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THE LISBON AGENDA : ROAD TO A COMPETITIVE ECONOMY

CONTRIBUTION OF  EDA SALALI TO THE EUROFORUM ECOMON COMMITTEE IN ISTANBUL, 22-28TH  APRIL 2005

In March 2000, EU heads of states and governments agreed on an ambitious goal: making the EU "the most competitive and dynamic knowledge-based economy in the world, capable of sustainable economic growth with more and better jobs and greater social cohesion".

In particular, it was agreed that to achieve this goal, an overall strategy should be applied, aimed at:

· preparing the transition to a knowledge-based economy and society by better policies for the information society and R&D, as well as by stepping up the process of structural reform for competitiveness and innovation and by completing the internal market; 

· modernising the European social model, investing in people and combating social exclusion; 

· sustaining the healthy economic outlook and favourable growth prospects by applying an appropriate macro-economic policy mix.  

The Lisbon Summit was designed to mark a turning point for EU enterprise and innovation policy: it saw the high-level integration of social and economic policy with practical initiatives to strengthen the EU's research capacity, promote entrepreneurship and facilitate take-up of information society technologies.

The main issues for the realisation of the Lisbon agenda were:

· the necessary investment in R&D, that is three per cent of GDP; 

· reduction of red tape to promote entrepreneurship; 

· achieving an employment rate of 70 per cent (60 per cent for women);

However, nearly half-way through the implementation period, many critics complain that not much progress has been made on achieving these ambitious goals. After the recent global economic downturn, governments seem to have been reluctant to push through difficult and unpopular economic reforms or to focus on increasing their national budgets for research and innovation. Many economists claim that, as a result, the EU has lost valuable ground on its main competitors, the US and Japan. 

In its traditional Spring Report, which served as a basis for the Spring Summit in March 2004, the Commission set out to assess the progress made towards the Lisbon goals. This report was accompanied by the Implementation Report of the Broad Economic Policy Guidelines 2003-2005, the Joint Employment Report, and the Implementation Report on the Internal Market Strategy. All these reports paint a dire picture of the state of the EU's competitiveness. 

The Commission has therefore urged governments to give the Lisbon strategy fresh impetus. In particular, it outlined three priority areas:

· Investment in networks and knowledge: starting the priority projects approved in the 'European Growth Initiative'; 

· Strengthening competitiveness in industry and services: stepping up efforts in the areas of industrial policy, the services market and environmental technologies; 

· Increasing labour market participation of older people: promoting active ageing by encouraging older workers to work for longer.

At their Spring Summit meeting in Brussels on 25-26 March, EU leaders adopted conclusions on strategies to meet the Lisbon targets. "The European Council reaffirms that the process and goals remain valid. However, the pace of reform needs to be significantly stepped up," reads the paper. Moreover, governments pledged to "demonstrate the political will to make this happen", and they appointed the former Dutch Prime Minister Wim Kok to head a  high-level expert group to give new impetus to the Lisbon strategy. 

The group's mission was to assess the instruments and methods used to date and to involve Member States and stakeholders more closely to ensure the Lisbon objectives can be delivered. The Kok Report was presented to the European Commission and the European Council at the beginning of November 2004. It paints a gloomy picture on the progress made in the last four years, stating that the “disappointing delivery” is due to “an overloaded agenda, poor co-ordination and conflicting priorities”. However, the report puts the main blame on the lack of political will by the member states.

Within the framework of this paper,the competition policy of the EU will be discussed throughly.As the objective of the Lisbon Strategy is to focus on the need to create a european economy capable of being in competition with the US and Japan economies,the legal basis of the EU competition policy and the topics planned to be revised will be demonstrated briefly.

COMPETITION POLICY IN THE EC
The globalisation of the world economy,within the demolishement of the barriers concerning trade matters,led the countries all over the world to search the better ways to go further away in the way of developement.Thus,the competition,whose first aim is to increase the welfare of the consumer as a microeconomic actor by increasing the variety and productivity of firms,stand as an important macroeconomic vehicle of an enduring international economy.
Nowadays,developed and developing countries search the ways of getting their policies right,in trade and other spheres,such as competition policies in the interests of more open global markets so as to further benefit from trade liberalisation.At this point,it’s becoming more necessary to explore the various options towards bether competition policies in order to create multilateral competition rules.

Competition policy is also a key element of the European economy.Requiring firms to compete with each other fosters innovation, increases economic efficiency and, consequently, enhances the competitiveness of the European economy. Over time, this contributes to the creation of jobs and to greater welfare in Europe. Therefore, the European Commission plays a very important role in fostering competition policy in the candidate countries


A.INTRODUCTION
1.WHAT IS COMPETITION?

Competition represents the operation of market forces to determine trading conditions. Economists have developed various theories to explain the effects of competition. The purpose of the single market, particularly in relation to the free movement of goods, would be undermined if anti-competitive practices were not regulated. 

