
10 June 2010 

       

       

  

 

 

 

 

 

 

 

 

 

 

 

 

  

Institutions’ Role in Promoting a Competitive Market 

This paper aims to examine whether competition law and policies have greater effect on 

competition when sound institutions are in place. Reports by major global actors as well as 

governmental reforming, show that there is unanimity on the notion that political reforming 

is essential in order to reach a more competitive market. Later economic research shows that 

institutions such as governance effectiveness and trust among people are important in order 

to sustain and increase economic growth. This paper assumes that this impact is partly due 

to the fact that institutions increase the incentives to invest and that the effect of institutions 

is especially clear among the smaller entrepreneurs since they are more sensitive to unsecure 

markets. With a cross-country regression comparing 30 OECD-countries, this paper finds 

that from a first look competition law and policies appear to have no effect on competition. 

However, when analysing the same relationship with the modification that institutions are 

added as an explaining variable, the results indicate that competition law and policies have a 

positive effect on competition for those few countries that have sound institutions in place. 
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1. Introduction 

The huge transnational corporations have allegedly become the main determinants of the 

world market’s new geography, concerning its structure, territories and populations. Hardt 

and Negri write about the nations’ diminishing role in the world’s economic and political 

arena. Nation-states have become instruments for the corporations’ manoeuvring of 

commodities, monies, and populations across the continents.1 This phenomenon, or 

”empire”, is legitimated by itself, with its ability to exercise its force as an economic 

mechanism and to produce its own image of authority. Thus nothing from an external 

mechanism is needed in order to continue the development of its central role in the world 

arena.2 The authors take non-governmental organizations as an example of self-legitimating 

powerful global actors. Their images are often to act on the basis of ethical and moral 

imperatives. They are not run by governments and have therefore a different support by the 

world’s citizens. These circumstances actually provide them with powers sometimes far 

greater than the ones held by nation-states.3 

The social and economic impacts from the expansion of multinational companies and the 

subsequent costs from anti-competitive behaviour are indeed great. The negative impact 

from anti-competitive behaviour and the economies’ potential gains from ensuring a 

competitive market are on the agendas of many important international bodies. Most of 

these bodies seem to be in consensus about the overall objectives on what kind of market 

they believe to be good in order to move towards social and economic welfare. Economies 

all over the world are taking major steps in order to control for more competitive markets. 

Competition law and policies are there to make sure that single operators do not take control 

of markets.  Complementary strategies focus on the encouragement of small and new 

enterprises to engage themselves in the market. 

                                                

1 Hardt and Negri, 2000, pages 31-32 and 310-320 
2 Hardt and Negri, 2000, pages 33-34 
3 Hardt and Negri, 2000, pages 35-36 
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Douglass North is one of the most prominent researchers in the field of institutional 

economics. He claims transaction costs to be a critical determinant of economic performance 

and through this statement emphasises the importance of institutions and effective 

enforcement mechanisms. He accordingly defines institutions as ”the humanly devised 

constraints that structure political, economic, and social interaction”.4 Olson argues that a 

low-income country may have just as big resources as a high-income country but that they 

lack the means to realize the large gains from specialization and trade. They lack the 

institutions that for example enforce contracts impartially or make property rights secure. 

These institutions are necessary in order to encourage investors to take risks connected to the 

economies’ markets.5 Rothstein and Teorell have made another important finding; they 

show that ”social capital, defined as norms about reciprocity and generalized trust in other 

people, seems to be determined by the quality of government and not the other way 

around”.6 The more we know of how trust in the society is created the more we know of 

how to form a society with high incentives to invest and with low transaction costs from 

uncertainty in entering contracts and investing money. 

In most reports that concern competition, institutions, in the wider definition including 

impartial governance and social trust, are if at all only mentioned as periphery contributors 

to well-functioning governance present in order to help policies to be properly implemented. 

However, it has many times been proved by economists that institutions have a far greater 

role in determining economic growth.  

It should be pointed out that important actors, such as the World Bank and the UN, have 

taken steps in acknowledging institutional reforming as an important determinant of 

competition. The Doing Business report shows that economies are on a fairly high pace in 

introducing encouraging reforms to investment incentives, which is much of the essence in 

institutional theory. Yet, social capital for example has not been properly introduced by 

many important economic reports. The point of this paper is to show that there are more 

                                                

4 North, 1995 
5 Olson, in Knack, 2003 
6 Rothstein and Teorell, 2005, page 1 
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gains to be seized from institutions; the world’s politicians’ engagement in improving 

competition law and policies and business facilitating reforming in for example property 

rights and the number of days it takes to start up a business is good, but not good enough in 

order to achieve a higher level of competitiveness. 

In order to investigate the herein alleged relationship between level of competition, 

competition law and policies, and institutions a model will be presented with competition as 

the dependent variable and the other two as explaining independent variables. Diagrams 

plotting relationships between the variables will be presented in the argumentation of the 

relationship in order to make easier for the reader to follow the reasoning behind the 

hypothesis; competition law and policies have greater effect on competition when sound 

institutions are present.  

The assumption that institutions are the critical factor deciding whether competition law and 

policies succeed in promoting competition should, when testing the model’s strength, of 

course be adopted with precaution. The model will be tested for other variables possibly 

affecting competition law and policies’ affect on competition. Two of these will be 

representing a certain type of institutions, by this paper assumed to be of extra significance to 

the affect on competition, while the third one is an index used in the Global Competitiveness 

Report that argues slightly differently on what the determinants of competition are. 

The paper founds its argumentation on today’s situation on competition, existing work 

towards a more competitive market, and economic research relevant to growth and 

competition. Information on these areas are gathered from reports made available and 

signed by the members of major global actors such as the World Bank and the UN, some 

prominent economists in the field of development economics, and course literature in the 

field of economic development. A more profound investigation of the specific countries 

concerning their views of competition as well as what is done in order to promote it, would 

probably have enriched the results and the reasoning behind the hypothesis of this paper. 

However, these kinds of investigations have not been done in this paper and it is instead 

solely based on the more general reports and research articles, discussing from a global 

perspective.  
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In chapter 2, competition is discussed with the aim to relate to its ability to promote 

economic growth and describe what is done today in order to promote a competitive market. 

Further, the, among economists and politicians, emerging realisation of institutions’ role in 

economic growth is presented. Chapter 3 links competition law and policies with institutions 

and argues that institutions in various ways have the ability to serve as a complement or 

even a necessary precondition to reach a more competitive market. Chapter 4 gives a 

presentation of the data and what the empirical support to this theory seems to be. Chapter 5 

presents the papers theory with a model and analyses its ability to explain the cause of 

competition.    
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2. Theories and Views of The Business Environment 

2.1. Competition 

From a micro-economic perspective, it is easy to see that imperfect competition is a 

necessary consequence of an industry that has internal but not external economies of scale. 

This is because the average production costs become lower when a company increases its 

production but no advantages come from a larger industry in itself, hence creating no 

opportunities for smaller companies to enter and benefit from external economies of scale.7  

The ongoing expansion of market-dominating companies can both in theory and in reality 

be easily observed and understood. So what then are the impacts to the society from 

uncompetitive markets?  

A clear effect is that the price becomes higher. When a market is dominated by a single or a 

few companies, the cost effective rules, such as price is equal to marginal cost and profit is 

zero, do no longer apply. If there is no producer that is willing or able to make the potential 

profit from lowering the price below the market-dominating producers’ price, the few 

companies already in the market have no incentive to set the price to the marginal cost.  

A higher price has obvious direct effects to the people that want to buy the products, since it 

negatively affects consuming possibilities. A much important consequence is also that 

investment in innovation in an industry dominated by a few companies may be significantly 

lowered due to the absence of competing companies with better products. Imperfect 

competition may also lead to dumping (exporting goods to a lower price) should the market 

be segmented and domestic buyers have no easy access to bye products that are being 

exported. This phenomenon is not only ”market inefficient” but also considered as directly 

unfair to the buyers. 8 

                                                

7 Krugman and Obstfeld, 2003, pages 122 and 142 
8 Szirmai, 2005, page 342  
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The 350 largest multilateral corporations now control more than 40% of the world trade and 

dominate the production, distribution, and sale of many goods from developing countries. 

