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 2 

 It is a great pleasure to be with you this morning; I admire 

the willingness of people in this country to attend breakfast-time 

conferences and hope that this barbaric practice doesn't spread 

to my more relaxed country. 

 I understand that it is a custom in your country, sometimes 

followed by some members of Parliament, to declare an interest.  

So let me begin by advising you that in addition to my duties as 

Director of Regulatory Studies at the Hudson Institute, and my job 

as a columnist for The Sunday Times, I consult in this country 

with News International, BSkyB, and several regulated energy 

companies. 

 This might seem to be odd venue in which to be having a 

discussion of competition policy. Traditionally, there has been a 

clear separation between macroeconomic policy, considered the 

purview of The Treasury, and microeconomic policy, to be left to 

The Department of Trade and Industry and a variety of 

enforcement agencies. The Treasury would see to fiscal and 

monetary policy, the big picture, and leave to others the problem 

of working out a policy that would create competition, if indeed 

such a policy were deemed desirable -- a view not unanimously 

held in the business community or in ministries that see their role 

as sponsoring a variety of national champions. 
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 Thanks to the efforts of the Chancellor, this gap between 

macroeconomic and microeconomic policy is now being bridged. 

The motives for constructing this bridge are clear: long-term 

growth in productivity is a necessity if the economy is to grow, and 

living standards are to rise, and the Treasury's coffers to bulge. 

Also, the programmes of a centre-left government require money 

to pay for them. And it is increasingly clear that governments of all 

political stripes are reaching the outer limits of their ability to 

extract from their citizens a larger portion of their hard-earned 

money -- at least, they are reaching the limits of their ability to do 

so overtly. It is deemed by all save a very few to be politically 

impossible to raise income taxes openly; and recent events 

suggest that direct taxes are increasingly unpopular, and difficult 

to conceal from notice. To the political difficulties add the 

economic fact that capital and labour are increasingly mobile and 

willing to migrate from jurisdictions in which taxes have become 

vexatious to more hospital climes.  

 So any government of the centre-left, interested in 

expanding the role of government, either by spending more on 

existing programmes in the hope that greater inputs will translate 

into greater outputs  (a hope not borne out by experience), or by 

initiating new programmes, must rely on economic growth to 

throw off the huge sums of taxes that might at least partially 
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satisfy the appetite of its Treasury for an ever-increasing portion 

of the nation's GDP -- one is reminded of Queen Gertrude, whose 

appetite for the charms of King Hamlet increased "by what it fed 

on"!  

 This growth can be generated in two ways. More people can 

be put to work turning out goods and services, and the 

productivity of the work force can be increased. This government 

is attempting to increase the work force by a number of measures 

designed to make work more attractive than malingering, increase 

the training of those with too few skills to participate in the work 

force, maintain a stable economic environment, and, of late, by 

relaxing some of its restrictions on immigration. 

 And it has emphasised the need to increase productivity. 

Just last week the Chancellor repeated his plea to what I believe 

are called your "European partners" to reform their economies so 

that they might "achieve what I believe is now the prize within our 

grasp - US levels of productivity and thus long-term prosperity for 

all." This is not the place to share with you my views on the level 

of enthusiasm in some European countries for the reforms the 

Chancellor quite correctly advocates, or on the likelihood that the 

French and some other "partners" will rally to the call to be more 

like Americans. But it is the place to comment on the key role of a 

vigorous competition policy in achieving, here in Britain, the rapid, 
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inflation-free economic growth that, in the end, will add more to 

the wealth of the nation and welfare of its citizens than all of the 

redistribution schemes combined. A larger and larger economic 

pie is likely to prove more satisfying than thinner and thinner 

slices of one of fixed size. 

 Which is one reason that the Chancellor has been so keen 

to couple his redistribution programme with one that raises the UK 

trend growth rate by increasing productivity.1 There is, of course, 

a danger when governments take an interest in microeconomic 

policy: they tend to tinker in the belief that a bit of taxation here, a 

bit of tax relief there, a subsidy or two, regulatory intervention, 

some exhortation, and none-too-subtle pressure on business 

leaders can produce the productivity gains they seek, in the 

places they think most important.  