Competitiveness is determined by productivity growth; a competitive economy is one that experiences high and sustained productivity growth leading to an increase in standards of living. Many factors determine productivity performance. Key among these are: opportunities provided by market reforms to stimulate investment; the level of competition; the ability to innovate, both through increased investment in R&D and human capital development, notably through education and training; the capacity rapidly to transform technological and non-technological innovations into economic goods; the reorganisation of working practices through the adoption of information and communication technologies; competition regulations and consumer protection rules that ensure that competitive pressure operates fully in the Internal Market (inter alia in areas where the obstacles to competition and competitiveness take the form of restrictive regulations and monopoly) thus maintaining incentives for higher productivity; and an integrated market for goods and services that ensures that all potential gains are realised.

2.goals of competıtıon polıcy
Competition policy in the EC has three main objectives:

a.to create a single market for the benefit of consumers and producers;

b.to persuade firms to rationalise production and distribution and to keep up to date with        technical progress;

c.to prevent large firms from abusing powers.

3.context of the EC Competıtıon Law

i.The Legal Framework 

The origins of modern competition policy can be traced back to the end of the 19th century,mainly as a reaction to the formation of trusts in the United States.

In the main historical development of competition laws in the European Union,there are two different levels of juridiction: national and supranational.The latter is more interesting,as most 

European countries have not had proper competition laws until very recently,and such national laws are to a large extent reproducing the same features as the laws introduced by the Treaty of Rome and itssuccessive modifications.Therefore,its more useful to devote attention mainly to EU competition policies.

The framework under the EC Treaty reflects the objectives of competition policy :

· Article 3(g) requires that the activities ofthe EC shall include a system that competition law in the internal market is not distorted.

· Article 81 (85) prohibits agreements and concerted practices which distort competition (while providing for exemption where certain conditions are satisfied)

· Article 82 (86) prohibits abuse of a dominant position in the market. 

The two Articles complement each other in their coverage of anti-competitive practice.

· Article 86 (90) applies Articles 81 (85) and 82 (86) to public undertakings. 

· Article 87 (92) prohibits the granting of state aid (with some exceptions). 

ii.The Aims of Competition Law 

·  Protect the process of competition and rivalry. 
·  Control the exercise of economic power by preventing monopoly and punishing cartels. 

·  Remedying market failure. 

·  Consumer protection. 

·  EC context :

·   Articles 2 EC Treaty : 

· ‘To promote…a high degree of competitiveness and convergence of economic performance.’ 

· ”The Community shall have as its task, by establishing a common market and an economic and monetary union and by implementing the common policies or activities referred to in Articles 3 and 3a, to promote throughout the Community a harmonious and balanced development of economic activities, a high level of employment and of social protection, equality between men and women, sustainable and non-inflanatory growth, a high degree of competitiveness and convergence of economic performance, a high level of protection and improvement of the quality of life, and economic and social cohesion and solidarity among Member States.”

·  Articles 3(g) EC: 

· ‘A system ensuring that competition in the internal market is not distorted’

4.polıcy areas : 

a. ANTITRUST:

In order to be effective, competition assumes that the market is made up of suppliers who are independent of each other, each subject to the competitive pressure exerted by the others.

· Agreements which restrict competition are prohibited (Article 81 of the Treaty). This is for example the case of price-fixing agreements and cartels between competitors;

· Firms in a dominant position may not abuse of that position (Article 82 of the EC Treaty). This is for example the case for predatory pricing aiming at eliminating competitors from the market
b. MERGERS:

The Commission’s approach to the analysis of the competitive impact of mergers is            arranged by this regulation :

“A concentration which would significantly impede effective competition, in the common market or in a substantial part of it, in particular by the creation or strengthening of a dominant position, shall be declared incompatible with the common market.”

c. LIBERALISATION:

As indicated Article 86 of the EC Treaty :

“In the case of public undertakings and undertakings to which Member States grant special or exclusive rights, Member States shall neither enact nor maintain in force any measure contrary to the rules contained in this Treaty”

d. STATE AID

State aid that distorts competition in the Common Market is prohibited by the EC Treaty.

· By giving certain firms or products favoured treatment to the detriment of other firms or products, state aid seriously disrupts normal competitive forces. The firms who must compete with those receiving public support may ultimately run into difficulties, causing loss of competitiveness and endangering the jobs of their employees. Ultimately, then, the entire market will suffer from state aid, and the general competitiveness of the European economy is imperilled.

· The EC Treaty, however, allows exceptions to the ban on state aid where the proposed aid schemes may have a beneficial impact in overall Union terms such as aid having a social character or aid designed to  promote culture and heritage conservation
B.current debates :

1.the great rıval :USA

The efficiency of hourly work in the EU is below that of the US; in 2002 productivity per hour worked in the EU was at 86.8% of the US level. However, this figure masks wide differences between Member States’ performances. Labour productivity growth per hour worked advanced at a rate of 2.5% per annum in the EU during 1990-1995, but slowed down to 1.3% over the period 1995-2000. In the US, the corresponding figures are 1.1% and 1.9%.

