of governance database (Kaufuann, Kraay and Zoido-Lobaton 1999) and
the WEF Competitiveness Rankings, databases that have been richly mined by
researchers and practitioners.

The practice of using perceptions-based surveys either individually or as an input
into a composite measure has raised a number of concerns including the basic validity
of the surveys and their sensitivity to external biases (Rodrik 2004;Van De Walle 2005;
Knack 2006; Thomas 2006; Arndt & Oman 2006; Kurtz & Schrank 2007a, 2007b;
Kaufmann, Iftay & Mastruzzi 2007a,2007b,2007c).In this paper, we examine whether
the WEF s perceptions-based survey measure of performance reflects measurement
error. Importantly, the issue that concerns us here is that respondents may interpret
the identical sruvey question differently.

Our criticism of survey bias is different from that of the critics noted above. When it
comes to appraising competition policy performance, we claim that that the evidence
we discuss below reveals that the bias evident in survey responses arises from a
fundamental misunderstanding of the role, methodolory and objectives of competition
policy by survey respondents across countries. Put differently, survey respondents hold
a heterogeneous understanding of competition policy.

Thus, the problem we flag remains even if one were to acknowledge one of the main
points raised by the critics, that suney responses are biased because they largely reflect
the view of business elites. It is possible that survey designers could attempt to address
the allegations of impartialitybyincorporatingvoices from ideologically distinct groups,
such as citizen's associations, NGOs, or multilateral organizations (Kaufmann, I(ray &
Mastruzzi 2007a,2007b,2007c). However, to the extent the information aslmmetry-
misunderstanding the role of competition policy - persists across the dissimilar interest
groups, the problem we examine rem.ains.

We surmise that the confusion or misunderstanding over the role, objectives and
linitations of competition policy leading to the observed asymmetry in appraising
antitrust performance are a result of (at least) some combination of the following:
(a) the novelty of antitrust policy and practice in manyjurisdictions; (b) sparse experience
with market mechanisms; (c) the presence of different competitive concerns in different
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countries which therefore conditions the views of the competition agency's performance
held by the sunrey respondents; and (d) imprecise survey instruments.

As a result of this confusion, survey respondents conflate a misunderstanding of
antitrust policy, varying policy preferences, institutional performance and operational
outcomes with the survey metrics. In other words, the survey is unable to elicit a clear
conceptual distinction between the respondent's understanding of a policy based on the
maximization of consumer welfare, the perfomance of the agency in enforcing the law,
and disappointment (or confusion) over the results of the enforcemeoi .g"o"y
investigations.

The issue is not the typical correlation across measurement errors in survey
responses resolved by artfirlness in selecting an appropriate econometric instrumental
variable. Rather it is a problem based on concept formJtion that defies any possibility of
finding a suitable instrunent.

In this paper, we also attempt to examine the contextual difficulties leading to the
perception problem. This bias can naturally emerge due to either unfamiliarity -
misunderstanding of the objectives, tools and procedures ofconpetition law enforcement
by survey respondents in countries with little experience with market mechanisms and
where competition policy is a novel instrument. If this is the case, published surveys
undermine the soundness of either systematic cross-country or inter-temporal
assessments of competition policy perfomance and may similarlyaffect the usefirlness
of governance inciices that rely on the competition policy performance metric.

Our examination focuses primarily on developing economies where the survey
problems typically emerge. This confusion.is not surprising, modern competition policy
is a relatively novel experience in many developing economies. Howe.r"", ih" concl'usion
may be generalized popular misunderstanding of the role and administration of
competition policy may not necessarily be unique to either developing economies or
recent adopters of competition legislation (Aiginger, McCabe, Mueller & W"is 2001).

On the bright side, the observed asymmetry over the role and objectives of antitrust
policy highlight the need for heightened public relations/educational efforts in
disseminating agency goals and objectives. Indeed, such a step is probably ne..rr"ry to
garner political and popular support for the competition policy program and therlby
enhance its effectiveness.

