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I. THE ROLE OF COMPETITION POLICY AND ITS RELATION TO OTHER 
ECONOMIC POLICIES 

1. Robert D. Anderson and S. Dey Khosla, Competition Policy As A 
Dimension of Economic Policy: A Comparative Perspective (Bureau of 
Competition Policy, Worlcing Paper, May 1994; to be published shortly 
as an Industry Canada Occasional Paper). 

This paper examines the evolving role of competition policy and 
its relation to other economic polices in the global economy of the 
1990s. It reviews the microeconomic foundations of competition 
policy, and considers the implications of recent economic literature on 
productivity and competitiveness. The paper also provides a 
comparison of Canadian competition policy as it relates to industrial 
restructuring with approaches taken in other jurisdictions, including 
the U.S.A., the European Community, Germany, France, the U.K. and 
Japan. The paper indicates that, in general, the Canadian Competition 
Act is well adapted to meet the challenges of the 1990s. It points out 
that competition policy has a key role to play in reinforcing other 
policies (e.g., trade liberalization and industry-specific regulatory 
reform) that foster an efficient industrial structure. The analysis also 
raises a number of issues for consideration regarding the future 
evolution of competition policy in Canada. 

2. M. F. Ronayne, Industrial Aid and Competition Policy in Canada 
(Worlcing Paper, August 1993). 

This paper examines the interface between industrial aid and 
competition policy in Canada. The principal topics covered include: 
(i) microeconomic-theoretical considerations relating to subsidies and 
competition; (ii) the interface between industrial aid and competition 
policy in the European Union; (iii) empirical trends relating to the 
provision of industrial aid in Canada and the underlying legal and 
institutional framework; and (iv) policy alternatives for managing 
industrial aid in Canada in relation to the econoznic challenges of the 
1990s. 

3. A. Kaell, International Linkages: Competition and Industrial Policies 
(Working Paper, Noyeinber 1992). 

This paper provides a theoretical and analytical context for 
assessing the complex interactions between competition and industrial 
policies in the international setting, and offers some views as to how 
competition policy rules might be used to discipline industrial policies 
and programs. It points out that, in comparison to other policy 
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instruments, competition policy is based on legal statutes, a fairly 
common set of underlying principles, national treatment, and 
transparent procedures. These attributes suggest the possibility of an 
expanded role for competition policy in bringing efficiency and 
harmony to global markets. 

4. D.J. Ireland, Interactions Betzveen Competition and Trade Policies: 
Challenges and Opportunities (Bureau of Competition Policy, 
November 1992). 

This paper sets out the global developments that are bringing 
competition policy to the international trade policy agenda, and the 
positive and negative interactions between the two policy fields. It 
brings together recent research at the Bureau of Competition Policy 
with the ongoing work at the OECD and recent contributions by 
academics and other policy analysts in Canada and abroad. The paper 
offers a starting point for the development of an analytical framework, 
or taxonomy, which would categorize the competition policy/trade 
policy interactions among those which are "positive" and "negative" 
in their overall effects; as well as in terms of causation and significance. 
The analysis indicates dearly that competition policy is an excellent 
candidate to be added to the international trade negotiating agenda of 
the 1990s. At the same time, there are significant problems and 
constraints relating to the application of competition policy in the 
international arena. 

5. R.D. Anderson and S.D. Khosla, "Competition Policy, the Canadian 
Economic Union and Renewal of the Federation," Canadian 
Competition Policy Record, vol. 12, no. 4, December 1991, pp. 57-77. 

This paper explores the links between competition policy and 
measures to strengthen the Canadian economic union. It provides a 
conceptual discussion of competition-related aspects of the economic 
union and the federal system; and outlines the role of competition 
policy in re-inforcing economic integration in various foreign 
federations such as the United States and the European Community as 
well as transnational arrangements such as the Australia-New Zealand 
Free Trade Area. 

6. Bureau of Competition Policy, Competition Policy in Canada: Its 
Interface with Other Economic and Social Policies (Consumer and 
Corporate Affairs Canada, September 1989). 