Many multi national companies, MNCs, have annual sales volumes in excess of the GDP of 

the developing nations in which they operate. 97 of the top 100 MNCs are from North 

America, Western Europe, or Japan. MNCs often manipulate prices and make sure to be in 

control of certain areas by making it harder for new businesses to enter the market through 

using new technologies, special skills, and product differentiating.9 The MNCs may even 

take over the domestic firms in its attempt to dominate the market. The consequence of 

MNCs entering a foreign market in a developing country is not necessarily negative, where 

the domestic industry is bought and controlled by the MNC. Many countries that have 

strong institutional frameworks have managed to profit from the integration with the global 

economy.10  

Many of the market dominating MNCs are inconceivably large in their capital resources and 

impose large effects with their choices of how they decide to invest their resources. With this 

economic importance they possess a certain kind of power in their interaction with 

governments and organizations. From a democratic point of view this may impose a threat 

to the way political decisions are taken and whom the decision takers are representing. 

Suppose an economy with democratic governance would consider it economically wise to 

let representatives from MNCs gain a lot of influence in a committee assigned to set up a 

plan for a city’s development in becoming more sustainable and environmental friendly. The 

company would then be representing its shareholders and not an equally big proportion of 

the economy’s citizens. Recalling the earlier mentioned authors Hardt and Negri, the global 

expansion of these gigantic companies is indeed happening and with an increased control 

over the market their level of power, both economic and political, can be expected to grow 

accordingly. 

The multi-national companies do not automatically create a less competitive market. 

However there is still a clear tendency that can be stated; that it is these companies that have 

                                                

9 Todaro and Smith, 2006, pages 708-710 
10Szirmai, 2005, page 342 
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the power to abuse a growing dominance over the particular market. It is also true that a 

market with a larger number of companies has less chance to suffer from anti-competitive 

behaviour.11   

The World Economic Forum and the OECD are both stating that competition is likely to 

have a significant positive impact on growth and the levels of income for their citizens.12 

The United Nations Conference on Trade and Development, UNCTAD, reports that anti-

competitive practices impair the process of trade expansion of developing countries more 

significantly than previously thought. They declare that developing countries should be 

given extra focus in the struggle towards eliminating anti-competitive behaviour. However, 

they further state that developing countries’ conviction of the benefits from competition 

policy varies and that UNCTAD thus will serve as a credible organization that will provide 

policy advice and technical advice.13 Further the United Nations with its guidelines on 

competition law and policy takes a clear stand in that a competitive market is a common 

objective among the members of the UN. It recommends economies to take enforcing 

measures in order to ensure an economy with competitive prices that enables incorporation 

of businesses, in order to reach the overall objective to reach social and economic welfare.14 

The Caribbean Community (CARICOM), The West African Economic and Monetary 

Union (UEMOA), and the Common Market for Eastern and Southern Africa (COMESA) 

have established or are considering regional competition frameworks.15  

The ones not completely convinced of the urgency to take on policies in order to reach 

competition, point to the fact that it might harm the liberty to trade within and between 

economies. There are ongoing discussions within the members of the WTO of how to 

                                                

11 Krugman and Obstfeld, 2003, page 123 
12 World Economic Forum, 2008 
13 UNCTAD, 2004 
14 United Nations, 2008 
15 Department for International Development, 2001 
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incorporate competition laws. 40 members of the WTO have bound themselves to the 

Agreement on Government, which promotes competition.16 

All in all, it seems the world’s economies are in consensus over the importance of ensuring a 

market free from uncompetitive behaviour, where huge companies do not dominate the 

market and gain extreme power, where new enterprises can emerge, and where incentives to 

innovate can create more efficient production of products and services.  

Measures Taken to Actively Steer Towards a Competitive Market 

The World Bank writes in its Doing Business report that it is principally the developed 

countries that continually reform and update their laws and policies, whereas developing 

countries tend to be working with old regulatory systems. Yet, they are now making reforms 

in the field of ease of doing business to a higher degree than developed countries. For 

example the low and lower middle-income economies stood for 64 percent of the reforms 

introduced in 2009.17 

The report emphasizes the importance of a regulatory environment, where the 

implementation is transparent and efficient in order to seize opportunities in economic 

development, enable firms to reorient themselves and for new firms to enter the market. 

Further they emphasize that an economy should have efficient court and bankruptcy 

procedures as well as strong property rights and investor protections in order to make it easy 

to reallocate assets when needed and to increase the incentives to make new investments.18  

From the looks of some positive statistics, it would be fair to say that the world to some 

extent have engaged itself in realizing the opportunities that are there to be seized through 

reforming towards a better regulatory environment. In 2008/2009 most of the reforms 

recorded aimed at improving the regulatory climate by introducing reforms that were 

intended to increase competitiveness and encourage the creation of firms and jobs.19  

                                                

16 Anderson and Kovacic, 2009 
17 The World Bank, 2009 
18 The World Bank, 2009, page 1 
19 The World Bank, 2009, page 1 
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The report measures ten different types of reforms that constitute the indicator measuring the 

”ease of doing business”. The 10 reforms that constitute the “ease of doing business index” 

are showed in figure 1, copied from the Doing Business report, together with the top 10 

reformers in the year 2008/2009. 

Figure 1 

 

Note: Economies are ranked on the number and impact of reforms. First, Doing Business selects the economies that implemented reforms making it easier to 

do business in 3 or more of the Doing Business topics. Second, it ranks these economies on the increase in rank on the ease of doing business from the previous 

year. The larger the improvement, the higher the ranking as a reformer. Source: Doing Business database. 

As the figure shows, it is the low- and lower-middle income economies that for the years 

2008-2009 are mostly engaged in doing reforms to ease business engagements. The low- and 

lower-middle income economies that represent just under half of the world’s economies 

realized no less than two-thirds of the recorded reforms in the ease of doing business for 

these years.20 

For the years 2004-2010, the three most common reforms within the areas of starting a 

business, getting credit, and registering property among the world economies are presented 

by the Doing Business report (figure 2, copied from the Doing Business report): 

• The ease of starting a business may be a very profound ingredient in the struggle 

towards a more efficient market that is quick in seizing opportunities. Yet this is an 

area that can be significantly improved by many economies. It is a general conception 

                                                

20 The World Bank, 2009, page 2 
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DEVELOPING ECONOMIES SET A
FAST PACE—WITH RWANDA 
IN THE LEAD

Low- and lower-middle-income econo-
mies accounted for two-thirds of re-
forms recorded by Doing Business in 
2008/09, continuing a trend that started 
3 years ago. Indeed, three-quarters of 
such economies covered by Doing Busi-
ness reformed. And for the !rst time a 
Sub-Saharan African economy, Rwanda, 
led the world in Doing Business reforms 
(table 1.1).

Rwanda has steadily reformed its 
commercial laws and institutions since 
2001. In the past year it introduced a 
new company law that simpli!ed busi-
ness start-up and strengthened minor-
ity shareholder protections (!gure 1.3). 
Entrepreneurs can now start a business 
in 2 procedures and 3 days. Related-
party transactions are subject to stricter 
approval and disclosure requirements. 
Legal provisions determining directors’ 
liability in case of prejudicial transac-
tions between interested parties were 
also tightened.

Rwanda improved regulations to 
ease access to credit through 2 new laws. 
Its new secured transactions act facili-
tates secured lending by allowing a wider 
range of assets to be used as collateral. 
"e law also makes out-of-court enforce-
ment of movable collateral available to 

secured creditors and gives them abso-
lute priority within bankruptcy. Rwan-
da’s new insolvency law streamlined re-
organization procedures. 

Reforms also included measures to 
speed up trade and property registra-
tion. Delays at the borders were reduced 
thanks to longer operating hours and 
simpler requirements for documents. 
Reforms removed bottlenecks at the 
property registry and the revenue au-
thority, reducing the time required to 
register property by 255 days. 

Five other low- or lower-middle- 
income economies—the Arab Republic 
of Egypt, Liberia, Moldova, the Kyrgyz 
Republic and Tajikistan—joined Rwanda 
on the list of global top reformers. "ese 
top 10 reformers are economies that, 
thanks to reforms in 3 or more of the 
10 areas covered by Doing Business, im-
proved the most on the ease of doing 
business. An economy’s ranking on the 
ease of doing business does not tell the 
whole story about its business environ-
ment. And opportunities for reform re-
main—Liberia, for example, still ranks 
149, and Tajikistan 152. Yet an improve-
ment in this ranking does indicate that 
the government is taking action to make 
the local regulatory environment more 
conducive to doing business. 