Our paper is organized as follows. We provide some background on the difficulties
encountered byperceptions-based perfor:nance metrics in the next section. In the third
segtjol' we then provide some empirical evidence to support our argument. Succinctly,
published results reveal considerable variance in the cross-country suryeys published
by the World Economic Forum. We observe that this asymmetryworseos io" poo"""
countries and for countrieswith less experience with both antitrustlaw and withmarket
mechanisms suggesting possible conceptual differences in understanding.o-p"titio"
qolicy, agency performance, possible disappointment in outcomes, or a combination of
the three. Admittedly, such empirical tesolts are also consistent with the fact that the
s$vey results are properly gauging poorly performing competition policy programs
where the observed variance can be attributed to measurement error. But we also
examine an interesting feature of the competition policy survey: in many countries



survey respondents completed surveys appraising competition policy when the country
had no competition law. The last section provides some concluding comments.

U. OPINIONS AS TO THE ROLE OF COMPETITION POLICY VABY ACROSS
COT'NTRIES

Ttre World Economic Forum's Global Competitiveness Report surveys businessmen to
rate the effectiveness of the antitrust policy in their particular country, asking them to
rate "antimonopo$ policy from "1 = lax and not effective and promoting competition',
to"T = effectively promotes competition". According to the WEF, the survey is completed
by businessmen, in its entirety. Specifically, in the 2005 round of the survey 14 percent
of respondent firms were foreign-owned, 30 percent of all respondent firms hlad less
than 50 employees, 43 percent of firms had fewer than 100 employees and 1g percent of
firms surveyed had more than 1000 employees.

Aeymnnetry in standard Deviation of the survey Responses suggests
Respondents May be Interpreting the euestion Differenfly
The World Economie Forun reports the average score from each country's survey
responses as well as the standard deviation of the responses. According to the WEF,
the standard deviation "gives an indication of how closely or widely ihe individuat
responses are spread around the mean country score." In other words, this provides
information on the extent of agreement or disagreement on the question *iihio th"
given country."

The relationship- between the reported competition policy performance survey
average and its standard deviation is shown in the figure below.

Ttre relationship indicates an inverse relationship between antitrust performance
and survey robustness. There are, ofcourse, numerous plausible explanations for the
observed asymmetry in the survey standard deviation. It could Ue ttre effect of an
unobserved variable. pe1 sxemple, the variance in responses could be a result of the
fact that there are fewer reporters dedicated to the coverage of economic issues in a
particular nation, which would include lower awareness levels of antitrust issues. It
could also be a reflection of the lack of specialized media diffusing antitrust interventions
or accomplishments. It could be survey idiosyncracies such as lower response rates in
those particular countries scoring poorly in antitrust per{ormance.

The observed dispersion in the survey-response standard deviation across countries
offers support for an alternative thesis. We believe that businessmen are interpreting
the question differently across countries. We also find that for several corintries,
respondents answered the competition policy appraisal question although there lias no
formal competition policy legislation in place. We examine this evidence in the two
following sections.

Competition Policy Per{omance Scores: Emors
We find many countries with a reported Global Competitiveness Report score for
antitrust policy performance in the respective country surveys despite the fact that
they did not yet have an antitrust law at the time of publication. Since the antitrust law
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Trinidad & Tobago does nothave a competition law. The SlovakRepublic scores a 3.94
in 1999, a 4.2 in.2000 and a 3.8 in.0U02 despite the fact that they did not adopt a
competition law until 2001. Haiti comes rn at2.4 in 02/03, 2.3 in 2003/04 and appears in
none of the two subsequent reports. Haiti has no competition law.

III. EMPIRICAL ASSESSMET{N OF BIAS

To determine the effectiveness of the WEF's survey results we first examine the
correlation between the antitrust scores reported by the WEF in their Global
Competitiveness Report for 2003-04 and a "corrected" vector in whidt the countries
that had both a score in the WEF listing and a antitrust law and competition agency
during 2003. The latter array has a 1 for a particular country in 2003 if there was both
a reported WEF score and a law and enforcement agency, and a 0 otherwise. Tlre
correlation between these two arrays is 0.5459, indicating poor correlation between the
reported scores for the two years.

We also empirically examine the elements underscoring the misreporting of
performance assessments in a multivariate framework. We define the dependent variable
to be a meastrre of disagreement, tnking the value one if there is an antitrust score
reported in the 200312004 GCR but no law or competition agency is present and zero if
it reports an antitrust performance score and there exists a competition law and a
competition agency anytime during 2003.

