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Developing Markets Through Competition for Growth and Equity

Talking Points for Pradeep Mehta

About the Project and Outreach Seminars

India is at the cross roads of implementing a new competition law, however, the country is yet to have a stated competition policy. The reason perhaps is lack of awareness about competition policy and its adverse and positive impact on various sections of the economy.

Against this background, CUTS had undertaken the project to develop a Functional Competition Policy for India, to get a better understanding of the competition scenario in the country. The project report comprises of 22 chapters covering systemic as well as sectoral issues and endeavours to find out what ails the economy in the context of competition and what can be done to improve the situation. 

Contrary to popular perceptions, the study does not treat competition policy as just adoption and implementation of a competition law, but looks at it as a broader policy framework where competition is encouraged as a market process.

The project report was recently released at an International Conference in New Delhi on 31st Jan – 1st Feb. Following the release of the report, CUTS is organising outreach seminars in select cities of the country. These are Ahmedabad, Mumbai, Kolkata, Hyderabad, Chennai, Bangalore, Lucknow, Delhi, and Jaipur. These seminars are being organised over the months of February & March, to:

· Disseminate the findings of the research report on Functional Competition Policy for India;

· Maximise outreach on Competition Policy;

· Target various stakeholders such as policy makers, business, civil society organisations, trade unions, academia and involve them in the process to have better understanding of the competition scenario;

· Generate mass awareness on competition and economic regulation issues; and

· Networking and advocacy with various experts and organisations

In each of these cities, we are partnering with a local institute to reach out to various stakeholders.

Before mentioning the key highlights of the project, I would like to clarify the meaning of certain basic concepts, whose meaning is often confused.

Some Basic Concepts

· What is Competition and how does it benefit?

(Also speak about the dinner party attended at Jaipur, which is mentioned in the introductory chapter of the report)

· Competition vs. Competitiveness

Competition means that we should have several players in the market, trading fairly. It would also improve their competitiveness. Tragically, many policy makers and even economists do not understand the distinction between competition and competitiveness, thus skewing the debate. 

Competition does lead to better competitiveness but the reverse is not true. Competitiveness means promoting a number of strong players churning out goods and services at the best quality and prices. But their behaviour can be anti-competitive through collusive practices and the like. Therefore, the country needs an effective competition law to ensure that the market functions, and both consumers and the economy gain.

The government has now established the National Manufacturing Competitiveness Council, “to provide a continuing forum for policy interactions to energise and sustain the growth of the manufacturing industry”. It will be good if it can also examine how the lack of an effective competition law and policy affects our competitiveness, and recommend appropriate steps for correction.

· Competition and Regulation

Competition may not always be desirable, for example, when there are natural monopolies. Hence, regulation is required to bring about competitive outcomes. Competition and regulation are thus, two sides of the same coin, required to bring competitive outcomes.

· Competition Policy vs. Competition Law

Competition policy is an integral part of economic policy. The main objective of competition policy is to preserve and promote competition as a means to ensure efficient allocation of resources in an economy, resulting in the best possible choice of quality, the lowest prices and adequate supplies to consumers. Although a competition law may be quite narrow in its scope, Competition Policy is much more broad and comprehensive in its scope, and tries to bring harmony in all government policies that may encourage or adversely affect competition and consumer welfare.

Key Highlights of the Project Report

· About the issues covered in the report

The study tracks the evolution of Competition Policy & Law in India; discusses the interface of Competition Policy with Consumer Welfare, and Government Policies (at the Federal as well as State level); and identifies competition and economic regulation issues in agriculture, manufacturing, and services.

· From Competition Law to Competition Policy in India

For almost half a century since attaining Independence in 1947, India adopted and followed policies comprising what are known as “command-and-control” laws and regulations. The competition law of India, namely, the Monopolies and Restrictive Trade Practices (MRTP) Act, 1969 was one such. 

Widespread economic reforms have been undertaken since early ’nineties, which have significantly changed the economic environment in the country. The MRTP Act was considered inadequate to deal with the emerging economic order. In view of this, India adopted a new competition law, the Competition Act 2002 to replace the MRTP Act. 

Though India is poised to implement a new Competition law, the country is yet to have a stated Competition Policy.

The report argues for a National Competition Policy for the country, so that Government and other economic regulatory agencies are aware and take into account the competition dimension in their own policy formulations and implementation.

· Policies/Practices of the Government at Central level

Even though economic reforms have been ushered in, still, there are several policies/ practices of the government, which impede the functioning of markets. 

In trade policy, for instance, the last decade has seen significant relaxations in quantitative restrictions, reduction in tariffs and an easing of the exchange control regime. But, the operation of key elements of the trade policy regime have severe anti-competitive dimensions, for example, policies in relation to the operation of anti-dumping measures, intellectual property, etc.