Such reforms are as timely as ever. 
Many !rms in developing economies 
have been a#ected by lower demand 

for their exports and a drop in capital 
$ows and remittances. At the same time 
businesses in low-income economies on 
average still face more than twice the reg-
ulatory burden that their counterparts in 
high-income economies do when start-
ing a business, transferring property, 
!ling taxes or resolving a commercial 
dispute through the courts. Only 2% of 
adults on average have a credit history in 
low-income economies, compared with 
52% of adults in high-income economies. 
Developed economies have on average 10 
times as many newly registered !rms per 
adult as Africa and the Middle East—and 
a business density 4 times that in devel-
oping economies.2 

Regulatory burdens can push 
!rms—and employment—into the in-
formal sector. "ere, !rms are not regis-
tered, do not pay taxes and have limited 
access to formal credit and institutions— 
and workers do not bene!t from the pro-
tections that the law provides. "e global 
crisis is expected to further increase 
informal activity. Almost two-thirds of 
the world’s workers are already estimated 
to be employed in the informal sector.3 
Most are in low- and lower-middle-in-
come economies. And a disproportion-
ate share are from already vulnerable 
groups, such as youth and women.4 

Most Doing Business reforms in de-
veloping economies still focus on cutting 
red tape and simplifying bureaucratic 

TABLE 1.1
The top 10 reformers in 2008/09

Economy
Starting a 
business

Dealing with 
construction 

permits
Employing 

workers
Registering 

property 
Getting 
credit

Protecting 
investors

Paying  
taxes

Trading 
across 

borders
Enforcing 
contracts

Closing a 
business

Rwanda

Kyrgyz Republic

Macedonia, FYR

Belarus

United Arab Emirates

Moldova

Colombia

Tajikistan

Egypt, Arab Rep.

Liberia

Note: Economies are ranked on the number and impact of reforms. First, Doing Business selects the economies that implemented reforms making it easier to do business in 3 or more of the Doing Business topics. 
Second, it ranks these economies on the increase in rank on the ease of doing business from the previous year. The larger the improvement, the higher the ranking as a reformer.
Source: Doing Business database.
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among poor people in low and lower-middle income economies that starting a business 

is one of the most effective ways out of poverty. New businesses compose a major 

contribution to employment. Half the new jobs in the European Union, representing 

about 75 million people, are created by small and medium-size enterprises.21 It is the 

procedures of the notification of a company’s existence and the tax registration that 

foremost are in need of becoming more effective. The comprehension of these 

economic and social gains that can be realised in this area seems to have reached many 

of the world’s reformers. The indicator measuring the ease of business start-up has 

been the highest scorer of the reforms measured by the doing business report since 

2003. 

• In order to make investments, access to capital is needed. Capital holders that wish to 

lend their money to investors, that hopefully will increase the worth of the capital, will 

wish to have information on the creditworthiness of the borrower. Hence it is vital for 

an economy to provide mechanisms that can collect and spread necessary information. 

The existence of well functioning collateral laws and credit registries will make 

assessment of borrowers’ creditworthiness through objective measures easier, which 

will give banks incentives to extend loans to a higher degree. Reforms in this field have 

been impressive over the 5 past years. 27 new credit bureaus have opened as well as 11 

new collateral registries. Reforms strengthening the legal rights of borrowers and 

lenders, and reforms improving credit information have been recorded in 42 and 70 

economies around the world, respectively.22 

• The incentive to invest in any production associated with land will be lowered if the 

ownership of the land is not cleared and secured. What is needed is a well-defined 

property system that can serve as a registry of land tenure. A study in Argentina tells us 

that the investment increase from providing property owners with a formal title may be 

as high as 47%. The societal benefit may be extra high from ameliorating women’s 

access to land. Women’s rates of return on investments tend to be higher than men’s 

because they can make more productive use of capital since they normally start from a 

                                                

21 The World Bank, 2009, page 10-16 
22 The World Bank, 2009, pages 33-37 
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much lower investment base.23 Women are discriminated against in many countries 

and have limited rights to own land. Hence empowering women in this area is 

important. Registration of property is the third most common reform among the world 

economies in the Doing Business report. They recorded 125 reforms (49 of these reduced 

taxes and fees) in 93 economies for the past 5 years.24 

Figure 2 

Note: Not all indicators are covered for the full 

period. Registering property was introduced in 

Doing Business 2005, and paying taxes, trading 

across borders, dealing with construction permits 

and protecting investors in Doing Business 2006. 
Source: Doing Business database. 

 

 

 

 

Even though we can see high level of activity in reforming among the developing countries, 

they still have a long way to go. In the ranking list of how well economies’ score on their 

current situation measured in ease of doing business the top ten scorers are all developed 

economies: Singapore, New Zealand, Hong Kong: China, United States, United Kingdom, 

Denmark, Ireland, Canada, Australia, and Norway. The OECD countries rank in average as 

number 30 whereas for example Latin American and Caribbean countries rank on average 

95.25 

Results from Competition Law and Policies 

Reforms aimed at ameliorating the investment climate are different from other 

macroeconomic reforms, which more often generate immediate benefits directly spread over 

                                                

23 Todaro and Smith, 2006, page 334 
24 The World Bank, 2009, pages 27-32 
25 The World Bank, 2009 
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and in Colombia in 1999. In the United 
States the Great Depression prompted 
the country’s !rst comprehensive bank-
ruptcy reform in 50 years. "is past year 
18 economies reformed their bankruptcy 
regimes, as measured by Doing Business. 
"is number may increase in the future 
as economies face the need to deal with 
systemic distress. In times of recession, 
keeping viable companies operating as 
a going concern and preserving jobs 
becomes especially important. And the 
more quickly the assets of nonviable 
!rms can be freed up, the easier it is to 
remobilize those assets. 

France and Germany were among 
the !rst to reform bankruptcy systems in 
response to the current crisis. In Eastern 
Europe and Central Asia several econo-
mies have recently started to do so. Lat-
via’s new insolvency law became e#ective 
in January 2008, Lithuania’s in July 2008. 
And in December 2008 Estonia adopted 
a new reorganization act that establishes 
a legal procedure enabling distressed 
companies on the verge of insolvency to 
reorganize themselves, restructure their 
debt and take other measures to restore 
their !nancial health and pro!tability. 
Such e#orts are timely. "e region’s aver-
age recovery rate following bankruptcy 
is 32%, far lower than the 69% in OECD 
high-income economies. 

WHAT CONSISTENT 
REFORMERS DO

As Doing Business has tracked regula-
tory reforms over the past 6 years, some 
patterns have started to emerge. Regula-
tory reform tends to pick up when pres-
sure rises. One reason can be increasing 
competition as economies join a com-
mon market or trade agreement, such as 
the European Union or the U.S.–Central 
American Free Trade Agreement. Finan-
cial crisis and economic downturn are 
another strong motivation for reform. 
So is the need to rebuild an economy 
following con$ict, as in Liberia, Rwanda 
and Sierra Leone.

Whatever the motivation, govern-
ments that succeed in sustaining reform 
programs, as measured by Doing Busi-
ness, tend to have common features. To 
begin with, they follow a longer-term 
agenda aimed at increasing the com-
petitiveness of their !rms and economy. 
Colombia, Egypt, Malaysia and Rwanda 
are all examples of economies incorpo-
rating business regulation reforms into a 
broader competitiveness agenda. 

Such reformers continually push 
forward and stay proactive. Singapore 
and Hong Kong (China) rank among 
the top economies on the ease of doing 
business and are also some of the most 

consistent reformers. "is year Singapore 
once again tops the rankings on the ease 
of doing business—for the fourth year 
in a row. And in the past year it contin-
ued with reforms, implementing online 
and computer-based services to make it 
easier to start a business, deal with con-
struction permits and transfer property.