This paper provides an overview of the 1986 Competition Act 
and its relation to developments such as globalization, regional trade 
liberalization and market-oriented economic policy reforms in the 
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major industrialized countries. It outlines the emerging links between 
competition policy and other economic framework policies such as 
international trade policy, industrial policy, employment policy and 
science and technology policy as well as regulatory policies governing 
specific economic sectors such as transportation, telecommunications, 
energy and agriculture. 

Bureau of Competition Policy, Competition Policy in Canada: The First 
Hundred Years (Consumer and Corporate Affairs Canada, 1989). 

This paper reviews the history of competition law and policy in 
Canada. It examines the early origins of competition legislation 
beginning in 1889 as well as post-World War II legislative 
developments. The paper provides a detailed overview of key aspects 
of the 1986 Competition Act. 
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II. CANADIAN AND COMPARATIVE COMPETITION POLICY 
INSTITUTIONS 

1. G. Bruce Doern, The Political Economy of Internationalizing 
Competition Policy: From Regimes to Institutions? (Paper prepared for 
the Bureau of Competition Policy and presented to the Conference on 
National Competition Policy Institutions in a Global Market, Ottawa, 
May 1994) 

The study of competition policy, in Canada and abroad, has 
been largely the preserve of economists and legal specialists. This 
paper complements these perspectives by providing an explicit political 
economy and institutional perspective on the structure and dynamics 
of competition policy in Canada and elsewhere. It highlights the 
increasing international focus of competition agencies in major OECD 
countries as well as the countervailing trend towards assertion of 
domestic policy priorities in the context of international relations. 

2. G. Bruce Doern, Canadian Competition Policy Institutions: A Macro 
and Micro Political Analysis (Paper presented at the Conference on 
National Competition Policy Institutions in a Global Market, Ottawa, 
May 1994) 

This paper, which grew out of a larger study by Professor Doern 
for the Bureau of Competition Policy, examines Canadian competition 
policy institutions including the Bureau and the Competition Tribunal 
from a public administration perspective. The focus is primarily on 
political-economic and institutional developments during the past 
decade centered on the passage and implementation of the 
Competition act of 1986. The paper also considers the implications for 
Canadian competition policy institutions of the growing 
internationalization of competition policy. 

3. G. Bruce Doern, Competition Policy Decision Processes in the European 
Community and United Kingdom: Politics, Public Interest and 
Discretion (Bureau of Competition Policy, October 1992). 

This study on competition policy in the E.C. and the U.K. 
emphasizes the institutional aspects of competition law administration 
and their relation to broader political-economic developments and 
public interest concerns. It highlights seven public interest and 
discretionary elements in the competition law enforcement processes 
of each jurisdiction: non-competition criteria; ministerial discretion; 
hearings and direct interest representation; comfort letters and 
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confidential guidance mechanisms; vehicles for study, inquiry and 
media exposure; and "one-stop" versus multi-sector competition 
authorities. The paper concludes with a brief discussion of possible 
implications of the European experience for competition policy in 
Canada. 
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III. INTERNATIONAL ASPECTS OF COMPETTTION POLICY 

1. Arthur Kaell, Derek Ireland and Zulfi Sadeque, Trade, Competition 
Policy, Innovation and Market Access (Paper presented to a Roundtable 
of the OECD Trade Committee on New Dimensions of Market Access 
in a Globalizing World Economy, in Paris, June 30-July 1994) 

This paper examines the compatibility of competition and trade policy 
in light of the requirements of innovation policy. It concludes that the 
need to accommodate innovation complicates the relationship 
between trade and competition policy, though the severity of resulting 
problems will vary depending on the characteristics of the countries in 
question. 

2. S. Zulfi Sadeque, Competition Law, Market Integration and the 
NAFTA: The Canadian Perspectives (May 1994) 

This is the text of a presentation made to a conference on "Medcan 
Competition Law and the North American Free Trade Agreement' 
held in Mexico City. It discusses, first, the necessity of competition 
policy for ensuring that the gains from trade liberalization are not 
offset by private barriers to trade. Secondly, it outlines the role that 
competition policy has played in sustaining Canadian competitiveness 
in the presence of freer trade. The text condudes that competition law 
has been important in both respects. 

