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CRITERIA FOR DECIDING WHETHER TO DECLARE
A GOVERNMENT BUSINESS ACTIVITY TO BE
A GOVERNMENT MONOPOLY BUSINESS ACTIVITY

A government business activity should be declared a government monopoly
business activity wherever its market power issuch that competitive pressures
do not effectively constrain its commercial behaviour.

The criteria to be addressed in determining this are:

@ the activity involves the provision or supply of a product or service;

(b) the product or service is provided or supplied to other than internal
clients; and

(© either:

() thereisan absence of vigorousrivalry in the market and there
are barriersto entry into the market; or

(if)  there is evidence that the government business activity is
exercising substantial market power which may includethat it
isearning an excessive return, would be earning an excessive
return wereit not operating inefficiently or iscrosssubsidising.

The attached paper elaborates on the criteria
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Executive Summary

The Queendand Competition Authority Act (the QCA Act) requires the Queendand Competition
Authority (the QCA or the Authority) to develop criteriaby 31 December, 1997 to assst the Premier
and the Treasurer (the Ministers) in deciding whether to declare agovernment business activity to bea
government monopoly business activity. The explanatory notefor the QCA Act makesit clear that the
term “monopoly” isintended to extend to “ near monopolies’ where agovernment agency conducting a
business activity has substantiad market power.

Once government business activities are declared to be government monopoly businessactivities, they
may, but need not, bereferred by the Ministersto the QCA for pricesoversght. Thetest for identifying
government monopoly business activities is based upon an assessment of whether these business
activities have sufficient market power such thet they are capable of persstently behaving in a manner
different to that which would occur in a competitive market. In competitive markets, sellersincrease
their pricesor reducethequality of their productsor servicesat their peril, asconsumersare abletofind
dternatives rdaively eadly.

Where anincumbent possesses substantia market power, therigours normaly provided by competition
to protect customers and to innovate are substantialy weakened. Thisislikely to occur where:

agovernment business activity enjoys a substantia influence in a market;

a government business activity can act to an gppreciable degree independently of its
competitors’; or

agovernment business activity’ scompetitorsare unable or unwilling to effectively competewith
it.

Figure 1 gives a amplified description of the framework within which the Authority recommends
government monopoly business activities be identified. Bascdly, athree step process is envisaged:

step 1 - determines whether the activity is a government business activity;
step 2 - defines the markets in which the government business activity operates,

step 3 - assesses the intengity of competition in those markets that may be rdevant to the
enquiry.

Theterm “competitor” refersto actual or potential competitors.
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Figure 1: Simplified framework for identifying government monopoly business activities
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Step 1 - Determining whether the activity is a government business activity ?

Thefirgt step in the processis to properly define the activity which isto be the subject of the andysis
with aview to determining whether it isagovernment business activity. There are two requirementsto
be addressed in this context.  The firgt requirement is that the activity must involve the provison or
supply of aproduct or service. The second requirement is that the product or service be provided or
supplied to other than internd dients (whereinternd clients are dlients within the rlevant government

agency).

A government agency may undertake severd digtinct business activities. Consequently, precisely
defining the product or service that is the subject of the andyssis essentid to correctly identify the
business activity and to define the relevant market, which is the next step in the process.

Step 2 - Market definition

A maket is an area of close competition or rivary. Defining a market involves drawing alinein the
chain of subgtitutesfor aproduct or service which potentialy competewithiit. In defining and anadysing
a market, it is important to consider the purpose of the investigation which, in the case of identifying
government monopoly business activities, isto assess the extent of competitive pressure exerted on a
government business activity.

The andysswill need to address the product market (alternative products or servicesthat can be used
instead of those provided by the government business activity), the geographic market (the geographical
region from which dternative sources of supply may be found), the rdlevant functiond leved of the
market under consideration and the period of time dlowed for an effective competitor to enter the
market.

