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Competition Policy (or Anti-Trust Policy)

vs

Economic Regulation



Competition Policy and Economic Regulation
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Competition Policy (or Antitrust Policy in USA terminology) aims

to ensure that competition in the marketplace is not restricted in

a way that is detrimental to society.

Economic regulation aims to ensure the efficiency of sectors (as

energy, communications, transports, etc) that cannot be

achieved otherwise due to structural features (as, for example,

the existence of high fixed costs - natural monopolies).
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Economic Regulation

• Ex-ante

• Social welfare

• Specific sectors

• Continuous and long run
involvement between
regulators and firms

• Higher capture risks

Competition Policy

• Ex-post (except merger
control)

• Consumer welfare

• All sectors

• Occasional intervention
of the authorities

• Lower capture risks



Competition Policy
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Ex-ante vs ex-post:

Competition authorities can also act ex-ante (in order to 
prevent competition problems):

Examples:

o Merger analysis and authorizations

o Application of remedies that constrain firms’ strategies
in order to prevent abuse of dominance



Competition Policy Institutions

• Department of Justice (DoJ) - USA

• Federal Trade Commission (FTC) - USA

• European Commission (DG Competition) - UE

• National Competition Authorities (Autoridade da Concorrência 
– AdC – Portugal, …) 

• Competition and Markets Authority (CMA) - from April 2014 
substitute the Office of Fair Trade (OFT) on competition issues 
- UK
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Sector Regulators
:

USA:

• FCC - Federal Communications Commission

• Federal Power Commission

• Civil Aeronautics Board (abolished in 1985)

UK:

• Ofcom - Office of Communications

• Ofgem - Office of Gas and Electricity Markets

• Ofwat - Water Services Regulation Authority

• CAA - Civil Aviation Authority

• ORR - Office of Rail Regulation
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Sector Regulators

Portugal:

• ERSE - Entidade Reguladora dos Serviços Energéticos: 
eletricidade e gás natural

• ICP - ANACOM - Autoridade Nacional de Comunicações: 
comunicações eletrónicas e postais

• IMT - Instituto da Mobilidade e dos Transportes: transportes 
terrestres

• Entidade Reguladora dos Serviços de Águas e Resíduos

• ERS - Entidade Reguladora da Saúde

• ERC - Entidade Reguladora para a Comunicação Social

7



Regulators in the financial sector
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Portugal:

• Banco de Portugal

• CMVM – Comissão do Mercado de Valores Mobiliários

• Instituto de Seguros de Portugal

USA:

• Federal Reserve System (FED)

• Securities and Exchange Commission (SEC)

EU:

• European Central Bank
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What is Economic Regulation ?
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Regulation is:

“a State imposed limitation on the discretion that may be
exercised by individuals or organizations, which is
supported by the threat of sanction”.

(Alan Stone, quoted from Viscusi, 2005, p. 357)



Economic Regulation
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Economic Regulation are constraints imposed by the State
(directly or through public institutions) on economic agents
decisions’ regarding:

• Prices /Quantities

• Firms entry and exit

• Others (Investment, Quality, …)

Regulators usualy have sancionatory power.



Economic Regulation examples
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• Telecommunications: 

- Price constraints for call termination in mobile networks in 
several European countries.

- Radio spectrum allocation (auctions).

• Electricity: Prices for the use of the transmission network 
(access prices).

• Natural Gas: prices for use of the transport and distribution
networks or of storage.

• Transports: Price constraints for road and train transport.



Economic Regulation vs Social Regulation
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• Economic regulation concerns the State intervention on
economic features such as prices, investments, etc that
cannot be efficiently organized by market interaction of the
economic agents.

• Social regulation concerns the State intervention regarding
environment, health and safety issues during the production,
distribution, commercialization and consumption of goods.



Social regulations examples
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• Mandatory information in the food and pharmaceutical
products labels.

• Organization of the restaurants kitchens.

• Legislation on security bells in car and buses.

• ...



Regulators with technical duties
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Portugal:

• INAC - Instituto Nacional de Aviação Civil

• Instituto dos Mercados de Obras Públicas e Privadas e do 
Imobiliário ou Instituto da Construção Civil e do Imobiliário

• ASAE - Autoridade de Segurança Alimentar e Económica

• Inspeção-Geral do Ambiente e do Ordenamento do Território

• CNPD – Comissão Nacional de Proteção de Dados



Why regulate?
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1. Market failures (Theory of public interest)

Regulation is justified when free market does not allow the
efficient allocation of resources.

Sources of market failures:
• Market power (natural monopoly, ex.)

• Asymmetric information

• Externalities



Why regulate?
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• 2. Capture Theory

Regulation exists to defend the interests of the regulated
economic agents. Legislators and/or regulators are capture by
the regulated firms. Examples: cab sector in big USA cities;
limitations on top manager.

• 3. Equity

Regulation may be implemented to achieve distributional
objectives in order to ensure higher equity between economic
agents. Ex.: universal service in electricity/water industries.



How to regulate?
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1. Direct mechanisms

Mechanisms that determine the economic agents

behaviour.

Ex.: i) setting the price; ii) not allowing the entry of a new
firm.

2. Incentive mechanisms

Mechanisms that incentive certain behavior.

Ex.: i) for a multiproduct firm setting the maximum average
price; ii) taxes on some activities or goods.

2.



Economic regulation: origins
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• Economic regulation, as currently applied, was developed in
USA in the late 1800s (rail transport) and beginning of 1900s
(telecommunication, electricity, air and road transport).

• After the liberalization, which started in the years 1970s and
1980s, the role of sector regulators changed or was reduced.
However, in several industries (as electricitity, etc) regulators
continue to have relevant interventions.