3. Rob Anderson and Dey Khosla, Report on European Policy 
Consultations (Bureau of Competition Policy, August 1993) 

In June 1993, BCP staff undertook a series of meetings with 
officials of the competition agencies of several major European 
jurisdictions. On the basis of these meetings, this report provides 
highlights of developments in the respective competition policies of 
the European Union, Germany, France, the U.K. and Sweden. The 
analysis indicates that competition policy is an increasingly important 
policy instrument in each of these jurisdictions, reflecting the dual 
thrust of the European market integration exercise and increasing 
reliance on market incentives as opposed to government intervention 
as the basis for future ecônomic growth. 
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4. Derek Ireland, Zulfi Sadeque and Don Partridge, Globalization, the 
Canadian Competition Act, and the Future Policy Agenda (Bureau of 
Competition Policy, May 1993) 

This paper was prepared for the Conference on Trade, Investment and 
Competition Policies: Conflict or Convergence held by the Centre for 
Trade Policy and Law in Ottawa, May 18-19, 1993. It examines the role 
and importance of Canadian competition policy under a freer trade 
regime. It also offers some thoughts on the role of competition policy 
in Canada's future policy agenda, both internationally and 
domestically. 

5. R.D. Anderson, "Competition Policy Aspects of the U.S.-Japan 
Structural Impediments Initiative: Implications for Canada," Canadian 
Competition Policy Record, vol. 12, no. 2, Jttne 1991, pp. 39-50. 

This paper analyzes the role of competition policy in the U.S. - 
Japan Structural Impediments Initiative (Sri), a recent major set of 
bilateral negotiations to remove obstacles to the two countries' bilateral 
trade. Competition policy was a central consideration in the SU 
negotiations. The role of the Japanese "Keiretsu" (industrial groups), 
the extent of restrictive business practices in the Japanese distribution 
sector and the perceived laxity of Japanese competition law 
enforcement were key concerns pursued by the United States in the 
negotiations. The agreements reached by the two countries pursuant to 
the negotiations incorporated detailed measures to strengthen the 
Japanese Antimonopoly Act. Thus, the SII agreements exemplify the 
growing importance of competition policy as an instrument of 
international economic policy. 

6. EC 1992 Working Group (Mark Ronayne, principal author), Europe 
1992: Working Group Report on Competition Policy (External Affairs 
and International Trade Canada, January 1991). 

This paper was prepared as one of a series of interdepartmental 
worldng group analyses exarnining the implications for Canada of the 
EC initiative to integrate its internal market by the end of 1992. The 
report focuses on the potential implications of recent changes in EC 
competition policy in three areas: (i) Community merger regulation; 
(ii) the EC competition rules on government aid to industries; and (iii) 
regulated sectors of the European economy. For each of these areas, the 
report outlines recent EC policy and legislative developments and 
discusses their potential implications for Canadian businesses and 
public policy. The paper concludes that the strengthening of EC 
competition policy, in conjunction with other aspects of the EC 1992 
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initiative, reinforce the need for Canadian companies to have assured 
access to foreign markets in order to compete effectively in domestic as 
well as foreign markets. 

7. Joseph Monteiro, Europe 1992: The Regulated Sectors (Bureau of 
Competition Policy, Economics and International Affairs Branch 
Discussion Paper, March 1992). 

The Europe 1992 market integration exercise provided for in the 
Single European Act included significant meas -ures aimed at 
liberalizing regulatory controls in key economic sectors. This paper 
describes key developments in the air transport, telecommunications, 
financial services and energy sectors and their implications for 
competition policy as well as for Canadian businesses operating in 
Europe. The analysis indicates that the relaxation of regulatory 
controls entails new opportunities for Canadian businesses particularly 
in the telecommunications and financial services sectors. Key results 
of the analysis are also available in Joseph Monteiro, "Europe 1992: 
Competition Policy and the Regulated Sectors," Canadian Competition 
Policy Record, Vol. 13, no. 3, September 1992, pp. 48-53. 

8. Derek J. Ireland, Notes for an Address to the Canada-United States Law 
Institute on Antidumping and Competition Policy Rules (Economics 
and International Affairs Branch Worlcing Paper, January 1991). 