But while successful reformers 
follow a clear direction in their policy 
agenda, they do not hesitate to respond 
to new economic realities. Mauritius, 
the top-ranked economy in Sub-Saharan 
Africa, just announced a new insolvency 
act “to maintain the viability of the com-
mercial system in the country.”9 

Successful Doing Business reform-
ers are comprehensive. Over the past 5 
years Colombia, Egypt, Georgia, FYR 
Macedonia, Mauritius and Rwanda each 
implemented at least 19 reforms, cover-
ing 8 or more of the 10 areas measured 
by Doing Business (!gure 1.7). "is broad 
approach increases the chances of suc-
cess and impact. Recent research sug-
gests that reforms in di#erent areas tend 
to be complementary. One study !nds 
that a%er reforms reducing barriers to 
entry in India, states with more $ex-
ible employment regulations saw a 25% 
larger decrease in informal !rms.10 Other 
studies show that when economies open 
up their product markets to international 
competition, the bene!ts are greater if 
the cost of entry is lower. Lower barriers 
to entry allow !rms to move more easily 
toward industries that most bene!t from 
trade openness.11 

Consistent reformers are inclusive. 
"ey involve all relevant public agencies 
and private sector representatives and in-
stitutionalize reform at the highest level. 
Colombia and Rwanda have formed reg-
ulatory reform committees reporting di-
rectly to the president or prime minister. 
More than 20 other economies, includ-
ing Burkina Faso, India, Liberia, FYR 
Macedonia, the Syrian Arab Republic 
and Vietnam, have formed committees 
at the ministerial level. Reforms in Egypt 
involved 32 government agencies sup-
ported by the parliament. 

Successful reformers stay focused 

FIGURE 1.6
Three-quarters of economies have made it easier to start a business

Note: Not all indicators are covered for the full period. Registering property was introduced in Doing Business 2005, and paying taxes, 
trading across borders, dealing with construction permits and protecting investors in Doing Business 2006. 
Source: Doing Business database.
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the whole population albeit in a dispersed manner with only a smaller group actually 

benefiting. In the report Reforming the Investment Climate, the report lists obstacles connected 

to the implementation of these kinds of reforms. However even in this report that attempts to 

give some advice on how to reform investment climate, no substantive analysis of the results 

on the reforms implemented in this area is provided.26 

Results from Doing Business report show that “in relatively poor but well-governed 

economies, a 10-day reduction in start-up time was associated with an increase of 0.4 

percentage points in the growth rate and 0.27 percentage points in the investment rate”.27 

There seems to be a lack of monitoring in the finale stage of the objectives of these reforms, 

namely the effect on competition. The Reforming the Investment Climate report presents an 

evaluation on the implementation of the reforms whereas the Doing Business report provides 

us with a report on how much reforming have been made in the area of ease of doing 

business. An interpretation could be that it is not reflected whether well implemented 

competition policies have the intended effects, rather it is assumed that they will have their 

intended effect should they only be implemented correctly. 

2.2. Institutions 

A New Perspective on Growth 

North attempts to give an explanation to what determines an efficient, competitive market 

that economists many times only have mentioned as a given assumption. North argues that 

it cannot be seen as an automatic development that people more and more will interact in 

cooperate exchange and have the incentive to invest in innovation that can lead to a more 

efficient production and goods with better qualities. He refers to historic economic 

development and claims that without a development of ways of spreading risk, transforming 

uncertainty, creating large scale markets that lower costs of information, and enabling 

                                                

26 The International Bank for Reconstruction and Development / The World Bank, 2006 
27 The World Bank, 2009, page 3 
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negotiable government indebtedness, the growth of exchange and commerce as witnessed in 

the most affluent parts of Europe would not be today’s reality.28   

He compares the economic evolution of England and Spain to show that Spain has 

developed under an institutional framework that has discouraged productivity-raising 

activities. Instead the creation of monopolies, restrictions of entry and factor mobility, and 

political organizations that establish property rights that redistribute rather than increase 

income have enhanced private profitability. However, for England’s part, the institutional 

framework has permitted complex impersonal exchange, which, according to North, is 

necessary to attain political stability and to capture potential economic benefits”.29 

The study of institutions and their effect on economic growth and other potentially affected 

variables has encountered difficulties in finding good indicators. The problems around 

claiming causality may also be a particularly difficult task for advocators of institutions. 

Rodrik has made an impressive empirical study of institutions. He uses mortality rates of 

colonial settlers as an instrument for measuring institutions30 since this is viewed to be what 

determined whether the English colonizers settled and established functioning institutions. 

He then uses this instrument to show that institutions are what actually is the main 

determining factor to economic growth, both indirectly, through affecting the level of 

international trade, and directly through increased investment incentives in the domestic 

market. He even goes as far as saying, and not without foundation, that institutions trump 

everything else.31  

If it were true that the world’s economies are on the frontiers of neoclassical production 

functions, the low-income economies would have a marginal product of capital much higher 

than would the high-income economies. Olson divides possible explanations to growth into 

two groups. The first group includes any kind of resources belonging to an economy, such as 

capital, land, and labour. The second one includes institutions and public policies. He points 

                                                

28 North, 1995 
29 North, 1995 
30 Rodrik, 2004 
31 Rodrik, 2004 
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to the fact that countries sharing borders can have big differences in per capita income and 

regions in the same countries have less of a difference in per capita income. He argues that 

these two circumstances show that it is the policies and institutions that must be the major 

explanatory factor to economic growth.32 

He claims that poorer countries are further from their potential per capita income and can 

therefore have a faster growth rate than a rich country. He supports this by the finding that 

the fastest-growing countries are never the countries with the highest per capita incomes but 

always a subset of the lower-income countries. He rejects the endogenous growth model 

from its disability to explain the poorer countries fast growth rates as well as the old growth 

theory since it incorrectly assumes general convergence. Olson’s findings permit us to make 

the assumption that institutional growth theory has brought knowledge into our struggle to 

determine the reasons for why some countries have managed to develop fast where others 

have lagged behind.33 Olson resumes his findings of the importance of institutions by saying 

that ”… individual rationality is very far indeed from being sufficient for social rationality”.34 

It has been and still is a major task for the institutionalists to find good indicators to measure 

institutions. Property rights have served as an indicator that has been used frequently and it 

has managed to explain economic growth to a large extent. Clague, Keefer, Knack and 

Olson have presented their instrument for property and contract rights: Contract-Intensive 

Money, CIM. With the CIM index they’ve showed a relationship between effective property 

and contract rights and growth, or, more specifically, a relationship between these 

institutions and (1) the share of GDP that should be generated by industries that are 

especially dependent on the third-party enforcement, (2) gains from economies of scale and 

specialization a country should reap and thus a higher capital stock, productivity, and per 

capita income, and (3) greater ability to firms to raise capital, higher rate of investment and 

faster rate of economic growth.35 

                                                

32 Olson, in Knack, 2003 
33 Olson, in Knack, 2003 
34 Olson, in Knack, 2003 
35 Clague, Keefer, Knack, and Olson, in Knack 2003 



 17 

The indicator reflects the type of government that improves economic performance but does 

not attempt to explain it.36  The underlying reasoning is that investment is needed for 

innovation and new technologies. Where third-party enforcement is absent, investment is 

hindered since no gains from capital-intensive and large-scale production can be made. 

Contract enforcement therefore affects the rate of growth. 37 

Social Capital and the Importance of Trust 

Rothstein and Teorell argue that quality of governance should be measured by the exercise 

of government power in the implementation of policies rather than by the detailed contents 

of the policies. They focus on the importance to the entrepreneur of knowing beforehand the 

risks implied in investing and the exact costs and requirements that the governments will 

enforce.  

The authors admit that there is a trade-off between impartial governance and its effectiveness 

and efficiency. Impartial governance is however not much of worth if it is blindly focusing 

on doing everything as fairly as ever possible on the expense of getting almost nothing done. 

However, they still point out that the importance of impartiality is higher than effectiveness 

and efficiency and the latter should therefore only be seen as a desired condition in addition 

to impartial governance.38 

Also, in the respect of attaining the strong positive effect from property rights, Rothstein and 

Teorell claim that the impartial governance system is an important precondition. When 

citizens believe that laws (less important what kind of laws) are implemented in a fair way, 

they are assumed to act accordingly. Hence, existing property rights together with impartial 

governance will lead to higher incentives to investment since it is logical for the citizens to 

assume that people will not violate their properties.39  

                                                

36 Clague, Keefer, Knack, and Olson, in Knack, 2003 
37 Clague, Keefer, Knack, and Olson, in Knack, 2003 
38 Rothstein and Teorell, 2005 
39 Rothstein and Teorell, 2005 
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A much recognized and serious issue is corruption. An act of an official, made in order to 

gain his own special interests to the cost of others, is violating the principles of impartiality. 