 Such programmes are generally counterproductive. Not so a 

vigorous competition policy, which has certain advantages that 

are worth rehearsing briefly: 

 1. A policy that makes it difficult for businessmen to collude 

to fix prices guarantees consumers that the prices they pay for 

                                   
1 It is not clear just how well Britain is doing in comparison with other countries. According to a recent 

Treasury report ("Productivity in the UK: The Evidence and the Government's Approach", November 

2000, "Whichever measure of productivity is used..., the UK has a sizeable gap compared with other 

major industrialised countries." (p. 6). But a recent study by Goldman Sachs takes a cheerier view of UK 
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goods and services will reflect only the costs of producing the 

goods and services they buy, including a reasonable return on the 

capital committed to the production of those goods and services. 

As Alfred Marshall long ago stated, in the days when the 

economic literature consisted of clear, equation-free prose, "If the 

producers of a commodity are many in number and act without 

any concert, it is to the interest of each of them to increase his 

supply of it whenever he expects to obtain a price greater than its 

Expenses of production. So that the price of a commodity cannot 

long exceed its Expenses of production, if there is free 

competition among its producers."2 

 2. A concomitant result of an effective competition policy is 

that competing businesses will be under pressure to produce in 

the most efficient manner -- minimizing costs so that they are in a 

position to meet or beat the prices of their competitors. This of 

course is one reason that competition policy has not been 

uniformly popular in Britain: it discourages overmanning, and runs 

counter to several government policies such as that designed to 

preserve jobs in the coal industry by preventing the construction 

of gas-fired power stations. In short, if efficiency and high 

                                                                                                              
experience and of the magnitude of information and communications technology (ICT) investment. See 

that firm's "The IT Revolution - New Data on the Global Impact", October 2000.  
2 Alfred and Mary Paley Marshall, The Economics of Industry. Bristol: Thoemmes Press, 1994, reprinting 

the original 1879 edition, p. 180. 
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productivity are your goals, competition policy is for you; if 

preserving jobs at the expense of efficiency is what you prefer, it 

(rather like free trade) is not for you. 

 3. A vigorous competition policy should maximise the rate of 

innovation and the rate of introduction of new technologies, in the 

process denying what Hicks identified as the greatest monopoly 

profit -- a quiet life.3 I recognise that the economic literature on 

this point is ambiguous, since it recognizes the possibility that 

competition in product markets might deny innovators the ability 

to appropriate to themselves the fruits of their inventions, thereby 

discouraging expenditure on research and development.4 But 

here I would like to draw on John Vickers' formulation, offered in a 

paper considering the relation between competition and 

productive efficiency, "Competition seems very well in practice, 

but it is not so clear how it works in theory."5 For a commonsense 

appraisal of real-life experience -- the comparison of efficiency in 

countries with and without competitive market systems; 

Microsoft's efforts to deny innovators access to markets and the 

effect that had on potential competitors' access to venture capital; 

the rapid introduction of new electric generating technologies 

                                   
3 J. R. Hicks, Value and Capital. Oxford: Clarendon Press, 1939. 
4 In this connection see Donald Hay and John Vickers (eds.), The Economics of Market Dominance. 

Oxford: Basil Blackwell, 1986, pp. 8-9. 
5 John Vickers, "Concepts of Competition," Oxford Economic Papers 47 (1995), p.1. 
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when competition was opened up in the electricity market; the 

innovative services offered by the airline industry when 

competition replaced regulation -- suggests to me that competition 

means a fiercer gale of creative destruction than does the cozier 

world of cartels and monopoly. 

 This is especially important in this day of the internet and 

related technologies. I recognise that the claims for this 

technology are somewhat overblown, and that electricity, the 

telephone, the automobile and perhaps other inventions can claim 

to have had a greater impact. No matter: we are in the midst of 

what Schumpeter referred to as a "cluster". Some 65 years ago 

Schumpeter wrote, "Why should the carrying into effect of 

innovations ... cluster  at certain times...? One answer suggests 

itself immediately: as soon as the various kinds of social 

resistance to something that is fundamentally new and untried 

have been overcome, it is much easier not to do the same thing 

again ... so that a first success will always produce a cluster.... 