This paper describes, from a competition policy perspective, the 
benefits from repladng anti-dumping with competition policy rules 
under the FTA. Emphasis is placed on the successes achieved with 
anti-dumping replacement in other regional trading arrangements - - 
especially the E.C. and the Australia-New Zealand arrangement - - and 
the importance of anti-dumping replacement to ensuring that North 
American industry remains competitive with industry in other trading 
blocs. The NAFTA negotiations added a further dimension to the 
debate. The speech concluded that the replacement of anti-dumping 
with competition policy rules would be economically desirable, 
technically feasible and to the mutual advantage of both parties under 
the FTA (and of all three parties under the NAFTA). 



TV. APPLIED ASPECTS OF COMPETITION LAW AND POLICY 

1. Robert D. Anderson and Joseph Monteiro, Market Delineation in 
Abuse of Dominant Position Cases: The Pragmatic Approach of the 
Competition Tribunal (Draft Worlcing Paper, September 1994). 

Definition of the relevant product and geographic markets is a 
key step in the analysis of most types of competition law cases. This 
paper synthesizes the lessons to be learned regarding market definition 
in abuse of dominant position cases from a wide range of scholarly 
writings as well as the decisions of the Competition Tribunal in two 
recent enforcement cases, the NutraSweet and Laidlaw matters. It 
suggests that the Competition Tribunal has developed a pragmatic 
approach to market definition that takes due accotait of recent 
economic learning and compares favorably with approaches followed 
in foreign jurisdictions. 

2. Margaret Sanderson, "Antitrust and Health Care: A Canadian's 
Perspective," Antitrust Bulletin, vol. 39 no. 2 (Summer) 1994, pp. 415- 
429. 

This paper provides commentary, from a Canadian perspective, 
on four American papers that consider the role which antitrust policy 
should play within changing health care markets. While health care 
markets display unique characteristics which differentiate them from 
other markets, American policy-makers have determined that 
competition is desirable and feasible, and hence there is a role for 
antitrust authorities. But, without recognition of health care's 'unique 
features, antitrust authorities risk losing sight of the ultimate objective, 
namely preventing reductions in overall welfare. 

3. Roger Ware, "Understanding Raising  Rivais'  Costs: A Canadian 
Perspective," Canadian Competition Record, vol. 15, no. 1, March 1994. 

This article, prepared by the T.D. McDonald Chair in Industrial 
Economics for 1993-94, reviews the concept of raising rivals costs and 
the various critiques that have been made of it as a contribution to 
antitrust economics. The basic concept is that a dominant firm may be 
able to exclude  rivais  from a market by bidding up the price of an input. 
The author concludes that the theory of raising  rivais'  costs provides 
important insights, but has failed to provide a comprehensive 
framework for the understanding of strategic behaviour. 

4. Halldor Palsson and Andrew N. Kleit, Is There Anticompetitive 
Behaviour in the Central Canadian Cement Industry?: Testing 
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Arbitrage Cost Hypotheses (Presented at the Annual Meetings of the 
Canadian Economics Association, June 1994). 

Allegations of anticompetitive behaviour in the Central 
Canadian cement industry have focused around the effects of cement 
producers buying their downstream distributors. If indeed vertical 
integration is causing cement prices to rise, the relevant economic 
theories imply that the arbitrage cost of shipping cement to Central 
Canada is greater than the cost of shipping cement from this region. 
The paper investigates this theory by econometrically estimating the 
relevant arbitrage costs. The analysis supports the hypothesis that 
vertical integration has increased barriers to entry for cement in 
Toronto, but fails to support a similar hypothesis for Montreal. 

5. Patrick Hughes, Most-Favoured-Customer Clauses and Competition 
Policy (Paper presented at Carleton University Industrial Organization 
Research Unit conference, May 1994). 

The paper examines the effects of most-favoured-customer 
clauses on horizontal competition in a two-stage model of duopoly 
behaviour. Building on earlier results, it is argued that most-favoured-
customer clauses are less likely to be unilaterally profitable when they 
are used to tie pricing behaviour in multiple oligopolistic markets. In 
this case, the strategic effect of these clauses is to soften competition in 
some markets while at the same time inducing more aggressive 
competition in others. 