Similar distortionary elements exist in industrial policy, public sector policy, labour policy, etc. There is a need to rationalise the role of the government to promote effective markets. The report argues for a ‘Competition audit’ of all new and old policies, which will help the government to promote competition.
In this context, the central government’s resolve to promote competition is worth noting. There is need for State governments as well to adopt a similar approach, as there are several cases of competition abuses and regulatory failures at local level. Unfortunately, these issues are most often ignored, partly because of lack of awareness and partly due to vested interests. 

· Policies/Practices of State Governments, Regulatory Failures at Local Level

Several states have some government order or regulation, which gives preferential treatment in purchase to units, situated within the State. This policy may be desirable in the context of, the overall development policy of the state. But, undue protection to local units, often breeds cartelisation (example, barbed wire association in Rajasthan).

The point is that whenever such policies are framed, which are designed to protect a class of enterprises, they should be prepared by acknowledging the market process.

Then, there are a huge number of regulatory failures. Similar to happenings at the central level, the construction sector is scandalously infested with collusive bidding at the state level too, without any regulation (example, Chennai flyover scam). 

The mafia appears to dominate in most such businesses in the states and indulge in all types of anti-competitive practices in collusion with politicians. Often, truck operators at district level or around major production centres form a cartel. Trucks that come in with goods are not allowed to carry freight from the production center. The mafia appears to dominate in most such businesses in the states and indulge in all types of anti-competitive practices in collusion with politicians (Alwar Truck Operators Union, Truck Operators’ Union in Baddi, Himachal Pradesh; example of Makrana, where the truck operators’ cartel killed the marble business)
Another area is the state excise policy (revenue generation in liquor and other intoxicants), which is purely under the state jurisdiction and generates the second biggest revenue in the states. Here too, in many states, cartels of liquor operators exist. As a result, bids are suppressed and state governments lose revenue in the process.

Besides, there are anti-competitive practices in the retail sector as well. Service sectors like barber shops, pan-biri shops, auto-rickshaw/taxi operators, etc. form unions and dictate prices. 

In Mumbai, the Pan Merchants Association decides and circulates a price list, which mandates members to sell at prices, which are higher than those printed. This is a violation of the packaged commodities rules, but one cannot expect the weights and measures inspector to go around prosecuting every pan shop. Such type of practices need to be dealt with systemically by the state government, but no one bothers! 

There are competition abuses at consumers’ end, such as tied selling by schools, nexus between doctors, pharma companies, chemists as well as diagnostic laboratories, abuse of monopoly by local cable operator. These practices exist to extract maximum surplus from consumers with no assurance of service standards. Under these circumstances, a local level competition enforcement authority is strongly required to check such practices.

· Competition Concerns at Sectoral Level

There are competition concerns at sectoral level too. In manufacturing, for instance, Reliance Industries enjoys a dominant position in Polyester Staple Fibre (56 percent market share), and Grasim has a virtual monopoly in Viscose staple fibre (market share of 91 percent), the two critical intermediates for textile units. There are already complaints of excessive pricing by these companies in providing these products.

In agriculture markets, there is a huge gap between the prices paid by consumers and that actually received by farmers. This is due to the chain of intermediaries that exist between consumers and farmers, who most often collude. In a country where two-thirds of the population draw their livelihood directly from agriculture, the linkage between market imperfections in agriculture goods and poverty is manifest.

FunComp Report, The beginning …

Clearly, the agenda to develop a Functional Competition Policy for India is huge, as brought out in the report.

To develop a functional competition policy, would require that various institutions function properly. These include the competition authority, the various branches of the government at centre and the states, along with sectoral regulators. 

This would require proper resourcing of all such bodies, in terms of both adequate budget, and manning them with professionals and experts in relevant areas. 

Moreover, accountability of these bodies, also, needs to be ensured. This is possible, if all the stakeholders are aware of the relevant issues. They include, in addition to governments and regulators, people in academia, media, trade unions and civil society organisations, particularly the consumer groups. It is thus imperative to build capacity of all stakeholders. These outreach seminars is one such step in this direction.

Though, India has had a long experience of a competition law, it has never had a competition policy to address the relevant issues in a systemic and comprehensive manner. It is now time to adopt a National Competition Policy, particularly in the present liberalised regime. 

The National Competition Policy will seek to provide guidelines to different branches of the Government and agencies at all levels in maintaining the appropriate competition dimensions. Either the Planning Commission or the Department of Economic Affairs   could be the forum to take up an assessment in this line when any step or decision, which will have an impact on the economy and consumers, is to be taken.

Thank you
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