This is indeed the method of competitive capitalism...".6 

 If we are indeed entering into or are in the early stages of a 

"cluster" of innovation, we should be especially alert to efforts by 

                                   
6 Joseph A. Schumpeter, "The Analysis of Economic Change," Review of Economic Statistics, May 1935, 

reprinted in Richard v. Clemence (ed.), Essays on Entrepreneurial Innovations, Business Cycles, and the 

Evolution of Capitalism. New Brunswick, New Jersey: Transaction Publishers, 1989, pp. 141-142. 



 9 

those threatened by change to deploy anticompetitive weapons in 

order to thwart the diffusion of new inventions and techniques.  

 4. A vigorous competition policy also provides a tool with 

which to judge which mergers are in the public interest, and which 

are not. The dividing line is simple to describe, if not always easy 

to discern: any merger that unduly reduces competition should be 

halted. Note: it is not necessary for the minister to decide whether 

he thinks the merger is a good idea, and is likely to produce the 

anticipated savings (most do not). Nor is it for him to decide how 

many football fans might be offended, and how many pleased; or 

how a specific marginal constituency might react; or whether he 

regards the executives and boards of the acquiring companies as 

good chaps. All he need do is satisfy himself that the he has so 

structured, funded and staffed the relevant competition authority 

that it is competent to appraise the competitive impact of mergers. 

Issues of national defense, of course, might be an exception, 

although I have never seen proof that a nation's defense effort is 

enhanced by forcing the military authorities to purchase in non-

competitive markets. 

 5. Effective competition makes regulation unnecessary. It is 

important to distinguish competition policy from regulatory policy.  

Some industries contain large natural monopoly elements, and 

therefore must have their prices, performance and profits  
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regulated lest they exploit their customers. In other industries, 

competition is possible but can be snuffed out or seriously diluted 

by the exercise of market power that in no sense flows "naturally" 

from the economic structure of the industry. By preventing the 

untoward exercise of market power, the competition authorities 

preserve the market's ability to determine prices and allocate 

resources, making regulation unnecessary.  In short, ad hoc 

interventions to preserve competition make on-going regulation 

unnecessary, for where the invisible hand operates, the heavy 

hand of government is not necessary to assure consumers 

against exploitation. 

 6. Finally, a proper competition policy produces a variety of 

desirable social effects -- the diffusion of economic power and the 

maximization of economic and social mobility. In an economy in 

which incumbent firms cannot create artificial barriers to entry, 

either by deploying their own market power or by colluding with 

others, fledgling entrepreneurs are likely to flourish. This is 

important not only to maintaining a high rate of invention and 

innovation -- competitive entry, after all, inevitably destroys the 

value of existing investments -- but to maintaining a society that is 

deemed to be fair and open by its citizens.7 In America, the 

                                   
7 In this connection see John H. Shenefield and Irwin M. Stelzer, The Antitrust Laws: A Primer. 

Washington, D.C.: The AEI Press, 1998 (third edition), pp. 10-14. See also Stephen Martin, Industrial 
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relative ease of entry has contributed to the mobility among 

income groups that has prevented the class warfare so common 

in other countries. Note, however, that it is precisely this result of 

competition policy that generates opposition to it by those in 

government who prefer to manage the rate of change in society, 

by those classes that prefer the status quo to a society in which 

arrivistes can eventually despoil the neighborhoods of those with 

"old money" by moving there, and by businessmen with 

undepreciated sunk investment that will never be recovered if 

barriers to entry are eliminated.   

 Let me turn now to the ingredients of a successful 

competition policy. They are three. 

 First, the legislation mandating it must be properly drawn. 

Second, the agency or agencies established to enforce that policy 

must be staffed with able men and women: economically literate, 

free of biases against business in general and big business in 

particular; and independent of the politicians who appoint them. 