6. Halldor Palsson, Refusal to Supply IS0s: Xerox Digital and Kodak 
Reconsidered (Paper presented at the Carleton University Induitrial 
Organization Research Unit conference, May 1994) 

The welfare implications of the vertical restraints cases 
involving Xerox and Digital in Canada and Kodak in the U.S. are 
modeled and critically examined. It is argued that substitution to ISOs 
motivated the brand name manufacturers' refusal to supply in court 
cases involving Xerox and Kodak, and tying in an undertaldng to the 
Bureau by Digital in 1992. The efficiency justifications for the refusals 
examined all depend on competition in the inter-brand market being 
strong enough to act as a check on the exercise of market power in the 
after sale intra-brand market for parts and services. No direct evidence 
of this was presented in any of the cases examined. 



- 11 - 

7. M. Sanderson, "It is Better to Know Some of the Questions Than All of 
the Answers," Canadian Bar Association Conference on Living with 
the Competition Act in the 1990s (Vancouver, October 1993). 

This paper explores issues of joint dominance and some of the 
exclusionary practices that may be associated with it. To deal with these 
issues, the relevant economic theory is discussed, following which is 
an outline of recent case examples, primarily from the United States. 
The final section explores some of the possible reactions Canadian 
competition authorities may have in dealing with this behaviour. 

8. M. Sanderson and A. Wallwork, "Divestiture Relief in Merger Cases: 
An Assessment of the Canadian Experience," McGill Law Journal,  vol. 
38, 1993. 

Divestiture is the most common form of relief used by antitrust 
authorities to address anti-competitive mergers. In this article, the 
authors discuss whether competition authorities, in using this tool, 
have achieved effective relief to anti-competitive mergers. It is the 
authors' opinion that, not unlike the American experience, the initial 
use of divestitures as a remedy to anti-competitive mergers in Canada 
was characterized by a number of problems. As a result, the authors 
recommend that Canadian authorities further formalize their 
procedures in respect of divestiture relief. 

9. Patrick Hughes and Tim Hazledine, Rationalizing Mergers and the 
Merger Guidelines (Paper presented at the European Association of 
Research in Industrial Economics meetings, November 1991). 

This paper reviews aspects of the economic literature on 
efficiency gains from mergers, and presents a possible methodology for 
evaluating such gains. Recent theoretical literature has emphasized 
that the scope for cost savings from mergers is greater than has 
previously been recognized, in that such savings c an  arise from the re-
allocation of production toward lower cost plants, and not merely from 
savings in overhead costs or inter-firm synergies. The paper indicates 
that game-theoretic models with relatively modest data requirements 
can  assist in evaluating such gains in individual cases. It illustrates the 
application of such a model with reference to a recent and 
controversial Canadian - merger case. 

• 
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V. COMPETITION POLICY AND ECONOMIC REGULATION 

1. Final Argument for Ontario Energy Board Hearing H.R. 22 Dealing 
With the Restructuring to Date at Ontario Hydro (July 1994). 

In this hearing, the Ontario Energy Board examined recent 
efforts by Ontario Hydro to restructure its internal organization and 
Hydro's proposed rates for 1995. The Bureau's intervention focused on 
aspects of the internal restructuring relating to the enhancement of 
competition both among Ontario Hydro's generating units and 
between Ontario Hydro and independent power producers in Ontario. 
The Final Argument included recommendations for pro-competitive 
changes to the structure of Hydro's electricity generation and 
transmission business units as well as for a full review of the 
regulatory framework for the Ontario electricity sector. 

2. Timothy Denton, Transactions not Transmissions: The Electronic 
Marketplace and the Computer Revolution, (A paper prepared for the 
Bureau of Competition Policy, March 1994). 

This paper comments upon key trends relating to the "electronic 
marketplace" and outlines some basic dimensions of a strategy and 
approach for the Bureau. The conventional view of the "electronic 
highway" focuses attention on the means of transmission rather than 
the markets that will be assembled from these new technical 
possibilities. The paper argues, however, that the combination of 
networks, computers, software and services will create an electronic 
marketplace (hence, the subtitle: Transactions, not Transmissions ). 

3. Dr. Edward Kahn, Utility Planning and Policy Group, University of 
California at Berkeley, Competition Issues in the Electricity Sector, 
(Paper prepared for the Bureau of Competition Policy, April 1994). 