Once the rdevant market has been defined, the intensity of the competitive pressures can be assessed
and other relevant factors, such asthe extent of barriers to entry, can be considered.

Step 3 - Assessing the level of competition in the market

The principa factors which as3gt in determining if a government business activity is not effectively
congtrained by competitive pressuresin a market are:

the absence of vigorous competition in the market together with barriers to entry for new
entrants into the industry (or to the expansion of exiging rivas); and

even if there is vigorous competition, evidence of the exercise of substantid market power by
the government businessactivity (eg by way of excessve pricing, inefficient operationsor cross-
subgdisation).

If the andlysis of a government business activity indicates either of these factors, then the government
business activity should be declared a government monopoly business activity.
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1. Introduction

The Queendand Competition Authority Act (the QCA Act) requires the Queendand Competition

Authority (the QCA or the Authority) to develop criteriaby 31 December, 1997 to assist the Premier
and the Treasurer (the Ministers) in deciding whether to declare agovernment business activity to bea
government monopoly business activity.

The explanatory note for the QCA Act makes it clear that the use of the term “monopoly” in
“government monopoly business activity” is not intended to limit the term to a Stuation where there is
only asinglesupplier inaparticular market. Indeed, it isintended to extend to “ near monopolies’ where
agovernment agency conducting a business activity has substantial market power.

The QCA Act refersto government monopoly business activitiesin Part 3 of that Act which dealswith
prices oversight. Once government business activities are declared to be government monopoly
business activities, they may be referred to the QCA for prices oversight.

However, while satisfying the government monopoly business activity test isanecessary prerequisite, it
isitsdf not sufficient to render that business activity a prices oversght candidate. Thisis because a
government monopoly business activity (even after it hasbeen declared as such pursuant to the criteria)
must till be referred by the Ministers to the Authority for prices oversight.?

This paper is confined to a discusson of the criteria for identifying government monopoly business
activities. Thecriteriaare based upon an assessment of whether these business activitieshave adegree
of market power such that the organisation’s commercia behaviour is not effectively constrained by
competitive pressures.

In developing these criteria, the Authority was conscious that the explanatory note to the QCA Act
emphasised that government monopoly business activities are those with substantid market power.

Accordingly, theissue arises asto the gppropriatethreshold of market power to warrant declaration as
agovernment monopoly business activity.

There are two ways in which government business activities may be referred to the Authority for
pricesoversight. Thefirst way isfor agovernment business activity to be declared a government
monopoly business activity by regulation in which case it will immediately become subject to
prices oversight. Alternatively, the Ministers may declare agovernment business activity tobea
government monopoly business activity and then refer it to the Authority for prices oversight.
This second approach may be in response to arequest from the Authority.
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2. Market power

Market power arises where an incumbent is capable of persstently behaving in amanner different to
that which would occur in a competitive market (including markets where potentid competition isan
effective fetter). In competitive markets, sdlers increase their prices or reduce the qudity of ther
products at their peril, as consumers are adleto find dternatives relaively easly. Where an incumbent
possesses substantial market power, the rigours provided by competition to:

price and produce efficiently;
satisfy customers with qudity relative to price; and
innovate,

are substantially weakened.

Sources of market power

A government business activity’ smarket power may arisefrom its superior performance or innovation,
or from other factors, such as.

alegidated monopoly, wherelegid ation precludes acompetitive activity in relaion to the supply
of aproduct or service,

anatural monopoly, where theleast costly means of meeting demand isthrough productionby a
single entity; and

poorly contestable markets, where competition does not operate effectively in markets despite
the absence of alegidated or natural monopaly.

Ingenerd, itisdedrableto address concerns over market power by regulatory and structura reformto
enhance competition. Regulatory reform involves removing regulaory redrictions on competition.
Structurd reform entail s separating naturad monopoly and potentialy contestable dements of abusiness
and may be accompanied by other reforms, such as cregting rights of third party access to natura
monopolies to encourage the evolution of competitive markets where feasible.