We hypothesize that a survey respondent's knowledge about competition policy is
related to the nmount and qualiW of information on competition policy available in the
business environment. The amount and qualiff of information will depend on media
coverage and understanding of the role an administrative agency has in a market
economy. We have no data on the extent of media coverage of competition policy matters;
we therefore use data on years of experience with a market economy as a proxy. We
also examine the extent to which halo effects impact the likelihood of a sunrey respondent
appraising a policy that does not officially exist. We use the logarithm of the change in
nominal gdp per capita between 2002 and 2003 as the test variable.

Thus we propose the following nodel:

P(Disagreement) = ot

+ P(Iog of Market Experience)

+ TOng of Annual Growth in Nominal GDP)

Where:

P(Disagvernent):reflects the probability of disagreement in the sun'ey response. Specifically
a binary variable coded one if an antitrust performance score was returned but there lras no
competition policy or competition agency anytime during 2003.

Market Erperience: represents the number of years of experience with a market economy.
The variable is derived from the data on trade liberalization dates found in Appendix 2'B of
Wacziarg & Welch (2003). Wacziarg & Welch identify the year in which unintermpted
openness began for a country. We calculate the market experience variable as of 2004;
tfuus, a country which opened up in 1992 would have 12 years of experience with a market
economy.

(1)

market



coexisted with economic models that relied little on market mechanisms; as a result,

competition policy was, for the most ignored and ineffective'

Modern competition policy codes recently adopted in developing and reforming
economies are largely fashioned on the U.S. and European Union model. It is a model
based on microeconomic efficiency considerations and enforced by an independent
agency. Similarly, privatization legislation, e.g. telecomm, granted competition policy

oiersgbt to national regulatory authorities. In practice, hoy9ve1, these specific attributes
ofthe regulations are typically sidelined for practical and budgetary reasons.

Nonetheless, even in instances where WEF sur:vey respondents may have mentally
or subconsciously been alluding to these other competition policy regimes when assessing
competition policy performance, the exercise is a flawed one that is effectively compaxing
entirely different approaches to competition policy. In principle, a convergence may
ensue iollowing an increased understanding of modern antitrust practice.

Differing Views on PolicY Goals

There is reasonable uniformity among the recently adopted competition laws that
antitrust should protect competition, not competitors. Although there are instances of
potentially contradictory standards mostmodetn competitionlegislation holds consuner
ielfare as the fundamental standard for evaluating the effects of competition.

However, in many nations the presence of price instability derived from supply or
demand shocks results in price peaks in products favored by the populace. The

competition agencymaybe prodded itttre laking actionbypopular pressure even though
the underlying ".os" may be neither concerted activity by competitors nor a unilateral
anticompeiitive practice. This political sensitivity is not a small country feature nor is
it particular to dLveloping economies. Indeed, the U.S. Federal Trade Commission has
been itself embroiled in countless investigations solicited by congtessmen or consumer
groups alleging anticompetitive behavior in crude oil and derivative markets (for

example); investigations that have been ultimately dismissed.

Differences in Economic Concertr

T6e effectiveness of a perception-based survey intent on gauging competition agency
perfomance necessarifu implies that the interests of those businessmen responding to
ih" ro".'"ys coincide with the objectives of the competition 4gency. Efforts at
-"**"-Lntthathinge on surveysofbusinessmen are thuslikelyto contain substantial
biases: the interests ol businessmen in developing economies are not consistent with

the objectives of the competition agency.

First, in many developing economies, there is abelief that competition policy should
stand as a bulwark against the encroachment of domestic market share by foreign
firns allegedly practicing predatory pricing. To the dismay of that nation's domestic
businessmen, a competition agency may take no action against foreign entry or imports
to the extent a competitiott agency properly bases its assessments on the internationally
accepted standard of maximizing consumer welfare. Thus, for example, an agency in an

African nation may be called on by domestic food vendors to investigate the potential

entryof aSouthAfrican supemarketconglomerate. The complaintsmayallegepredatory
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In stitutional perfomance