Third, the procedures followed by these agencies must be 

conducive to the ascertaining of all of the facts and competing 

interpretations of those facts that a conscientious agency staff 

                                                                                                              
Economics: Economic Analysis and Public Policy. Englewood Cliffs, New Jersey, Prentice Hall, 1994, pp. 

45-50. 
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and director need to reach considered judgements on very difficult 

issues. 

 Let me treat each of those in turn: 

 1. Legislation: In Britain, the legislation now embodying the 

competitive rules of the game is likely to be significantly more 

effective than was true of the old regime. But that legislation is  

nevertheless seriously flawed. Those businessmen who decide 

whether to compete or collude, and whether to compete fairly or 

abuse their market power, have all to gain and little to lose by 

violating the law. True, there is the possibility of financial penalties 

equal to ten percent of UK group turnover for up to three years if 

the infringement lasted for at least that period. But fines are paid 

by the shareholders, not by the executives who concocted the 

anticompetitive schemes. And unless you believe that the same 

executives who blithely decouple their compensation from their 

success in building value for their shareholders worry excessively 

about mere fines, which they will not pay from personal 

resources, you must agree that fines may not be a serious 

deterrent to anticompetitive behaviour. 

 I agree, of course, that fines, the leniency8 now offered to 

"whistle-blowers", and threats of irritating and unsettling "dawn 

                                   
8 This leniency policy, modeled on that of the US Department of Justice, is offered to undertakings that 

are the first to come forward before an investigation has commenced and before the OFT has sufficient 
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raids" will have some effect on the propensity of business 

executives to fix prices and otherwise undermine market forces. 

But in the case of price fixing conspiracies, big fines are a less 

effective deterrent than small jail sentences. In America, it is the 

threat of a stretch as a guest of the government that keeps many 

an executive out of a smoke-filled room (actually, price fixers 

probably now meet in the smoke-free environments of various 

hotel suites) in which prices can be discussed and coordinated, 

as John Shenefield, formerly head of the antitrust division, pointed 

out to me earlier this week.  

 Britain has no such deterrent, which is doubly surprising now 

that your Home Secretary has decided that miscreants should be 

jailed only by day, and then let loose at night. Just as this will free 

garden-variety crooks such as burglars and muggers to pursue 

their trade after a day's rest and three square meals at the 

government's expense, so would this regime leave executives 

jailed for price fixing free to complete their social and dinner 

commitments.  

                                                                                                              
evidence to establish the existence of the alleged cartel; that provide complete information and on-going 

cooperation; that did not instigate the cartel activities or coerce others into joining the cartel; and that quits 

the cartel after informing on it.  See Director General of Fair Trading's Guidance as to the Appropriate 

Amount of a Penalty, Office of Fair Trading, March 2000, pp. 6-8. 
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 Seriously, I believe you will find that it will be a long while 

before mere fines will destroy the culture of price fixing that 

permeates British business. 

 And I doubt, too, that the threat of damage suits, as provided 

for in the new act, will be an effective deterrent. True, an injured 

party can bring a suit to recover damages. These suits are 

expensive, and the loser pays doctrine is likely to deter all save 

the best financed firms from pursuing this remedy. The larger, 

better financed firms, of course, are more likely to be members of 

the "club", and therefore less likely to attack their golfing partners 

in court. 

 Even if a plaintiff does prevail, the miscreant pays back his 

ill-gotten gains -- and no more. Given that the probability of being 

sued is less than one, and that the probability that the 

complainant will prevail is also less than one, it pays for a 

potential conspirator or monopolist to chance paying such 

damages -- nothing to lose, and all to gain. In America, of course, 

damages are trebled, so that a violator of the law must reckon 

that he might indeed lose a great deal if he is found to have 

illegally injured a competitor.  

  2. Staffing: There are two aspect to staffing: quantity and 

quality. Since even the best of economists, lawyers, accountants 

and other professionals cannot do good work if over-taxed (a 
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phrase I use with some trepidation in this venue!), it is good that 

the staffs of the various agencies are being expanded. Even a 

conservative (small "c") such as I, who believes that that 

government is best which governs least, recognises that a more 

vibrant competition policy warrants the expansion of the 

Competition Policy Division now underway.9 Good competition 

policy cannot be bought on the cheap, and pays for itself many 

times over.  