Economic regulation: origins
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• An important date for the liberalization process is 1984: in this

year AT&T (the main telecommunication company in USA at

that time) was divided in several different companies. One of

the goals was to incentive the entry of new firms in the

telecommunication sector.



Regulation and de-regulation in USA
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Source: Viscusi et al., 2005, p. 381

Sector Start of regulation De-regulation

Rail transport 1887 1980

Telecommunications 1910 1971

Road transport 1935 1978

Air transport 1938 1978

Natural Gas 1954 1989

Petroleum 1971 1981



De-regulation (Liberalization)
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Typically liberalization involves the elimination of:

• firm’s entry and exit barriers

• constraints on prices, investments, etc.

Then, firms have more freedom to decide their own strategies.

In some markets, due to technology evolution, there were
significant changes in cost structures which reduce the need for
regulation (ex.: electricity production). In other markets,
political and social motivations explain the liberalization
processes.



Liberalization / Privatization
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• Liberalization: removal of restrictions on competition given 

more freedom for firms’ decision.

• Privatization: changing the firms’ ownership from the State to 

private agents.



Liberalization
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Typically liberalization aims to achieve the following objectives:

• Price reduction.

• Efficiency increase.

• Higher variety in the supply.

• Higher incentives to innovate and invest.

• …



Liberalization
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Examples:

• Electricity commercialization in most of European
countries.

• Free entry in air transport services.

• Free entry and free definition of prices in some segments
of postal services (Sweden, UK, Portugal, …).



Three questions regarding liberalization

1st Question: After liberalization, regulation should be
maintained or the markets should only be under the supervision
of competition authorities?

• If regulation is maintained, how sectoral regulators and
competition authorities should articulate their activities?

• If regulation is maintained, should sectoral regulators set
different policies for the incumbent firm and for the new
firms?
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Three questions regarding liberalization

2nd Question: Should legal barriers to entry be completely
removed at once or it is better a gradual process of
liberalization?

Examples:

• USA telecommunications: after the separation of AT&T, two
new firms enter the market (MCI e Sprint). During some time
these two companies had a different regulatory regime in
relation to the incumbent company.

• UK telecomunicações: British Telecom was privatized in 1984.
Until 1991 only one company enter the market (Mercury).
Only after 1991 new firms enter the market.
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Three questions regarding liberalization

3rd Question: When the incumbent firm operates in regulated
markets and in liberalized markets, this firm can maintain an
integrated structure or it is better to separate the activities
through the creation of different firms?

Example: in 1984 AT&T was split in several firms. One firm
maintained the market of long distance calls and smaller firms
stayed with the regional calls. The regional markets were open to
competition. The long distance market was liberalized some
years later.
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Three questions regarding liberalization

• A related question concerns vertical separation (vertical
unbundling): separation of the activities along the chain value
should be imposed or the incumbent firm might be allowed to
maintain vertical integration?

• This is an important question in electricity, for example. UK
and several other European countries choosed vertical
separation. In other countries vertical integration was
maintained.
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Three questions regarding liberalization

Unbundling refers to the separation of activities:

▪ Vertical unbundling: separatio along the value chain (ex:
distribution and commercialization of electricity).

▪ Horizontal unbundling: separation of the production of
different goods or services at the same stage of the value
chain (ex. commercialization of electricity and natural gas).
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Advantages of vertical integration 

1. Economies of scope: multiproduct firm may use the same 
resources to produce different products and that may lead to 
lower costs. 

Examples: 

▪ i) Passenger and freight transport by railroads.

• ii) Use of a telecommunication network to voice calls, Internet 
connection, transmission of data (videos, etc).

Economies of scope: 

CT(q1, q2) < CT(q1, 0) + CT (0, q2)
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Advantages of vertical integration 

2. Reduction of transaction costs (with vertical integration
activities are coordinated inside the firm / with vertical
separation activities are coordinated by market mechanisms that
involve transaction costs, such as costs of searching information,
of negotiation, of contract celebration, etc).

3. Increase in investment incentives (a firm that operates
upstream and downstream may have more incentive to invest in
the network than a specialized firm).
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Disadvantages of vertical integration

1. It is difficult to know the exact costs of each activity (because
different activities may share resources).

2. Market power

Example: One firm owns a network necessary to provide the
final services to consumers and also operates in the downstream
market (ex. rail infrastructure and transport services). The
monopolist firm upstream may have the power to treat
differently the rivals and its own subsidiary firm (anti-
competitive behavior).
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Electricity industry (Church and Ware, cap. 24)

Vertical chain:

• Generation: electricity is generated using turbines, which use 
different sources of power: hydro, fossil fuels (oil, natural gas, 
coal), wind, nuclear, etc.

• Transmission: “transportation” of electric power at high 
voltages between generation sites and distributional centers 
using a transmission network (grid).

• Distribution: at distribution centers the voltage is reduced 
and electricity is distributed to end consumers through local 
distribution networks.

• Retailing: selling electricity to end consumers and related 
activities as metering, billing, marketing, etc.
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Electricity industry: Portugal case

Vertical chain:

• Generation: not regulated, many firms.

• Transmission: price regulation; monopoly (REN).

• Distribution: price regulation; almost monopoly (EDP 
Distribuição).

• Retailing: both price regulation and free price; many firms 
(EDP Serviço Universal, EDP Comercial, Iberdrola, Endesa, 
etc).
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Electricity industry (Church and Ware, cap. 24)

Final tariff = 

= Generation tariff + Transmission tariff + Distribution tariff + 
+ Retail tariff

Tariff additivity
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