The pursuit of regulatory and structurd reformisgenerdly preferred because forcing market participants
to respond to the incentives provided by competitive pressures rather than the incentives created by
regulatory arrangements (such as prices oversight) promotes superior outcomes for the economy asit
avoids resource alocation being determined by the subjective judgements of regulators.

However, even where regulatory or structurd reform is undertaken, entrenched market positions
enjoyed by incumbents often provide them with asubgtantid advantage reativeto new entrants. These
“fird mover” advantages may mean that a government monopoly business activity retains much of its
market power despiteregulatory or structura reform, a least for aprolonged period. Consequently, the
introduction of regulatory or structurd reform of itsaf may not cause agovernment business activity to
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cease to be properly categorised as a government monopoly business activity.

Market power threshold for government monopoly business activities

The extent of an entity’s market power is a question of degree and reflects the extent to which

competitorscongtrainitsconduct. The question arisesasto the gppropriate market power threshold for
agovernment business activity’s market power to characterise it as a government monopoly business
activity.

If it isto be classfied as a government monopoly business activity, a government business activity’s
commerciad behaviour should not be effectively congtrained by competitive pressures (exerted by ether
actua or potentid competitors). Thisislikely to occur where:

agovernment business activity enjoys a substantia influence in a market;

a government business activity can act to an gppreciable degree independently of its
competitors, or

agovernment business activity’ scompetitorsare unable or unwilling to effectively competewith
it.

A government business activity may be taken to have a substantia influence on a market if its
commercid behaviour isnot subject to the disciplines competitive marketsnormaly impose. 1t may dso
be able to usethat influenceto its advantage in shaping the market asit evolves over time, especidly if it
controls access to an essentia input (eg as Queendand Rail controls access to its rail network).
However, absolute control of the market is not necessary for a substantia influence to be established.

A government business activity with a substantia influence on a market may choose to (or may have
dready chosen to) “give less and charge more” without suffering at the hands of its actud or potentia
competitors. Accordingly, agovernment business activity with asubstantia influence on amarket may
have the capacity to influence the competitive conduct of itsrivals which in turn enablesit to act, toan
gppreciable degree, independently of its competitors. This may occur, for example because rivas
choose amply to “follow the lead” of the government business activity insead of competing with it.

The capacity to act, to an appreciable degree, independently of rivas may be demondrated by evidence
that agovernment business activity hasin the past been ableto dter itsrdationship with itscustomersto
its advantage without adversely affecting itsmarket share. There are many dimensonsto the supplier-
customer relationship.

Subject to the State based third party access regime contained in part 5 of the QCA Act.

6



Queensland Competition Authority Criteria for the Identification of Government Monopoly Business Activities

Perhaps the most obvious aspect of the relationship is the price a customer must pay for a product or
sarvice. The cgpacity of agovernment businessactivity to increasethe pricethat customersarerequired
to pay where that increase is not related to some genera change in its costs, and then to maintain its
price at apremium above that which reflects efficient cogts, indicates acapacity to act independently of
rivals.

Other dimensions to this relationship include the capacity to reduce service qudity, or impose onerous
termsand conditions, such as requiring the customer to purchase other products or accept take or pay
conditions. Of course, in someinstances, these conditions may be reasonable, such aswhere contracts
underpin asubgtantid investment which will besunk onceitismade. Thenature of the contractua terms
must therefore be considered in the context of the commercia relationship between the parties. The
responsiveness of customers to a change imposed by the government business activity will assg in
ascertaining the government business activity’ s degree of independence from its competitors.

Competitorsmay be unableor unwilling to competewith the government businessactivity. They may be
unable to compete because they lack the capacity to do so sustainably without jeopardising their long
term future or because they rely upon a government business activity for an essentia input thet is not
availableon commercid terms. Alternatively, they may beunwilling to effectively compete becausethey
percelve doing so is incompatible with the pursuit of their commercia objectives.