This paper reviews current economic thinking and related 
international examples on the use of competition to enhance efficiency 
of electricity supply. It differentiates three key types of regulatory 
settings found in the electricity sector based upon the level of 
competition permitted, and discusses the edsting economic literature 
on the potential economic benefits and costs of each setting. In 
addition, the paper surveys international experience on the 
introduction of competition to electricity sectors. The countries 
surveyed include Norway, the U.K., New Zealand, the U.S. and 
Australia. • 
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4. Joseph Monteiro, "Representations by the Bureau of Competition 
Policy: The First Fifteen Years," Canadian Competition Record, 
Volume 15, No.1, March 1994, pp. 17-38. 

This article examines the nature of representations by the 
Bureau of Competition Policy in the period 1976-1991, the overall 
impacts and contributions of these representations, and new directions 
in the Director's regulatory interventions in recent years. The paper 
concludes by indicating the significant contributions of the Director in 
fostering competitive based solutions in the regulated sector by 
interventions. A sectoral breakdown of the Director's representations is 
also provided. 

5. Submission to the National Energy Board Review of Inter-Utility 
Electricity Trade (Bureau of Competition Policy, February 1993). 

The National Energy Board recently completed an in depth 
review of issues relating to Inter-Utility Electricity Trade, with 
emphasis on the necessary conditions to facilitate efficient inter-utility 
cooperation and "wheeling " across grids. In this context, the Bureau's 
submission makes the case for a competitive approach to electricity 
supply in Canada including open access to transmission facilities and 
competitive bidding for new production capacity. 

6. Submission to the National Transportation Act Review Commission 
(Bureau of Competition Policy, June 1992) (prepared in cooperation 
with the Civil Matters Branch of the Bureau) 

In 1992-93, the National Transportation Act Review 
Commission conducted a comprehensive review of the major reforms 
of domestic and international transportation legislation that were 
enacted in the mid 1980s. The Director's submission provides a 
detailed review of the previous legislative reforms, and puts forward 
possible alternatives for further changes to enhance the efficiency and 
competitiveness of this key infrastructure sector. 

7. Richard J. Schultz, Regulatory Reform: A Handbook of Possibilities 
(Bureau of Competition Policy, July 1991). 

This handbook, prepared under contract by a leading expert, 
reviews the purposes of and experience with regulatory reform into the 
early 980s. It examines the potential benefits of a number of specific 
instruments for achieving further efficiency gains. For example, the 
potential benefits of increased reliance on incentive-based as opposed 
to traditional rate of return regulation are discussed. 
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VI. COMPETITION POLICY AND INTELLECTUAL PROPERTY 
RIGHTS 

1. Nancy T. Gallini, An Economic Analysis of Grey Market Imports in 
Canada (Bureau of Competition Policy, December 1992). 

This study by Nancy Gallini of the University of Toronto 
complements the Policy Directorate's earlier work on patents and 
international market segmentation (see item 3 below) by analyzing the 
role of trademarks in the control of "grey marketing". Consistent with 
the previous analysis of patents and market segmentation, the Gallini 
study finds that intrabrand territorial market restraints can serve 
legitimate pro-competitive functions. The report concludes however, 
that in most cases, edsting contract and/or tort law remedies rather 
than trademark law are the appropriate vehicle for recognizing these 
benefits. 

2. R.D. Anderson, S.D. Khosla and M.F. Ronayne, "The Competition 
Policy Treatment of Intellectual Property Rights in Canada: Retrospect 
and Prospect," in R.S. Khemani and W.T. Stanbury, Canadian 
Competition Law and Policy at the Centenary (1991), chapter 23, pp. 492 - 

538. 

This paper provides an historical survey of the treatment of 
intellectual property rights under Canadian competition law, with 
comparative references to developments in the U.S., EC and Japan. 
The analysis indicates that Canada has avoided the extremes that have 
characterized U.S. enforcement policies in this area (particularly the 
severe treatment of IPR licensing practices in the U.S. in the 1960s and 
70s). In fact, Canadian competition policy provides a case-by case 
approach to licensing practices which is appropriate in light of their 
potential efficiency benefits. The closing section of the paper relates 
aspects of Canadian competition policy to various current 
developments concerning international teclmology transfer 
particularly at the multilateral level. 