 Then there is the question of quality. Constitutionalists are 

fond of saying that yours is a government of laws, not men. They 

make the same point in my country. Even a brief descent from the 

ivy tower, however, introduces those of us who work in the 

competition policy field to the reality that the quality of mind and 

the views of the men and women charged with enforcing the 

competition laws have a major effect on the  effectiveness of 

those laws.  

 Start with ministers: some believe that cases should rise or 

fall on the single question of the effect of the questioned practice 

or merger on competition; others posit broader "public interest" 

goals, such as the effect on jobs, or the relative economic health 

                                   
9 That Division "now has approaching 170 staff and is still expanding. We have recruited 55 new 

members of staff, mostly lawyers and economists...". Margaret Bloom, "The New UK Competition Act", 

speech to the 27th International Antitrust Law & Policy Conference, Fordham University, New York City, 

19 October 2000. 
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of regions (by which I believe they mean constituencies). To the 

extent that competitive criteria are more susceptible of definition 

and measurement than is the concept of the public interest, 

reliance on those economic criteria is more likely to produce 

consistency and certainty, and less likely to produce political 

lobbying, than is the introduction of a public interest test. So my 

own preference is for a policy that relies solely on economic 

criteria.  

 But before you say, "He would, wouldn't he; after all he is an 

economist," let me add one thought. I am fully aware that 

economics is not a value-free discipline. When we say that we 

prefer competition to  regulation, we are saying that we are 

elevating the interests of consumers over other, competing 

interests; when we say that prices and the allocation of goods, 

services and resources are best left to the market, we are 

assuming that the current distribution of income is in some sense 

"fair", or at least fairer, and incomes certainly higher, than they 

would be if politicians replaced markets as the allocators of the 

nation's resources. We would add that it is more efficient for 

societies dissatisfied with the way income is distributed, or the 

balance that competition produces between consumer and 

producer interests, to make the desired adjustments directly, by 

direct subsidies and income transfers, than it is to distort markets. 
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In short: better to pay a fuel allowance than to distort electricity 

and gas markets by mandating artificially low prices; better to 

arrange direct income transfers if a region is adversely affected by 

a merger that does not substantially reduce competition, than to 

prevent the merger. 

 So one must applaud the efforts of the Secretary of State for 

Trade and Industry to extricate himself from the process of 

deciding which mergers may go forward, and which may not.   

That should leave the competition issues with the competition 

authorities. If politicians then wish to inject considerations other 

than competitive impact into the mix to counter or modify the 

results of a decision, they have the legislative tools to do so. 

 Ministers, of course, also play a role in the selection of those 

who direct the enforcement of competition policy. This group 

includes members of the Competition Commission; the Director 

General of the Office of Fair Trading; the sector regulators10; and 

the boards that will soon be named to advise the various Directors 

General on the policies of their respective agencies. As I have 

pointed out elsewhere,11 Britain has been extraordinarily fortunate 

                                   
10 Gas and electricity, OFGEM; telecommunications, OFTEL; water services, OFWAT; Office for the 

Regulation of Electricity and Gas (Northern Ireland), OFREG; and the Rail Regulator, ORR. 

 
11 "A Review of Privatisation and Regulation Experience in Britain", The Beesley Lectures on Regulation, 

London, 7 November 2000. 
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in its staffing of these important posts -- not uniformly fortunate, of 

course, but in general quite well served. 

 And there is no question that two relatively recent 

developments will improve the quality of enforcement. The first is 

the training programme instituted by the Office of Fair Trading in 

May of last year to educate its staff and the staffs of the sector 

regulators in the law and economics of competition policy.12 The 

second is the increased reliance on the best sorts of people to 

enforce competition laws -- economists. Since the alternative is 

usually a lawyer, I am doubly relieved to see that policy is in the 

hands of economists. After all, lawyers' devotion to competition is 

somewhat diluted by the anticompetitive practices they have 

found so useful in imposing on society their own view on the 

proper distribution of the nation's income. I find it wholly 

appropriate that an agency headed by an economist will be 

carrying out the Secretary of Trade and Industry's request "to 

undertake a review of restrictions on competition in the 

professions, including restrictions on entry to a profession, 

reserving categories of work to certain professions, and 

advertising."13 

                                   
12 Annual Report of the Director General of Fair Trading to the Secretary of State for Trade and Industry, 

January to December 1999, p. 40. 
13 Rt. Hon. Stephen Byers, "Consumers and Competitive Markets," speech at the Social Market 