This will particularly be the case where the government business activity is in a srong postion to
“punish” competitors. One way in which a government business activity can punish competitorsisto
heavily discount its product or servicein particular marketsor otherwise act to inflict economic harmon
an “excessvely aggressve’ competitor and then subsequently raisepricesaboveacompetitiveleve. In
such a Stuation, would-be competitors may carefully calculate their strategy so as not to attract the
government business activity’ satention. 1n such an environment, competitiverivary in the market may
be severely constrained.

Themeaning of competitorsin this context isnot limited to actua competitors (iethoseactudly involved
in the same market as the government business activity), but extends aso to potentia competitors (ie
those most likely to be capable of successfully entering themarket). However, actud competitors, with
a current presence and operationd capecity in the market, will normdly be a far more effective
congtraint on the conduct of government business activities than potential competitors.

Matters to be taken into account in assessing the effectiveness of competitive pressure

In ng the effectiveness of competitive pressure asacondraint on agovernment businessactivity,
the following factors are rlevant:

the extent to which vigorous rivary exists and the extent of barriers to entry; and

whether thereisany evidence of the government business activity exercisng substantia market
power, which may include, for example, pricing excessvely.
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3. Process for identifying government monopoly business activities

In ascertaining whether or not competitive pressureis exerted upon agovernment business activity, itis
necessary to thoroughly investigate the relevant industry. Basicdly, athree step processis envisaged:

step 1 - determines whether the activity is a government business activity;
step 2 - defines the markets in which the government business activity operates,

step 3 - assesses the intengty of competition in those markets that may be rdevant to the
enquiry.

Step 1 - What are government business activities?

Thefirst step in the processisto properly define the product or service which isto be the subject of the
andyss. Thiswill aso enable the government business activity to be defined.

The QCA Act defines a government business activity as the trading in products or services by a
government agency. Government agencies are defined widdly to include dl government owned
corporations, other government companies, departments (or parts of departments) and other state
ingrumentdities

Government business activities are the business activities (ie a trading in products or services) of

government agencies. Consequently, government bus ness activities extend beyond corporatised entities
to include government departments (or bus nessunitswithin departments), Satutory authorities (including
gtatutory marketing authorities), and other bodies which trade products or services.

Government agencieswhose role relates solely to regulatory or policy functionswill not be consdered
as business activities as they do not provide or supply products or services.

In addition, it is unlikdy the term "government busness activity" is intended to extend to those
undertakings which provide or supply products or services exclusvey to internd clients (ie. dients
within therdevant government agency) such asinterndly provided corporate service functions(sncethe
activity isnot atrading activity).

It isimportant to recognise that a government agency may undertake severa distinct business activities.
For example, eech mgjor traffic category of aralway operator islikely to condtitute a separate business
activity. Accordingly, cod, mineras and grain traffics could be separate business activities.

Moreover, even within atraffic class, there may be more than one busness activity, if for example, there
are distinct markets served by that class of traffic. For example, arail operator may have less market
power for the transport of a particular commaodity in the domestic market thanin the export market. In
such a case, the two markets served may be considered as separate business activities.
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Consequently, it is critica to precisdy define the product or service thet is the subject of the analyss.
Thisisessentid in order to correctly define the rdevant market, which is the next step in the process.

Step 2 - Market definition

Market definition isacritica step in the process of identifying market power. Adopting too narrow a
market definition will tend to exaggerate the degree of market power ascribed to agovernment business
activity. Conversdly, defining amarket too widely could effectively "hide" aposition of market power.

This highlights the very important role of market definitionin providing ingght into the likedihood of an
incumbent’s ability to charge more or offer less. Indeed, the processes of market definition and
asessing market power are intertwined - itisonly for andytica convenience that they are considered

Separatdy.

What is a Market?