Studies show that growth is reduced by corruption’s tendency to lower investment.40 Social 

capital has by Knack and Keefer been claimed to be the main reason for this effect. Social 

capital, referring to individuals’ trust to other inhabitants and the state, is viewed to have a 

positive effect on investment since people do not see the need to spend a lot of money to 

ensure that they are not being exploited in economic transactions. They state: ”[trusting] 

societies not only have stronger incentives to innovation and to accumulate physical capital, 

but are also likely to have higher returns to accumulation of human capital”.41 

Trust can be considered as forming a part of a country’s culture. It is basically representing 

expectations on whether the government succeed in fairly observing contracts. Without trust 

market transaction cannot be expected to take place. This is easy to see considering that a 

person who believes that its business partner will not fulfil his obligations, has, assuming 

he’s acting as an economically rational individual, no incentive to fulfil his end of the 

contract. Consequently people only engage in these kinds of deals with people they know, 

which in turn will form a society built with clientelism, nepotism, and family ties. The reality 

also shows that an extreme absence of trust is one of the major characteristics of the culture 

of poverty.42 

                                                

40 Rothstein and Teorell, 2005 
41 Knack and Keefer, in Knack, 2003 
42 Szirmai, 2005, page 501 
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3. The Need for Additional Mechanisms to Competition Law 

and Policies 

3.1. Incentives to the Small Entrepreneur 

Rodrik proves a positive relationship between institutions and GDP. What he further argues 

is that this relationship is due to institutions ability to stimulate entrepreneurship. In relation 

this statement, a much relevant question may therefore be what kind of entrepreneurship? 

This paper argues that it foremost benefits the kind of entrepreneurship that is smaller in its 

output quantity and constituting a smaller part of the market in which it is operating. In 

order to give an example one can imagine a small new entrepreneur who has little capital to 

invest, little power on the market, and who easily can be pushed away by bigger already 

well-established companies. This entrepreneur would have a greater incentive to make 

investments, enter contracts, and put his money at risk were there sound institutions in place 

that ensured property rights, enforced contracts and guaranteed no corruption. 

Ten important factors that should exist in order to make competition reforms succeed are 

presented in the report, Reforming the Investment Climate. The ten listed factors concern the 

following:43 

Determining of policy reforms – Openness to international trade – Access to new 

information – Seizing the opportunity to make reforms when in crisis – Piloting – Education 

of the supporters to the reform – Management techniques into the public sector – Ensuring 

mechanisms that help make the reform permanent – Monitoring – Ensuring a good reform 

process 

The report gives advice on how to implement the competition reforms. It discusses the 

importance of a presence of sound institutions. Yet, what is not mentioned as an obstacle is 

the existence of sound institutions that go beyond the actual implementation phase of the 

specific reform. Institutions do help competition policies to be implemented. What this paper 

                                                

43 The International Bank for Reconstruction and Development / The World Bank, 2006 
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emphasizes is that institutions help in another very important way; when the competition 

policies have succeeded in reducing the large companies’ dominating role on the market, 

sound institutions will encourage entrepreneurs to enter the market and, by doing so, ensure 

a well-functioning competitive market. 

3.2. Corruption 

Corruption reduces the rates of return to capital for small firms more than for large firms. 

Large firms find it easier to circumvent regulations and to protect themselves from corrupt 

petty officials. Larger firms can use their political power to realise higher rates of return to 

capital. Their corruption is of a cost-reducing kind, allowing them to enjoy monopoly profits 

and scale economies. New start-ups and small firms are more vulnerable to corruption. For 

them, corruption acts as an additional cost-increasing tax on their activities. Thus, 

corruption will impede the entry of small-scale firms, which can make important 

contributions to innovation and employment growth.44 

3.3. Impartiality 

It would be reasonable to assume that it is important to make sure that also the laws 

constraining trade and regulation, aiming at promoting competition and the ease of doing 

business, are correctly and impartially implemented. And further that the exact meanings of 

the laws and policies would be less relevant. As discussed in chapter 2, Rothstein argues for 

impartial governance. He analyses the different views on the popular concept of ”rule of 

law”. Here, there are different strands of which two are quite far away from each other. The 

first one implies that it is only the level of impartial implementation of the laws that should 

determine whether the rule of law is good or bad. The other strand argues that it is the laws 

themselves that also need to be ”good”, taking up the former Nazi Germany as an example 

of a well functioning legal system and therefore would, with the former strand’s definition, 

score high on the rule of law. Rothstein supports the former strand.  

Earlier in this paper, it is presented that Rothstein argues that property rights, together with 

an impartial government, encourage people’s will to invest. In the same reasoning it should 

                                                

44 Szirmai, 2005, page 479 
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be logical to assume that the competition laws and policies as well as the doing-business 

reforms are better followed and more used if people consider the exercise of governance to 

be impartial. 

The researchers introducing us to the CIM index provided evidence that ”economic growth 

and investment significantly accelerate when governments impartially protect and precisely 

define the rights of all participants in the economy”.45 

It would go in line with above statements to presume that an economy with more trust and a 

more impartial governance would also have a higher level of competition, taking into 

account the definition of competition with its actual objectives to increase production per 

input and investments in innovation. This paper argues that it is the smaller companies with 

less market power and less financial capital that are most benefiting from a system with 

fairer governance and encouragements in the ease of doing business. The smaller companies 

are the ones that in absence of these systems cannot afford to make investments since they 

are constrained from doing a proper calculation of its future revenues because of the 

uncertainties connected with doing business under these circumstances. 

3.4. Different theory about institutions’ role to competition 

The Global Competitiveness Report defines competition in a much brooder way and argues the 

existence of three stages of economic development structure, that will lead to a more 

competitive market. It divides competition into 12 pillars: institutions, infrastructure, 

macroeconomic stability, health and primary education, higher education and training, 

goods market efficiency, labour market efficiency, financial market sophistication, technical 

readiness, market size, business sophistication, and innovation.46 The Global Competitiveness 

Report has therefore emphasized the importance of other variables rather than just 

competition law and policies. Institutions are considered to represent one out of four 

indicators presumed to constitute the first stage in the development towards a competitive 

                                                

45 Clague, Keefer, Knack, and Olson, in Knack, 2003, page 104 
46 World Economic Forum, 2008 
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market. The other ones belonging to the factor-driven stage are infrastructure, 

macroeconomic stability, and health and primary education. 

To assume that the road to a competitive market has three stages of economy structure, 

namely factor driven, efficiency-driven, and innovation driven economies, may seem like a 

logical and realistic image of development. However, this paper argues that institutions have 

a much higher degree of determinative significance to competition than as being one out of 

four factors constituting the fundamental precondition stage, as the Global Competitiveness 

Report suggests. This paper argues that institutions represent a major contributing factor to 

competition and would rather put institutions as the single factor constituting the basic first 

precondition to competition. 
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4. Cross Country Regression Analysis 

This section presents the indicators that are used in order to analyse the relationship claimed 

between competition, competition law and policies, and institutions. 

4.1. Choice of Indicators 

Some of the indicators of institutions that by economists have been argued to have a positive 

effect on economic growth are impartial governance, property rights, rule of law, enforced 

contracts, absence of corruption, and trust. In order to test the hypothesis made in this paper, 

an index on institutions, presented by the Global Competitiveness Report, will be used. This 

index includes not only public institutions but also private institutions, incorporating 

accounting and reporting standards and transparency, which are assumed to be of great 

importance in order to maintain investor and consumer confidence. 

In addition to the main regression that tests the hypothesis with the institutions index, three 

other indicators are used, replacing this index, in order to examine those that may be 

expected to have an extra strong impact on the effect of competition law and policies. Two 

of these are the earlier mentioned, important conditions: trust and corruption. 47 Trust can be 

viewed as measuring what people actually believe to be the status of many important 

institutions such as rule of law and impartial governance. Therefore it is assumed in this 

paper that it will serve as an important factor to create investment incentives and hence a 

high level of competition. As argued above it is reasonable to assume that new start-up firms 

and small firms are more vulnerable to corruption, why this indicator also is expected to 

increase competition law and policies’ effect on competition and will be introduced as an 

explanatory variable.  

