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A summary

The format of this first ENCORE workshop provides a mixture of academic and policy papers. The leading programming principle was that academic papers were discussed by policy makers and policy papers were discussed by academics. 

Competition and demand effects of transparency

The workshop started off with a paper by Jan Boone and Jan Potters (Department of Economics at Tilburg University) on Transparency, prices, and welfare with imperfect substitutes
. The main message of this paper –presented by Jan Boone at the workshop- is that contrary to a priori expectations, increasing transparency might raise prices and reduce consumers’ welfare. The intuition behind the paper is that transparency increases the possible choices for consumers and although this is beneficial at first sight, it might create supply problems which could offset the positive effect. 

Increasing transparency has two, opposite effects: the competition and the demand effect. The competition effect occurs as firms produce more and lower their prices when transparency increases. The demand effect comes about because increasing transparency works like removing a market restriction and hence raises demand and therefore prices. In the Boone-Potter model the competition effect increases consumer welfare, the demand effect reduces it. Which effect dominates in the end depends on how fast marginal cost increases with output
. Important for the demand effect is that consumers value variety and that goods are imperfect substitutes. More transparency makes consumers aware of more products. This increases their demand and will raise prices. Boone and Potter also show that if transparency leads to lower prices, it may raise price dispersion. 

Discussant Tjalling de Vries from the Ministry of Economic Affairs asked in his comment on the Boone-Potter paper whether we can empirically distinguish between demand and competition effect in real markets and establish. Which of the two effects dominates, becomes an empirical matter. Another point raised by the discussant is whether we should judge market results only in terms of consumer welfare or whether social welfare (consumer plus producer welfare) is not the more relevant criterion? Presumably even though in some cases transparency might decrease consumer welfare it might still increase social welfare. 

The difference between actual and experienced transparency

Next, Fui Moy Chan from the Commission of the Netherlands Independent Post and Telecommunications Authority, OPTA) presented the results of an end user survey on perceived and actual transparency on the telecommunications market
. The end user survey consisted of both households and (small, medium and large) firms. End users were interviewed by telephone and their responses give a good impression of how transparency is perceived by households and firms. The number of households successfully interviewed was 568. The number of successful firm interviews was 549. Apart from a survey, mystery shopping and other information gathering techniques were used to measure actual transparency in the telecom market. To distinguish the survey method from the latter research methods we will label them as the direct method. The survey method and the direct method to measure transparency lead two three conclusions:

1. Actual transparency in the telecommunication market is insufficient: price information is available but insufficient and information about service, quality and contract conditions is not or insufficient available or insufficiently comparable. This conclusion is mainly based on the direct research method. 

2. However, from the survey method it transpires that consumers and firms experience the telecommunications market as transparent. Most of the end users are satisfied with the available information. It turns out that end users focus almost uniquely on price information and neglect or are not interested in information on quality and contract conditions and in differences between services offered by different suppliers.

3. Only a minority of the end users orientates on an alternative supplier. In the households case on average 22% will orientate on another supplier. For firms this average is only 15% . Those who do orientate on different alternatives are usually rather one-dimensional (only interested in the price difference) and the majority will look at only one alternative. 

The difference between the experienced and the actual level of transparency is puzzling. Also the high level of satisfaction with the level of transparency and the lack of knowledge of and interest in telecommunications alternatives is surprising. This is even more so if one realizes that end users could gain between 90 to 140 euro yearly by changing supplier. The main reasons end users give for their lack of orientation on alternative suppliers is that they are satisfied with their present supplier. Brand loyalty is very strong. There are a number of possible remedies to enhance transparency (such as formal regulation through legislation, co-regulation and self regulation). But enhancing transparency can only lead to increased competition if consumers are willing to switch and know how to switch. 

In his discussion Paul de Bijl (University of Tilburg, Tilburg Law and Economics Center, TILEC) also did focus on the puzzling difference between the experienced and actual level of transparency. A first point he made, was that the wording of the survey question might have give rise to confusion. In the telephone survey end users were asked whether the available information on mobile and fixed telephony and on internet were ‘useful’. Useful can either refer to the extent and availability of information or to the necessary input into a complex decision-making process. It is hard to disentangle these two aspects in the measurement of experienced transparency. There also can be different causes of insufficient transparency. Lack of transparency can endogenously result from operators’ pricing strategy and contract types. Or it can be relatively exogenous, resulting from technological change. Disentangling the different aspects and different causes of lack of transparency is necessary for the formulation of effective policy in this area. Endogenous causes could and should be addressed, but what about reducing technological complexity? Consumers’ organizations could play a role in reducing lack of transparency due to complexity but there might also be a role for the telecommunications regulator in for instance unbundling phones and services and reducing contractual switching costs. 

Transparency in imperfectly competitive markets
The case
 of the Danish ready-mixed concrete manufacturing firms whereby increased transparency lead to more collusion and to higher prices became the ‘cause celebre’ in discussion about the effects of transparency in imperfectly competitive markets. The anti-trust authority in Denmark at one point decided that competition in ready-mixed concrete markets was weak. Actual prices between suppliers and buyers were largely secret due to secret rebates (mainly for large orders). The anti-trust authority decided to sample and publish firm specific prices and discounts in a number of regions. Following the publications of the price data, average market price increased by about 20 percent in about six months. As prices of raw material had remained constant and firms where characterized by excess capacity, the only reason for the price increase had to be that the publication of firm-specific price data had intensified colluding activities in the regional ready-mixed concrete oligopoly. This case provides an illustration for the predictions coming out of the theoretical model which Peter Møllgaard presented. In his model he assumes imperfect competitive markets (oligopolies) in which the scope for tacit collusion varies with the information available to producers and consumers. As far as the oligopolists are concerned they experience direct and indirect effects from improved information. The direct effects arise from the easier and or speedier detection of deviations from a tacitly collusive agreement. The threat of a punishment operates only if the punishment for deviation comes fairly soon after a price cut. Publication of individual firm price data decreases the detection lag and increases the probability of detection. This is the effect illustrated by the Danish concrete manufacturing case. Very relevant for better and more detailed price information in the age of internet are websites with comparative price information and industry-sponsored chat-rooms.  