A market for aproduct or aserviceincludes al products or serviceswhich arein close competition or
rivalry with that product or service. However, some suppliers face little or no competition for the
products and services they sell. Indeed, asingle product or service may condtitute its own market.

Defining amarket involves drawing alinethrough the chain of subgtitutesfor aproduct or servicewhich
potentidly compete with it. Although thereis no sngle universa or definitive test that can be applied,
one gpproach isto look for a marked gap in the chain of subgtitution possbilities. Alternatively, one
may condder the range of suppliers who are likdly to respond to a sgnificant price increase (or to a
changein somecther variablein the customer supplier relationship, such asqudity or availability) within
areasonable period and the extent of that response in terms of the likely volume of transactions.

In determining the magnitude of the priceincrease, one goproach isto consder a5% increase (whichis
broadly that currently adopted by the Australian Competition and Consumer Commission). However,
the critical issue is not the Sze of the price increase per se, but the relationship between price and
profitability. For example, asmal percentageincreasein price will generdly haveamuchlarger relative
effecton aretaler’ s profit than that for a manufacturer.

In addition, care must be taken in gpplying thistest asit can lead to the perverse result where markets
with prices currently above competitive levels gppear to be more competitive than otherwise identical

markets dready experiencing competitive pricing. Thisis because a 5% price increase in an dready

competitive market may not attract any new entrants, yet induce new competitors into an otherwise
uncompetitive market. This could lead to the concluson that a market is competitive when in fact
substantial market power had aready been exerted.
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In defining and anadlysing a market, it is important to consder the purpose of the investigation. In the
case of identifying government monopoly business activities, the purpose will be to assessthe extent of
competitive pressure exerted upon agovernment business activity. Pricing a levelsabove thosewhich
could be obtained in competitive markets by government monopoly business activities has the capacity
to undermine the internationa competitiveness of the Queendand economy, hinder the efficient
development of this State’ s resources and cause adverse equity effects:

Accordingly, the market should be defined from the perspective of the government business activity
under consideration by analysing the competitive pressures exerted upon it with aview to ascertaining
the extent to which it is congtrained by those pressures.

The andyss will need to address the following dimensions of market definition:

the product market (ie dternative productsor servicesor substitutes which can be used instead
of the incumbent's products or services);

the geographic market (the geographica region fromwhich aternative sources of supply may be
found);

the rlevant functiond leve of the market under consideration; and
the period of time alowed for an effective competitor to enter the market.

In practice, it is often found that market definition involves a particular dimenson of the market being
contentious and consequently, in such a case, the andysis may need to focus especidly on that issue.
For example, if there are no close subgtitutes for a product, attention may focus on the geographic
dimension of the market.

Products comprising a Market

The product market comprises products or services which are substitutes of the product or servicein
questior?. For example, eectricity and gas may be substitutes for one another in markets if amodest
increase in the price of dectricity causes consumersto reedily purchase gasingead (although this may
not be the case for consumers who can only switch energy source after undertaking expensive
dterations to their plant and equipment).

4 From an economic perspective, the process of raising prices and forcing usersto poor aternatives

or going without creates distortions in resource allocation because resources are directed away
from their highest value use. For example, if amonopolist were able to charge very high pricesfor
electricity that were well above the cost of supply, energy users could, over time, consume
alternative fuels such as gas or ail, even though the cost of producing these alternatives was
higher than the cost of supplying electricity. In addition, monopolists often devote considerable
resources to protecting their position in amarket, by investing in away which discourages new
entrants.

An example of aproduct isforest products, such as plantation logs, and arail transport serviceis
an example of aservice.
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Alternatively, substitutes may exist where producersare ableto switch productionin responseto aprice
change. For example, an increase in charges at one port for containers may encourage other portsto
increase their capacity to handle containersin response.

The degree of subgtitution depends upon the current prices for the two products. A monopoly may
increase its prices to the point where it faces some competition from other products. Indeed, it will
often bein agovernment monopoly businessactivity’scommercid interest to raiseitspriceto just below
the point where customers are forced to consider what should be poor substitutes or do without
atogether.