The third indicator tested is the index also presented by the Global Competitiveness Report: 

basic requirements, consisting of the four sub-indicators: institutions, infrastructure, 

macroeconomic stability, and health and primary education. Since it is argued earlier in this 

                                                

47 Shleifer 
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paper that institutions alone should be better fitted to constitute this index, it is interesting to 

test whether this argument has any substance.48 

Measuring an economy’s level of competition is a complex task and few reports make an 

attempt to make any quantitative measures at all. A higher level of competition should in 

theory stimulate innovation and productivity. The Global Competitiveness Report has presented 

an index measuring innovation that therefore will be used as an indicator of competition. Its 

two sub-indexes are innovation and sophistication, where sophistication is considered as a 

good measurement of efficiency in the production of goods and services.49 

Finally an indicator quantifying laws and policies that aims at promoting competition is 

used.  The Competition Law and Policy Indicator, CPL, constituted by the sub-indicators 

antitrust framework and network sector regulation will serve as the corresponding indicator. 

This means that the policies incorporated in this index both covers the policies enhancing 

competition on a general level as well as on a decentralized level within deregulated network 

industries.50 

Limitations to the Analysis 

The availability of the indicator CPL is limited, which constrains the data analysis to 30 

OECD countries. Further, when measuring the effect of trust and corruption, the number of 

countries is reduced to 24 and 27 respectively. This means that there is limits to the paper’s 

possibilities to draw general conclusions about its hypothesis outside these quite separated 

economies represented in the samples.  

The CPL indicator measures the country scores of 2003. The institutions index and the 

competition indicators are values from 2007. This generates a time lag of four years. In this 

case this time lag may not be causing too much trouble since the CPL indicator serves as the 

determining variable and thus may take a few years to have its proper effect on competition. 

                                                

48 World Economic Forum, 2008 
49 World Economic Forum, 2008 
50 OECD, 2007 
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In order to make the analysis coherent the other index variables are also measures from 

2007. 

4.2. Correlations relevant to competition and institutions 

As earlier argued, various theories state that competition is important in order for an 

economy to seize its potentials in production. The regression in figure 3 shows that the 

claimed relationship has support from empirical data. 

Figure 3  

 

Competition law and policies appear to have no effect on competition from a simple 

regression between the two variables (Figure 4). This is interesting since the very objective of 

the introduction of these laws and policies is to attain a higher level of competition. 

Figure 4 

 

As earlier argued, institutions are expected to have a positive effect on competition. 

Assuming that the indicators chosen for institutions and competition are reliable, the 
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empirics, at least from the OECD economies herein analysed, indicate that the theory about 

institutions’ effect on growth and competition has empirical support. (Figure 5) 

Figure 5 

 

The hypothesis of this paper, being that competition law and policies’ effect on competition 

is stronger when sound institutions are in place, is reflected in figure 6. The ten countries 

that have the best scores on the institutions index have been separated from the initial 

sample of 30 and the regression made in figure 4 is here made with only these top-

performing countries. The hypothesis would then suggest that these ten countries show a 

better relationship between the indicator of competition law and policies and the indicator of 

institutions. The plotted graph below shows a weak but positive relationship.  

Figure 6 
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4.3. Testing for other measures of institutions 

Trust, corruption, and the basic-requirements index (argued by the Global Competitiveness 

Report) are introduced in order to replace the institutions index. Since these variables, should 

they be put together in an explanatory model, probably would generate the problem of 

multicollinearity they are tested one by one. It has already been argued by economists, as 

presented in chapter 2, that trust and absence of corruption has a positive effect on growth 

and this paper expects that their contribution to competition also must be strong. This seems 

to be the case from the plotted regressions in figure 7 and 8, illustrating trust’s and 

corruption’s relations to competition respectively. 

Figure 7 

  

Figure 8 
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correlation between competition law and policies and trust and corruption respectively. Yet, 

from the figures 9 and 10, no relationship seems to emerge. 

Figure 9 

 

Figure 10 

 

The basic requirements index is introduced, by the Global Competitiveness Report, as 

representing the basic requirements in order to be able to reach a more competitive market. 

A clear positive relationship is plotted in figure 11, supporting the report’s assumption. 
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Figure 11 

 

However, also this index seems fail in explaining the preconditions for competition law and 

policies’ ability to affect an economy’s competition level. (Figure 12) 

Figure 12 

 

In summary, all these three indicators that have made an attempt to replace the institutions 

index have failed (in these plotted diagrams) to show a tendency to contribute to CPL’s 

ability to affect the level of competition. The institutions index seems however not to have 

failed the theory so far. These and other regressions will be further examined in the next 

chapter. 

3 

3,5 

4 

4,5 

5 

5,5 

6 

4 4,5 5 5,5 6 6,5 

In
no

va
ti

on
a 

to
 S

op
hi

st
ic

at
io

n 

Basic Requirements 

Linear Regression 

4 

4,5 

5 

5,5 

6 

1,5 1,7 1,9 2,1 2,3 2,5 2,7 2,9 3,1 

In
no

va
ti

on
 a

nd
 S

op
hi

st
ic

at
io

n 

Basic Requirements 

Linear Regression (Top 10 in Basic Requirements) 



 30 

5. Econometric Analysis 

5.1. Measuring the Strength of the Theory 

The assumed model, describing the independent variables explaining competition can be 

written as a linear function: 

 

An economy’s level of competition is thus assumed to be determined by the sum of a 

constant, the level of competition law and policies, the level of sound institutions, and the 

product of competition law and policies, and institutions. If  the constant β4, determining the 

level of impact of the product of CPL and institutions on competition, is higher than 0, the 

indicators CPL and institutions not only on their own contribute to competition but are in 

addition causing a positive effect from complementing each other. If this is true, the change 

in competition, when increasing CPL and holding all other variables constant, will depend 

on the level of institutions so that . 
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5.2. Data 

The summary statistics presented in figure 13 shows all the variables analyzed in this 

chapter.  

Figure 13 

Summary Statistics 
Dependent Variable: Innovation and Sophistication, 2007 

Variable 
Abbreviation Mean 

St. 
Dev. Min Max N Year Source 

Competition Law and 
Policy CPL 2.21 0.44 1.43 2.89 30 2003 OECD 

Institutions Index 
Inst 5.04 0.88 3.49 6.18 30 2007 

World 
Economic 

Forum 
CPL*Institutions Index CPL*Inst 11.12 2.98 6.15 17.25 30 - - 

Trust in People 
Trust 0.32 0.15 0.1 0.66 24 2007 

Andreas 
Shleifer 

CPL*Trust in People CPL*Trust .88 .36 .22 1.80 24 - - 

Corruption 
Corr 8.58 1.52 4.76 10 27 2007 

Andreas 
Shleifer 

CPL*Corruption CPL*Corr 19.23 4.82 11.10 28.90 27 - - 

Basic Requirements 
Index 

BR 5.4 0.59 4.34 6.18 30 2007 

World 
Economic 

Forum 
CPL*Basic Requirements 

Index CPL*BR 11.90 2.68 7.71 17.74 30 - - 

GDP/Capita 
GDP/Cap 39703 21429 8874 103823 30 2007 

The World 
Bank 

GDP/Capita Growth 
Growth 2.9 1.96 .82 10.46 30 2007 

The World 
Bank 

Public Sector Expense 
(% of GDP) PublicExp 32.51 8.05 17.63 44.40 27 2007 

The World 
Bank 

Competition Law and 
Policies’ CPL’ 2.22 .45 1.43 2.89 28 2003 OECD 

Institutions’ 
Inst’ 4.98 .88 3.49 6.18 28 2007 

World 
Economic 

Forum 
Competition Law and 
Policies*Institutions’ CPL*Inst’ 11.04 3.07 6.15 17.25 28 - - 

’Outliers (New Zealand and Sweden) omitted 

 

5.3. Regressions Analysis 

It would have been interesting to investigate the relationships with respect to change in time. 

This will not be done in this paper due to limits in access to data for both indicators on 

competition, and competition law and policies.  