Indirect benefits to oligopolists of improved information accrue from the possibility of making punishments following a deviation from collusive agreements more severe since consumers become more sensitive to perceived differences in prices and product characteristics. To put it simply: consumer demand becomes more price elastic and hence a price war resulting from a deviation from the collusion will make deviants bleed more than otherwise and might deter the deviation in the first place. 

It follows from the theoretical models which were presented that optimal policy regarding transparency depends delicately on the fine details of consumer preferences and the number of firms in the industry. When the number of firms in an industry is large, increases in transparency are more likely to make tacit collusion harder to sustain. When the number of firms is small the effect of increases in transparency on the scope for tacit collusion are unclear. If market transparency is initially poor than increases might limit the scope for collusion. If transparency is already high more of it might improve the scope for collusion. 

All this makes the specification of optimal policies in practice hard to do. Which is the point that was also stressed by Fui Moy Chan in her comments on the paper by Peter Møllgaard. 

A transparency policy decision tree

The heart of the Ministry of Economics publication
 ‘Crystal Clear’ is a policy decision tree build to provide an answer to the question: when is government intervention to increase transparency desirable? In his presentation Jakob van der Waarden first stressed that transparency is not a goal in itself but an instrument to increase social welfare. Then he presented and discussed the merits of the transparency decision tree. The decision tree has 5 levels and looks as follows:

	Step 1
	Is there a lack of transparency?

	Step 2
	What causes the lack of transparency?

	Step 3
	What are possible remedies?

	Step 4
	Which remedy has the best cost benefit ratio?

	Step 5
	Check whether it more appropriate to solve other market failures first? 


The first step establishes whether consumers lack information on prices, qualities, production processes, contract conditions, suppliers etc. Possible indicators signalling the existence of a lack of transparency are extend of consumer complaints and the existence of substantial search costs for consumers.

Once lack of transparency has been established the next obvious question becomes: what causes it? It might be that information is not accessible, understandable, reliable or comparable. Research into these issues makes it possible to draw a complete picture of what is lacking. The next step presents an overview of the possible remedies for transparency failure. There are four possible group of remedies: (1) self regulation by market parties; (2) government provides incentives or subsidies to entice market parties into more transparency; (3) government provides for market transparency itself and (4) government enforces transparency by law and regulation. 

Each of these remedies has advantages and disadvantages depending on the market situation and in step 4 a cost benefit analysis of the relevant (most promising) remedies is proposed. This leads to ranking of relevant remedies in terms of net benefit (= benefits – costs), which, if cost benefit analysis is done according to the book, equals ranking in terms of contribution to social welfare.

In a fifth and final step, an additional policy check is introduced to broaden the analysis to find out whether it is not more efficient to attack other forms of market failure (which correlate with lack of transparency) such as consumer lock in or supplier collusion first, or to tackle this other market failures simultaneously with a transparency policy. 

In his comment on the Ministry of Economic Affairs presentation, Marco Haan both praised and castigated its contents. On the one hand the Economic Affairs report and its core element (the decision tree) does an excellent job in making policy makers think in the right way about many micro-economic issues. But at the other end Marco Haan claimed that the policy decision tree does not provide strong enough guidance to formulate detailed practical policy. The steps taken in the decision tree are obvious steps to be taken to tackle the transparency problem. But at the same time these logical steps are too general and hence not powerful enough to discriminate among all possible forms of lack of transparency and to pick the optimal policy answer out of all possible policy alternatives.  

� This is an ‘unauthorised’ summary in the sense that we did not double-check with the speakers and discussants. The summary reflects as objectively as possible what has been said at the workshop. But neither the speakers nor the discussants and certainly not the institutions with which they are affiliated are responsible for the contents of this summary. The contents of this summary and especially its errors and omissions are the sole responsibility of ENCORE. 


� This paper can be downloaded from the University of Tilburg Center discussion paper series at http://center.uvt.nl


� With decreasing returns to scale the demand effect outweighs the competition effect; with constant returns to scale production there is only a competition effect


� The empirical basis of the presentation is a research report on ‘Transparantie in de telecommunicatiemarkt’ written by Jaap Wils and André Oostdijk, Research voor Beleid, Leiden, maart 2003. 


� This case is presented in Albaek S., Møllgaard H.P. and Overgaard P.B., “Law-Assisted Collusion? A Concrete Cae”, European Competition Law Review, vp; 17, 1996, p. 339-343. The presentation of Peter Møllgaard at the workshop was based on the article “Market Transparency and Competition Policy”, written together with P.B. Overgaard and published in the Rivista di Politica Economica, vol XCI, April-May 2001, p. 11-58.





� Masja Stefanski, Tjalling de Vries and Jakob van der Waarden (AEP), Glashelder: Meer inzicht in transparantie, Ministry of Economic Affairs, October 2002. �Download: www.ez.nl/upload/docs/MDWonderzoeken/PDF-Documenten/Eindrapport(30-9).doc
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