Consequently, agovernment business activity may have subgtantia market power despiteit gopearing to
face competition. Thisstuation can arise because the government business activity may have exercised
itsmarket power to the point where prices have risen sufficiently to induce competitorsinto the market.
Thisis discussed in more detail in step 3 below.

The past behaviour of buyers and suppliers of possible substitutes (for example, in the past, what price
movement has been required before buyers and suppliers have dtered their behaviour) can assigin
ascertaining market boundaries. 1n reviewing this past behaviour, it will dso be rdevant to assessthe
relaive price levels and price movements of the product compared to potentia substitutes. Wherethe
prices of the product and substitutes closdy follow one another, it may be evidence they are good
subdtitutes. Other factorswhich may be relevant include buyer and supplier attitudes and technological
change®

Customer inertiaoccurs because of switching costs. Switching costsincludedl of the codts involvedin
acustomer switching to an dternative supplier. The existence of switching costs meansthat customers
may be reluctant to change supplier if they percelve the cost of doing so outweighs the benefit (even if
thisis not the case).

Switching costs and customer inertia may be critical in market definition. For example, it may be
expensve for cusomersto switch from gas hot water heeting to dectricity or viceversa. Smilarly, the
cost of establishing production and distribution systemsfor aproduct whichis closaly subgtitutablewith
the relevant products will be critica in defining the extent of the market. If these codts prevent entry,
then possible substitutes will in fact be poor subgtitutes.

There appears to have been agreater preparedness by Australian courts to take account of factors
other than substitution possibilities, such as “commercial realities’, when defining markets.

Commercial realities provides greater recognition of matters such as dynamic factors, potential
competition, industry viewpoints and public attitudes. Again, however, one must alsobewary of
the prospect of monopoly pricing inducing new competitors which would not be attracted into a
market if it were not for the high prices charged by the government business activity. Insucha
case, despite the apparent competition, the government business activity could have substantial

market power. In addition, care must be taken because price movements may be correlated for
other reasons, such as reliance upon acommon input or because of collusion across markets. One
must always analyse the underlying circumstances.
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Geographical region

The geographic region of a market is determined by assessng whether an increase in price in one
location substantialy affectsether the sources of supply for that region or pricein another region (where
both regions are affected by the same market conditions).

Accordingly, defining the geographic market involves a Smilar process to thet taken in defining the
product market. The geographic dimension of the market is defined by the economic feasibility of
sourcing dternative products from e sewhere, including imports from oversess (dthough many of the
productsand services provided by government monopoly business activitiesare unlikely to be subject to
import competition).

Factors which may impinge upon the geographic dimension of the market include;

trangportation codts for aternative sources of supply - for example, the cost of transmitting
electricity increases with distance due to greater transmission losses, and

condraints on suppliers selling to the government business activity’s customers- for example,
oncethe capacity of eectricity transmission wiresis approached, the line becomes constrained
causing transmission losses to increase dramatically.

Jugt asisthe case with product markets, the cost of extending or switching production and disiribution
systemsto supply the customers of the government business activity and the cogt, or inconvenience, for
customers in switching to dternative sources of supply, will be factors affecting market definition.

For example, ports many hundreds of kilometres gpart compete for the traffic to be provided by new
projects, but once a port user is committed and establishes the necessary infrastructure for aparticular
port, then it may be very expensve to change to another port. Similarly, aprice rise for water in one
region is unlikely to entice other water boards to compete because of the need to establish
infragtructure.

Functional level

In defining a market, it is aso important to remember there can be severa distinct phases to the
production process (eg manufacturing isdistinct fromwholesding, whichisdistinct again from retailing).
Manufacturersdo not generdly "compete" with wholesdersor retailers, and therefore do not form part
of the same market.

