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By Shanker Singham

Efforts to combat market distortions are needed to unleash wealth,
writes Shanker Singham

ree trade was supposed to open entire new markets to goods and services from other
countries. It was supposed to fuel competition, lower prices and increase choice for

consumers. But free trade does not work if the market is rigged against competition.

When China joined the World Trade Organisation, many believed global companies would
finally have access to its billion-consumer market. But a network of internal restrictions, laws
and regulations continues to hold back foreign companies.

For example, in China’s smartphone market – the world’s largest
– the government developed a standard for domestic wireless services in consultation with
China Mobile, a state-owned enterprise. The resulting standard is easy for China Mobile to
meet, but costly for foreign companies, such as Apple and Nokia, which are trying to establish
themselves. Partly as a result China Mobile continues to control two-thirds of the market.
Rivals are left to fight over the scraps. Even then restrictions on foreign investment and the
licensing of new technologies make scraps hard to come by.

China Mobile is one of a growing number of companies that benefit from regulations that
artificially reduce competition and lead to higher prices and less choice for consumers. These
anti-competitive market distortions (ACMDs) – from telephone monopolies in Mexico to retail
entry restrictions in India – are one of the most pernicious problems in international trade
today. ACMDs hurt the most competitive US and European companies in sectors such as
biotech and software that depend on innovation and intellectual property protection and a
sound regulatory environment. As importantly, ACMDs hurt consumers in countries that use
them by raising costs, compromising quality and slowing domestic growth.

Global leadership is needed to tackle such market-distorting practices. The US and others
should adopt a new approach rewarding companies that embrace competition, while
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simultaneously taking away any cost advantage for those that benefit from government
distortion.

The new strategy would have three prongs. The first would be a global negotiation, starting
with a small group of like-minded countries, to limit market-distorting behaviour. Countries
within the arrangement would enjoy benefits such as better access to government procurement
contracts, freer movement of high-skilled workers, more trade-friendly export control
measures, and streamlined approval for foreign investments.

Second, countries should explore new ways, within WTO rules, to respond to market
distortions by levying offsetting penalties such as fines, tariffs or licensing restrictions in cases
where ACMDs are clearly causing economic harm. The Organisation for Economic Co-
operation and Development or a similar third party could develop a metric for assessing such
harm.

Finally, governments should reorganise economic institutions to ensure that competition
concerns are taken into account in trade negotiations. The US, which is currently considering a
reorganisation of its trade agencies, should create a single Department of Economic
Competitiveness to lead this agenda.

Addressing the issue of ACMDs in foreign markets will also require advanced economies to
take a hard look in the mirror and be just as ready to limit their own market distortions.
Developing countries have traditionally been responsible for the bulk of such distortions, but
developed countries have been enacting their own in recent years, including the recently
strengthened “Buy America” provisions in the US.

The timing is ripe for such an initiative. With the Doha round fading out of view, the US and
Europe are considering bilateral free-trade talks that are likely to focus heavily on regulatory
issues, while governments are also exploring an expanded services agreement among those
countries that favour greater market opening. A commitment to reducing market distortions
would be a powerful organising framework that could lead to a new generation of
breakthroughs that build new competitive markets and unleash trillions of dollars in wealth to
the benefit of consumers worldwide.

The writer, a partner at Squire Sanders, is the author of a Council on Foreign Relations
study: ‘Freeing the Global Market’ 
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