The variables that are serving as replacements for the institutions index are introduced one 

by one as presented in figure 14. This is in order to avoid an increase of degrees of freedom 

since the samples are small and risk to generate a low level of significance. 
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Figure 14 

Regressions 
Dependent Variable: Innovation and Sophistication 

 1 2 3 4 5 6 7 8 9 10 11 

Constant 
5.10*** 
(.000) 

1.70*** 
(.002) 

6.36** 
(.030) 

.76 
(.751) 

3.65 
(.349) 

4.56 
(.243) 

6.65* 
(.076) 

6.80** 
(.024) 

6.69** 
(.027) 

8.30*** 
(.007) 

5.91** 
(.039) 

CPL 
-.17 

(.565)  
-2.13* 
(.099) 

1.21 
(.262) 

-.74 
(.653) 

-2.38 
(.175) 

-3.35* 
(.054) 

-2.45* 
(.073) 

-2.18* 
(.096) 

-3.00** 
(.033)  

Inst 
 

.60*** 
(.000) 

-.24 
(.665)     

-.30 
(.590) 

-.29 
(.609) 

-.53 
(.340)  

CPL*Inst 
  

.382 
(.128)     

.45* 
(.093) 

.39 
(.123) 

.52** 
(.049)  

Trust 
   

9.22* 
(.094)        

CPL*Trust 
   

-2.687 
(.268)        

Corr 
    

.14 
(.746)       

CPL*Corr 
    

.08 
(.674)       

BR 
     

.09 
(.899) 

-.23 
(.724)     

CPL*BR 
     

.41 
(.196) 

.56* 
(.071)     

GDP/Cap 
       

-5.27E-6 
(.414)    

Growth 
        

-.03 
(.495)   

PublicExp 
      

-.002 
(.831)   

-.01 
(.572)  

CPL’ 
          

-2.00 
(.116) 

Inst’ 
          

-.13 
(.809) 

CPL*Inst’ 
          

.35 
(.158) 

R2 .01 .57 .63 .50 .52 .74 .81 .64 .63 .68 .81 
N 30 30 30 24 27 30 27 30 30 30 30 

 ’Outliers omitted 
 Significance level denoted by: ***(1% or less), **(5% or less), *(10% or less) 
 P-values in brackets 

 

As the results from figure 14 shows, CPL*Inst enters the model with a positive sign, 0.523, 

and with a 95% significance for regression number 10 where public sector expenses are 

included. The p-value might have been lower if the sample had been bigger. The institutions 

index enters with a negative sign, however the p-value is not significant. Considering the 

sign and p-value of CPL’s effect alone, it seems as though the indicator actually has a 

negative effect on competition.  

The R2-value 0.63 in regression number 3, which serves as an indication of how well the 

model is describing its dependent variable, is not a spectacular one. In the regressions where 
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two outliers have been omitted, the R2-value increases to 0.81, which is quite high. Yet, this 

measure can be misleading if given too much focus. 

With respect to the relatively small sample used in this analysis, it is of little use to look for 

autocorrelation, nonstationarity, heteroscedasticity or non-normally distributed residuals. 

Replacing Institutions Index 

A quite interesting difference between the trust indicator and the aggregated index of 

institutions is that trust on its own is significant on a 90% degree whereas the institutions 

index is strong in its ability to increase CPL’s effect on competition. The p-values are very 

high for the regression with corruption as an explaining variable, however it should here be 

noted that the number of countries have been reduced from 30 to 27. Also the basic 

requirements index enters positively into the model with a significance of 90%. However, 

comparing with CPL*Inst, the CPL*BR coefficient scores lower for the level of significance 

(p-value: 0.071 compared to 0.049). 

Correction for Omitted Variables 

BNP/capita, BNP/capita growth, and public sector expenses in % of GDP have been 

introduced in order to correct for mistakenly omitted variables. The introduction of 

BNP/capita changes CPL*Inst to a higher coefficient as well as to a significance level of 

90%. Public sector expenditure is one way of measuring the size of the public sector. It 

would be possible that the size of this sector impose an effect on the level of competition 

since a large government can be associated with less efficiency due to its ensured existence 

form the government. The results from the regressions in this paper show that it does have 

an effect. This introduced correction variable actually generates increases in the significance 

level for both CPL*BR and CPL*Inst, where the latter reaches a significance of 95%.  

Outliers 

New Zealand (2.01, 4.26) measures a very low value on innovation and sophistication and 

Sweden (1.95, 5.53) scores very high. Both are far away from the drawn regression line 

representing the thought relationship between competition law and policies and competition. 

Sweden has a slightly higher value on the institutions index than does New Zealand. A 

possible contributor to New Zealand’s low level of competition may be its geographically 
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peripheral location, in that it might decrease its economy’s exposure to the world market. 

Sweden, with a law system fairly open for interpretation, might have laws related to and 

maybe in a way covering anti-competitive behaviour resulting in the low score on CPL but 

still high level of competition. In figure 14, the regression in column 3 is remade in column 

11 but with these two countries omitted. The results are however not improved by this 

adjustment of the sample. 

Economic Significance 

Some of the variables in the different correlations from figure 14 were significant and some 

were insignificant. This is of little importance to economic knowledge about what can and 

should be done in order to reach certain objectives if the effects discussed are trivially 

small.51 The economic significance of a few variables will therefore be discussed in this 

section in order to get a better understanding of the size of the effects that the claimed 

determinants can be expected to have on the level of competition. 

To begin with, the coefficient for CPL*Inst for regression number 10, which is the one of 

extra relevance in this paper, will be examined. The coefficient takes the positive value of 

0.523 in the regression. This suggests that a country such as Mexico, scoring among the 

lowest on the level of competition, 3.60, would have to increase CPL*Inst from 9.42 to 

12.40 in order to get to the level of competition inhered by a country such as Austria, 5.16, 

being one of the top scorers of the index of competition (counting: 5.16-3.60=1.56 and 

0.523*2.98= 1.56). A value of 12.40 on the CPL*Inst index is, in relation to other countries’ 

value, not very high considering that the highest scorer, Switzerland, reaches the value of 

17.25. This would suggest that the economic significance of the coefficient for CPL*Inst is 

relatively high. 

The basic requirements index generates pretty similar results as the institutions index in 

terms of statistical significance. The same comparison between Mexico and Switzerland is of 

use in order to see if an economic significance can be claimed. Using the regression where 

PublicExp is included, the calculations for the CPL*BR index with the slope set to 0.488 

                                                

51 Ziliak and McCloskey, 2004 



 35 

show that Mexico would have to raise its CPL*BR index from 12.07 to 14.84 in order to 

reach Austria’s level of competition (counting: 5.16-3.60=1.56 and 0.563*2.77 =1.56). It is 

true, also for the CPL*BR index, that the change, to move up to Austria’s level of 

competition by reaching the CPL*BR score of 14.84, is far from impossible considering that 

the highest scorer of this index reaches 17.71 (Switzerland). 

This paper claims the importance of institutions in order to get CPL to affect competition. 

The highest scorers on institutions are Denmark and Finland, both reaching 6.18. If Mexico 

can manage to attain their level of institutions and keep the level of CPL, 2.70, fixed it will, 

according to the model, elevate the level of competition from 3.60 to 5.79 (counting: 

6.18*2.70−9.42 = 7.27, 7.27*0.523=3.80 and 3.80+3.60=7.40), which means that Mexico 

would go from being the lowest scorer on competition among the 30 OECD countries 

included in this analysis to being the number one top scorer on competition (USA would 

reach 2nd with 5.80). 

The regression of number 10 further suggests that an increase of CPL will result in a 

decrease of competition should the level of institutions be lower than 5.73 since CPL enters 

both negatively and positively in the model (counting: 0.523*5.73=2.998). All but 6 of the 30 

countries in this analysis fail to reach this level of sound institutions, namely: Denmark, 

Finland, Iceland, Norway, Sweden, and Switzerland. 

Causality 

It might be the case that institutions’ effect on competition only is due to the fact that it 

affects the implementation of competition policies. Amin and Djankov argue that 

democracy leads to growth-enhancing reforms since the politicians in a democracy want to 

make the kind of reforms that will increase the possibility for them to be re-elected.52 Along 

these lines it could be reasonable to investigate whether sound institutions affect politicians 

in their choice of reforms. Institutions could in addition to their direct influence on people to 

invest also be expected to influence the will of politicians to make reforms in the area of 

competition law and policies since they with better institutions have better reasons to believe 

                                                

52 Amin and Djankov, 2009 



 36 

that the introduced reform will have an effect on the competition level, which in turn would 

increase their chance to be re-elected. Yet, the regressions presented in figure 14 indicate that 

CPL rather will impose a negative effect on competition, so it may seem as rather unlikely 

that the positive effect from institutions is caused through its impact on CPL. Yet again, the 

institutions’ relevance in the model cannot be stated just because CPL does not seem to be 

the real source. As illustrated in figure 15 this potential real source of positive effect is not 

known. The variable GDP/Capita could very well be such a variable. The inclusion of that 

variable resulted in an increase of the CPL*Inst variable however, just as did the PublicExp 

variable. 