Europe’s R&D efforts lag behind those of the US and Japan. Despite positive initiatives in some Member States, measures to increase the volume of, and improve the environment for, research investment have been fragmented and sluggish. While the latest available figures (2001) show overall R&D investment in the EU15 increasing slowly and approaching 2 % of GDP, its highest level ever, the average annual growth rate of 1.3 % remains wholly insufficient to catch up with the levels in the US and Japan and meet the 3 % target by 2010. Furthermore, the R&D investment gap with the United States has continued to widen from € 120 billion in 2000 to € 140 billion in 2001 mainly due to comparatively lower private expenditure in the EU.

Europe’s innovation performance also continues to lag behind its main competitors. The latest data show that, for a range of key indicators, large gaps remain between the EU and the US. The European weakness in patenting persists, in particular in high-tech areas. The data also suggest a worrying decline in life-long learning. This needs to be seen in context of the general lack of private sector investment in higher education and vocational training in Europe compared to its main competitors. But some of the indicators justify a more positive note. For instance, the share of Science and Technology graduates among all new graduates in the EU is significantly higher than in the US, and the gap in ICT expenditures has been cut by half since 1996.

Europe continues to suffer from an “entrepreneurship gap”. Entrepreneurship is far less frequently considered as a professional option than in the US. It is essential to improve attitudes towards entrepreneurship and to strengthen the incentives for self-employment.

Europe not only needs more entrepreneurs, but also needs conditions that support enterprise growth. Lack of financial support, complex administrative procedures and lack of skilled labour are still identified as the key barriers to starting and expanding a business. This is particularly true for technology-intensive sectors such as biotechnology, where the number of new start-ups has recently been larger in Europe than in the US, but whose growth is severely hampered by inadequate access to risk capital.

2.need for a multılateral framework
The increasing importance of international cooperation between competition law enforcement authorities is widely recognised. For these reasons, the Commission pursues a dual policy of, on the one hand, developing enhanced bilateral cooperation with the European Community's main trading partners and, on the other, of examining ways to expand multilateral co-operation in the field of competition.

The European Community’s support for regional integration is well known. Much of its current competition policy field is done within the framework of regional agreements such as the Europe Agreements with countries of Central and Eastern Europe or Agreements with Mediterranean countries. Moreover,the Commission is fully committed to the expansion and deepening of bilateral antitrust cooperation

In a globalised economy,it has become essential to develop a multilateral approach to competition law and policy

            The question is why we need a framework agreement on competition?

a.Globalisation of business activities increase in competition cases in 

an international dimension :

Coordination of procedures is not, however,sufficient if national laws are not designed to address market Access issues which foreign firms may face.These problems can only be resolved if countries around the world enact sound competition principles and enforce them effectively.

As indicated Karel Van Miert, successor vice-president of EC,

”The case by case approach of bilateral agreements is not sufficient to meet all the concerns raised by globalisation. If we are able to reap the benefits of greater tradeliberalisation,a more comprehensive and consistent approach is necessary.”

b.Policy of active competition law enforcement by the country with primary          jurisdiction is essential :

The benefits of trade liberalisation could be denied through anticompetitive business practices with market foreclosure effects.

Anticompetitive practices are not only detrimental to the welfare of the country where they take place, but are a matter of legitimate concern to other trading partners too.(import or market sharing cartels,exclusive distribution practices, etc.)

c.International consensus regarding the fundamentals of competition law and policy :

In recent years,there has been a change in the role of governements in a globalised economy and with liberalisation of trade and investment restrictions and regulatory reforms, competition laws have been introduced or reinforced in countries at all levels of development.there is growing international consensus on the need for competition law as an integral part of domestic reforms necessary for integration in the world economy.Competition law and policy is an issue of genuine interest by countries at all levels of development and moreover,competition authorities in many developing countries have stressed the importance of enhanced international 

co-ordination,including:

i. technical assistance

ii. exchange of information

iii. co-operation in enforcement

3.the ımpact on competıtıveness and the future of the Lısbon agenda

The regulation that applies the anti-trust provisions of the EC Treaty was adopted in 1962. Since then, it has been largely left unchanged.This regulation confers to the European Commission the exclusive right to exempt agreements between companies from the prohibition contained in the anti-trust rules. The regulation will soon be repealed. If member states agree, its place will be taken by a new regulation that will allow national competition authorities and national courts to exempt agreements between companies.

There seems to be widespread agreement that the Lisbon process is failing and that the productivity and growth gap between the EU and the US is widening ever more. The Lisbon agenda to me is a list of very nice things, but it lacks backbone. It is all over the place. Governments don't feel it is binding for them, and it is not going anywhere.

C.FINALLY : WHAT TO DO ?

In a world with nearly one hundred competition authorities, it would be hardly realistic(or efficient) to rely exclusively on bilateral agreements to ensure cooperation among competition authorities.

Many competition authorities, including those of developing countries, would lack the capacity to participate effectively in such a complex network of bilateral agreements.There is therefore serious risk that the interests of developing countries would be neglected.

Core principles on competition policy and its enforcement should be based on non-discrimination and transparency.Therefore these three elements should be realised:

1-Competition legislation should be extended progressively to all or most economic sectors

2-Domestic competition law must apply,on essentially the same basis,to private and public undertakings

3-Antitrust authorities should have the opportunity to express competition concerns when economic policy is formulated by other sectors of the government
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