• 
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3. R.D. Anderson, P.J. Hughes, S.D. Khosla and M.F. Ronayne, Intellectual 
Property Rights and International Market Segmentation: Implications 
of the Exhaustion Principle (Bureau of Competition Policy, October 
1990). 

This study examines issues relating to the use of intellectual 
property rights (particularly patents and copyrights) to segment 
international markets and the implications of applying the exhaustion 
principle in international trade. In this context, exhaustion refers to 
the removal of the edsting rights of IPR owners to control parallel 
imports of legitimately manufactured foreign versions of their 
products. The study indicates that wide implementation of the 
exhaustion principle in international trade could erode the incentive 
for rapid international transfer of technology into host countries. This 
finding is supported by recent advances in industrial organization 
theory relating to price discrimination and patents. 

• 

• 
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VII. THEORETICAL ASPECTS OF INDUSTRIAL ORGANIZATION 

1. B. Rivard, "Monopolistic Competition, Increasing Retttrns and Self- 
Fulfilling Prophecies," Journal of Economic Theory, vol. 62, 1994, pp. 
346-362. 

This theoretical paper examines a model in which extraneous 
uncertainty can generate economic fluctuations in an environment 
characterized by monopolistic competition and increasing returns to 
scale. In particular, economic agents form expectations of future 
fundamental economic variables based on the realization of random, 
non fundamental economic variables. In equilibrium, these 
expectations are self-fulfilling. Equilibria of this nature are referred to 
as Sunspot equilibria. Overall, the paper highlights the important role 
of expectations in relation to the ultimate welfare effects of economic 
and social programs. 

2. A. Baziliauskas, Incentive Compatible Allocations and Investment 
(Paper presented at the Western Economics Association meetings, June 
1994) 

• 

There now edsts a large body of research that deals with the 
allocation of resources in environments in which agents have private 
information about their characteristics. This paper extends earlier 
analysis by supposing that economic agents can make investments that 
affect their valuations before resources are allocated. It is shown that 
agents anticipating trade with a mechanism that is both privately 
profitable and economically efficient will choose economically efficient 
investments even if it is not possible to contract on investments 
directly. Thus, a policy maker who is interested in efficient outcomes 
need only ensure that allocations are economically efficient. 

3. L. Csorgo, Subcontracting Patterns and Their Policy Implications (Paper 
presented at the Western Economics Association meetings, June 1994). 

Subcontracting is relevant not only because it may be a conduit 
for linkages between the formal and informai  sectors or between 
small/medium sized enterprises and large industry, but because it may 
contribute directly to the efficiency and equity of the economy as a 
whole. The main findings of this study are that market forces do tend 
to create subcontracting, as opposed to in-house production, in the 
cases where it is efficient, with the rate, timing, and the goods involved 
in subcontracting being very closely related to two conditions -- low 
transaction costs and technology. In terms of policy, the success of 
subcontracting is mainly a function of the economic system per se, 
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although some of the elements of economic structure that lead to 
efficient subcontracting are subject to policy intervention. 

4. B. Rivard, A Note on Advertising (Paper presented at the Annual 
Meetings of the Canadian Economics Association, May 1994) 

This paper presents a model of endogenous product 
differentiation and advertising. It examines the role of advertising as a 
direct and indirect signal of product quality, and demonstrates that 
advertising that directly or indirectly provides consumers with 
information concerning product quality can be welfare enhancing. The 
paper also demonstrates the existence of equilibria with cyclic 
advertising campaigns. 

5. Patrick Hughes, Cournot Oligopoly Distortions, E fficiency Gains and 
the Competition Policy Approach to Horizontal Mergers (Paper 
presented at the Azumal Meetings of the Canadian Economics 
Association, May 1993) 

This paper examines the effect of horizontal mergers on Cournot 
distortions and efficiency. It is argued that mergers can have effects on 
both internal and external efficiency and that the magnitude of these 
effects depends not only on the combined pre-merger market shares of 
the parties relative to outside firms, but also on the disparity between 
the parties' individual market shares. The paper concludes that an 
assessment of "efficiency justifications" can act as a criterion for 
assessing the likely net effect of a merger on economic welfare. 

R.A./October 31, 1994. 

• 
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