Foundation, London, September 21, 2000, mimeo, p. 4. 
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 My hope is that the increasing economic sophistication of 

this generation of decision makers -- and I mean no offence to 

their predecessors such as Sir Bryan Carsberg who, although 

afflicted with an accountant's training somehow managed to rise 

above it and think like an economist -- will bring greater clarity to 

questions such as the definition of relevant markets and the 

distinction between competitive and anticompetitive behaviour. 

 These are difficult questions, to be sure. As Donald Hay and 

Derek Morris point out, "There are rather few examples of market 

structure or conduct which we can condemn unambiguously as 

not being in the public interest. Similarly, there are few market 

practices to which we can give a definitive assent. In most 

examples, 'it all depends' on the particular circumstances under 

consideration... The investigation of the particular circumstances 

will  be no easy task."14 It is not easy to determine the outer limits 

of a product market -- which products limit the pricing discretion 

available to producers of other products. Nor is it easy to 

determine whether a firm has achieved a dominant position "as a 

consequence of a superior product, business acumen, or historic 

accident"15, to which sound competition policy does not object, or 

                                   
14 Donald A. Hay and Derek J. Morris, Industrial Economics and Organization: Theory and Evidence. 

Oxford: Oxford University Press, 1991, p. 609. 
15 United States v. Grinnell Corp., 384 U.S. 563 (1966). 
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by the use of anticompetitive tactics.  Nor is it easy to distinguish 

predatory behaviour from the normal competitive give- and-take 

one hopes will animate rivals in their efforts to attract and retain 

consumers.  

 But I think it not unfair to say that  the market definitions 

chosen have too often been driven by the results sought, rather 

than by rigorous analysis, and conclusions concerning the 

propriety of competitive tactics too often reflect a desire to 

conclude an investigation with a self-applauding press release, 

rather than an effort to construct a coherent analysis of the real 

facts prevailing in the market place. 

 These missteps can be made less frequent by an 

improvement in procedures, to which I now turn. 

 3. Procedure: Here, there is considerable room for 

improvement. My own experience, which certainly is trivial 

compared to many in this room and to that of Chris Bright, who is 

scheduled to comment on this paper in his usual ungentle 

fashion, is that the procedures used in arriving at decisions could 

benefit from the introduction of more adversarial techniques. I am 

aware, of course, that the nature of the relationship between a 

firm being investigated and the investigating agency is quite 

adversarial. But the method of gathering evidence and expert 

opinion is not. The OFT will tell a firm under investigation that it 
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has received complaints from unnamed parties about certain 

behaviour, but will not make the complaint and its supporting 

evidence available. Experts will appear before the Competition 

Commission, offer differing interpretations of the facts, but never 

be required to confront one another so that a discussion of the 

differences can reveal to decision-makers the strengths and 

weaknesses of each position. The staffs of the agencies are not 

required to undergo cross-examination by private parties before 

their Directors General so that they can fully appraise and 

understand the quality of the advice they are being given; instead 

they generally rely on the staff's version of the other party's 

contentions.  

 As I said earlier, the issues in these cases are extraordinarily 

difficult, once we get beyond cases of overt price-fixing, replete 

with smoking guns. The quality of decisions can only benefit from 

a full vetting of the facts and analysis underlying the contentions 

of the opposing parties. 

 And the consistency of policy can only benefit from a 

reduction in the opaqueness that often characterises decisions. 