Antitrust pr6ctice' with its full array ofvertical and horizontal_p-roscriptions is not onlyimprecise and complex but it has a teli"o.y to "uolve over time. Moreover, investigations
ffitt##*ilr*m:tters 

involviog "r.*" procedural matters driven by rocil legial
There are exogenous factors as well, that influence perceived agency performance.Most antitrust law:s ptorid;;;.-;;;"i" i*a courts,whom, by definition, are unfam'iarwith antitrust practice a"d th;s ;io"" to cast ihe ;;il;, in terms of proceduraldifferences ensuring lo"g arr"t l" tfr"i"t*". unless " u*io"u.-an s'ryey respondentis intimately invived"i" il-""ti"tfrt matter the determination of institutionalcompetence can be a difficult one. As a result, -;; furirrlr.*"n not privy to theseoperational difficurties tendedto concioae,ttrd il.6";;;;simpryperformingpoorry

H3ff"tffi",,ffi:*"rffi:f ""tit*'Ti.tivitv in t[" ",,r"ir,at there was litu,e or no
competition enfor-cement agencies are reratively smal and tend to be rapidryoverwhelmed in procedurar matiers resutting i"-;;i;li";t?"* ""r", being brought tocompletion warranting rittle discusrr"" i" thJnationJ.;i; rnrs may possibly resultin a popular perceptiJn based ;a; d;gtment of the -"tt"" by the nationai mediarat'trer than on a learned understandi"g ortrt" ""alirvii;;: and jurisprudence. Thismay be particularl-v evident in nations ivi""" tt e"" irlo il;;;" cause of action allowedby the domestic competition lu; ;;.fi"g.an example of the availability heuristic(McFadden 2006) whereuy t*"v"".p*a"itri"agH"i"iutiu" p""roruance ofasivenevent based on the eas-e with whi.hi;;;"s to miricl. rrr"*"i" "isible the ag"o.y io theaews media the more likely it will be to some, that it is ai..irlging its functious we'.converselv, a relative ucn oiaiscJ;;; t" the meaia *ill"r"rt in the perception thattbe agency is dormant, earning ii p""".**" io any survey.

Y. OONCLT'DING COMMET{TS

rmance Met rcs, l0g

ffi:ffirfff::*lf,j:: f.:ff^.:^Ty_":rltive pricing of the more efficient entrant, Tbe'":T#:3i,:tiffil#;
Of supracomnetitive nrinino qnzl +L^;,*ru:m:'*::ffi:"::::+,1;i:.-;ffit#?#;ilff ;l::";ffi $,ft"mT":[.H3::H:S:#""T::.T*::*:*::"::-""'"*#u"'ffi "ff :lff :ffi ',:::l";tto the competition asencv on a survey "f ;ffi;#;ffirffiHrffi#l
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t'I|uerpnses Klown as parastatals

retationship;";# r.he nqrqo*o*-,^-^-r'11..T"rrt 
operating agencies. ThJ symbiotic

#*r#iliJ:,1"::""":ituelarastatarsla"ffi F:ff "!:,ffi ::lli":i:,il*il::ST#:h*H:*:T"::***""-H$';;ffi ffiT#::Hnff ;T*:ffiffi::after all, share the interest of ine,#;.

antitrust per{ormance indicators measuring competition policy performance or are
i,Xl*:"*:::,f":i:_T::"f::,:lyi:ysoruusinesses?rhereappeartobedifferencesbetweenborio"rr-"o,"Jsiiffi il;qi."*3fi i,lXrTr:;across countries. we'si,-eculate that thi, -"y be due to the different



lneption of ffus mssf immediate competitive "threats" affecting each countqy's business
mmunity coupled with a misunderstanding of the role of the competition agency.

-- lbis asymmetry introduces policy preferences into measures of competition policy
effectiveness and thereby injects systematic bias infe'1fue reported metric in ptopi"tioo
to the extent that competition policy mirrors or diverges from the interests of thl surveyed
businessmen as reflected by a case's recency and media salience, or, in the case of halo
effects, macroeconomic performance. This mayvitiate the usefulness of the metric since
the objective of assessing effectiveness is to determine whether the competition policy
agency is capably discharging its mission to enforce the law.

Our analysis suggests that care should be taken to ensure that stakeholders hold
realistic expectations of the proper role of antitrust policy. So far, the primary focus of
donors e"d supporters has beeg to ensure the professionalism and cafacity ofth" l.*
enforcemeit effort. And although many agencies have actively souglt to popularize
their mission, they face considerable structural and institutional timitatioor. 

-

We believe that tlag !u9c9ss of competition policy progrqms awaits a more general
understanding by stakeholders of its realizable objectives and capabilities.-proper
management of expectations can enhance an agency's effectiveness.
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