The possibility that the level of competition can affect the level of sound institutions should 

not be neglected. As argued above, a pressure, such as a higher level of competition from the 

foreign market, seems to result in more reforms made in the area of doing business, 

discussed in a World Bank report.53 Thus a reverse causality than implied by the model 

should be considered as a possibility. However, the results from the regressions made in this 

chapter also show a tendency of a positive relationship between competition and the product 

of CPL and institutions. This causality might be more difficult to argue against; one would 

have to argue that a higher level of competition would lead to more competition law and 

policies to a higher extent when institutions are present than when they are absent. Or 

probably even harder to argue: that competition should lead to more sound institutions 

when competition law and policies are higher. 

                                                

53 The World Bank, 2009 
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Figure 15 

 

 

 

 

 

 

Should the institutions’ effect on competition only be due through their effect on the level of 

competition law and policies, a correlation would be to expect between the two variables. 

The correlation scheme in figure 16 indicates that there is little correlation between 

institutions and CPL. 

Figure 16 

Correlations 

 Innovation CPL Institutions CPL*Institutions 
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5.4. Implications of Results 

The hypothesis that sound institutions are contributing to competition law and policies effect 

on competition seems to have support in the empirics. Both statistical and economic 

significance reach acceptable levels, which makes the hypothesis more robust.  

The basic requirements index is a much general index as it encompasses institutions, 

infrastructure, macroeconomic stability, and health and primary education. However, it is 

not far behind the institutions index in its ability to serve as a contributor or prerequisite to 

competition law and policies. The index is not as statistically significant as the institutions 

Competition 

? Competition 

Law and Policies 

Institutions 
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index and might therefore be considered as a less accurate variable in the attempt to explain 

the determinants of competition.  

It is interesting that CPL appears to contribute negatively to competition when an economy 

does not have sound institutions in place. One possible explanation could be that many 

constraints to companies’ ability in realizing the businesses they see as profit-generating, 

deter companies to enter the market at all, leading to less pressure on the companies that 

already are established on the market and hence contribute to a less competitive market. 

The fact that there is a lagged time difference of four years in the regressions shouldn’t be 

forgotten. However the analysed variables are quite slow moving over time and the errors 

creating risk of misinterpretation are probably not that major.  
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6. Discussion 

WTO has pointed to the fact that companies become restricted in their possibilities to realize 

their strategic- and profit generating plans from the introduction of competition law and 

policies. 54 This is indeed a much relevant issue to take into account when determining what 

kinds of reforms that will be positive for an economy. Should the introduction of 

competition law and policies affect some major companies to choose to move parts of their 

business and production elsewhere, this particular action would most certainly harm the 

economy at least short term. Considering the fact that CPL seems to affect competition 

negatively for countries that do not have considerably sound institutions in place, the 

criticism brought up within the WTO is of great relevance. 

As the introduction of this paper discusses, huge multi-national companies have gained a 

level of access to political and economic power that might undermine nation’s influence of 

the world’s developing path. A much frightening scenario would be a world order where 

democratically governed actors no longer were acknowledged by the large powerful 

companies and thus capital endowment together with other status-associated factors would 

be the sole determinants of the development of the world. 

Findings from the World Bank’s Doing Business report show that the kind of regulatory 

reforms that aim at making the business climate better tend to pick up when pressure rises. 

Such a pressure, they suggest, can result from higher competition from having entered a 

common market or trade agreement.55 This can be considered as a positive effect since the 

pressure translates into business encouraging reforms. Maybe it can be reasonable to expect 

that governments will encounter similar pressures in the future and that the outcome, just as 

there have been increases in ”doing-business reforms”, also will be more reforms aiming 

towards ameliorating institutions of the kind that encourage impartial governance and trust 

in society? 

                                                

54 Anderson and Kovacic, 2009 
55 The World Bank, 2009, page 8 
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A major challenge to future research in the field of institutional economics is to transform 

the need of mechanisms that ensure sound institutions, such as the rule of law and the even 

more complex phenomenon impartial governance, into the adoption of reforms that can 

promote such sound institutions. Rodrik is emphasizing that only ”identifying the deeper 

determinants of prosperity does not guarantee that we are left with clear-cut policy 

implications”.56 He basically admits that his results of the importance of institutions and that 

they are the main determinant to growth are of little meaning to the politician. The notion 

that institutions are important to growth merely tells us that what people expect from 

investments and governmental action has a high impact on economic growth.57 Further, 

economies seem to profit differently from different kinds of institutional solutions. Striving 

towards finding universally applicable policies might therefore be a beforehand doomed 

attempt. Hence, even though sound institutions with well functioning laws and policies can 

be identified in one country, it is not likely that an attempt to copy the laws and policies 

from one country and introduce them in another would lead to the emergence of these 

sound institutions (such as trust and a low level of corruption). An explanation to this may 

be that laws and policies that do not correspond with existing norms and customs risk 

creating tensions and resulting in a situation where it is difficult to successfully implement 

and enforce these laws and policies. 58 

It is important to be able to evaluate the effects from competition law and policies. 

Information on costs and benefits are necessary in order to enable a trade-off analysis of 

intervening policies contra liberty to the companies, which is necessary in order to seriously 

take into account the much legitimate critique brought up by the WTO. More information 

on the effects from competition law and policies are needed in future reports in order to 

enable further investigation of the determinants to the success of competition law and 

policies’ effect on competition. Further, it cannot be considered sufficient only to use reports 

based on results from OECD countries when analyzing competition and its explaining 
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components. The ability to hand out advice to developing countries is dependent on the 

monitoring of earlier work in these particular regions.  

Other papers, such as What is Quality of Governance, where Rothstein argues that institutions 

might hold the key of understanding economic growth in developing countries, do of course 

provide important evidence to the assumption that institutions are important in economic 

growth. Therefore following the reasoning and the results from this paper, it is of great value 

to continue the research in this field among the world’s poorer countries much in need of a 

creation of a business friendly and innovation-encouraging environment. 
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7. Conclusion 

There is a general conception among the world’s major global actors, such as the World 

Bank and the UN, that a competitive market is necessary in order for economies to seize 

their economic potentials. Competition keeps the prices low, encourages innovation, and 

results in more effective production. A simple plotted regression of competition and gross 

domestic product shows a clear relationship between the two factors. Today’s primary recipe 

to attain a competitive market is competition law and policies. Other popular measures are 

business-encouraging reforms such as lowering the number of days it takes to start up a 

business. Prominent researchers in the field of development economics have in various ways 

provided the world’s politicians with proof that institutions, such as rule of law, impartial 

governance, and trust among people are vital components of a well functioning economy 

with a high growth rate. The argumentation is straightforward; it is through the incentives to 

invest that these institutions have their important effect. This paper has investigated whether 

competition law and policies’ effect on the level of competition is stronger when sound 

institutions are in place. 

The indicators chosen to be representing the level of competition, competition law and 

policies, as well as institutions are all disputable and the number of countries used in the 

papers’ data analysis amounts to no higher than 30. Despite these shortcomings the model 

does quite a good job in explaining the level of competition. The indicator measuring 

institutions enters the model with a positive sign and can be considered significant both in a 

statistical and economic respect. It can therefore be assumed that institutions contribute to 

competition law and policies’ ability to positively affect competition. Further the results 

indicate that it is only the countries that have sound institutions in place that receive a 

positive effect on competition from increasing their competition law and policies. 24 of the 

30 countries in the sample that is analysed in this paper do not reach this necessary level of 

sound institutions. 

This paper is focusing on institutions’ importance in promoting competition and argues that 

they can help competition law and policies to succeed in attaining this aim. Other major 

reports treat similar areas: the Global Competitiveness Report introduces ten different factors 
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that they claim all to be important components in reaching a competitive market but that the 

factors are components of three stages and the Doing Business report gives a thorough 

presentation of today’s economies’ attempts in promoting a more business-friendly 

environment through reforming. These reports indicate that the need of investigation of the 

determinants of competition as well as measuring entrepreneurial-encouraging reforms is 

gaining acceptance among the world’s major actors that focus on economic development. 

However, important documents on competition-promoting measures still have an obvious 

main focus on competition law and policies and do foremost problematize their qualities as 

well as their implementation. 

This paper encourages a widening and maybe a slight shift of focus in the discussions of 

competition-promoting reforms. This widening or shift should enable institutions, with their 

already much accepted and realised importance in economic growth, to take a more 

prominent role in the much important work to develop higher levels of competition within 

the world markets.  
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