These documents are extremely important, not only because they 

resolve the case at issue, one way or the other, but because if 

well drafted they provide businessmen and their counsel with a 

guide to future behaviour.  
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 Let me now turn to a question that is increasingly raised: 

Should traditional competition policy be applied to the new, so-

called high-tech industries? The short answer is "yes".16 

 We must, of course, protect intellectual property rights so as 

to encourage rapid innovation. But we must also protect the 

competitive system to insure rapid diffusion of those new 

technologies.17 The developer of a new product or process may 

wish to control the pace at which those innovations are 

introduced, and to maintain the price of the product or process at 

a level that yields monopoly profits. But he must always reckon 

with the possibility that some equally talented innovator or equally 

well-funded research laboratory will come up with a superior 

product, or a more efficient method of production.  

 That is where competition policy comes in: it must ensure 

that channels of distribution are not unfairly denied to a new 

entrant, and that those with a stake in the status quo cannot 

abuse their dominant positions or conspire with others to make it 

                                   
16 In this connection see Edward D. Cavanagh, "Antitrust Remedies in Monopolization Cases: A Look 

Back and a Look Ahead". Delivered at the American Bar Association Antitrust Section, July 11, 2000. 

Cavanagh, professor of law at St John's University, argues that the presence of network externalities may 

create antitrust problems in high-tech markets, and that the argument that high-tech markets are self-

correcting "is to a great extent just old wine in new bottles". See also The Economist, March 6, 1999, 

pp.21-22. 
17 For some interesting examples of the balancing of intellectlual property rights and antitrust 

considerations see Business Week, March 22, 1999, pp. 34-36. 
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difficult for the new product to obtain such manufacturing and 

financial support as it may be able to command in an open 

marketplace. 

 These policy goals can be achieved only if the competition 

laws are applied in all their aspects to high-tech as well as to low-

tech industries.  

• A firm with substantial market power, even power fairly won in 

the marketplace, cannot be allowed to leverage that power by 

tying other products to the one that it dominates.  

• A firm with substantial market power cannot be allowed to use 

that power to bludgeon independent manufacturers not to deal 

with its competitors, or to impose a pricing system that 

accomplishes that same result.  

• A firm with substantial market power over a product, access to 

which is crucial for firms that compete with it in other product 

markets, cannot be allowed to deny access unless potential 

competitors agree to cede other markets to it. 

 Surely, nothing in the nature of high-tech industries obviates 

these simple policy truths. Indeed, they seem to me more 

compelling in the case of industries in which waves of creatively 

destructive innovation are to be relied on as the principal engines 

of progress. In many of these industries, dominant incumbents 

are threatened not merely with a loss of market share, but with 
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extinction. Their incentive to fight hard and, if necessary dirty, is 

great indeed.  

 Meanwhile, newcomers -- the pizza-eating graduate student 

with a bright idea and a zero bank balance -- rely on venture 

capitalists for the seed capital needed to take their idea from 

concept to marketable product. These venture capitalists are 

notably hard-headed realists. If they believe that an entrenched 

incumbent will be allowed to snuff out incipient competition by 

inducing manufacturers to boycott the new product, or by using 

technological legerdemain to tie its own competing product to its 

monopoly product, venture capitalists will suggest to the 

newcomer that completion of his doctoral dissertation or a job with 

the entrenched incumbent is his best option.    

 I would like to close on this final note. Thanks to the 

Chancellor, we are witnessing a recognition of the fact that 

competition policy has an important role to play in achieving the 

macroeconomic goal of sustained non-inflationary economic 

growth. We now look at this aspect of microeconomic policy 

through the prism of the goals of macroeconomic policy. But we 

must also do the obverse, and recognise that macroeconomic 

policy, and most notably taxation, must not inhibit our ability to 

achieve the microeconomic goals of greater entrepreneurship, 

efficiency and productivity. High and rising taxes on what to left-
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leaning politicians seem like "high earners", limitations on share 

option schemes, tax regimes so complex that no small 

businessman can hope to cope with them, taxes that discourage 

the lone entrepreneur working from his home -- all of these offset 

the beneficial effects of a vigorous competition policy. If 

microeconomic policy is to put to the service of macroeconomic 

policy, macroeconomic policy must not be so crafted as to offset 

the gains that vigourous competition policy can bring. 

 Thank you for your attention. 