For example, DPI Forestry sells unprocessed plantation logsto saw mills. However, thiscongtitutesa

different functional market to that made up by processed timber itsdlf, which represents a separate step
in the production chain. The furniture market comprises a separate functiona merket again.

12
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It isimportant that focusing on one functiond level does not obscure the analysis of an entity’ s market
power, which may arise through verticd integration with other functiond levels. For example, an

andysisof market power in aboverail servicesmay overlook thefact that therailway operator’ smarket
power arises from its control over rail tracks. Accordingly, when defining the functiond market for a
business activity, one should be aware of the impact of verticd integration with other functionswhich
may have greater Sgnificance for market power.

Time

The time dimengon refersto the period over which subtitution possibilities ought to be considered for
the purpose of defining the market. The scope of the market will expand with the period of time
dlowed for a market definition.

Potentia competition is not as effective acondraint asactud competition. Consequently, if apotentia
competitor requires new investment to enter a market, then it will not normally be included in the
relevant market definition for agovernment businessactivity. Thisisprincipaly becausethese potentid
competitors are not in astrong position to exert competitive pressure upon an entrenched government
bugness activity.

For example, if atwo year delay is involved in sourcing rolling stock to enable a ral provider to
compete with Queendand Rall, then that potentia competitor may exert competitive pressurefor anew
mine due to open in two year’ stime. However, that potentia competitor isunlikely to beinapostion
to effectively exert competitive pressure for QR’s exigting traffic. Consequently, in generd, it is
proposed that only imminent developments should be taken into account for market definition for
ng whether government bus ness activities should be dassfied as government monopoly business
activities (dthough the approach will vary depending upon the circumstances of each case).

Once the rdlevant market has been defined, the intengity of the competitive pressures can be assessed
and other relevant factors, such as the extent of barriersto entry, can be considered.

Step 3 - Assessing the level of competition in the market

The principd factors which assg in determining if a government business activity is not effectivdy
constrained by competitive pressuresin amarket are:

the absence of vigorous competition in the market together with barriers to entry for new
entrants into the industry (or to the expansion of exiging rivas); and

even if thereisvigorous competition, evidence of the exercise of substantial market power by
the government businessactivity (eg by way of excessve pricing, inefficient operationsor cross-
subgdisation).

If agovernment business activity’ smarket environment indicates either of these conditionsare met, then
it isunlikely that competitive pressures effectively congtrain the government business activity' s pricing.

13
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Lack of vigorous competition with barriers to entry

This dement consders two factors, alack of vigorous rivary and the existence of barriersto entry. A
government business activity will be a government monopoly business activity if thereis alack of
vigorous competition in the market accompanied by the presence of barriers to entry.

Evidence of vigorous Competition

Market share may appear anintuitiveindicator of the effectiveness of competitive pressuresin amarket.
A government business activity’s market share represents the proportion of market demand it fills (in
terms of capacity or the vaue or volume of sdes).

Generdly, agovernment business activity must have asignificant market sharefor it to be not effectively
congtrained by competitive pressure. Leaving asde the underlying reasons why a particular market
gructure may have evolved (which are considered below), the principa reason why a large market
shareis accepted as demongtrating alack of vigorousrivary isdueto the practicd inability in the short
term for smal competitors to increase their market share sufficiently in response to the government
busnessactivity increasingitsprices. Condder, for example, agovernment business activity with a90%
market share - assuming demand remains a current levels, competitors must be able to effectively
double their market share from 10% to 20% in order to reduce the government business activity’'s
market share by 10%.

However, thereisno agreement amongst competition agencies around theworld on what thresholds are
relevant. Thisis due to many reasons, including:

amarket share provides no information on the underlying market characteristics. For example,
in the eectricity generation market, dectricity generators with rlatively low market share can
influence prices, especialy at peak times because of the nature of the market (which requires
supply and demand to be continuoudy and instantaneoudy baanced); and

a government business activity’s market share does not indicate how it was achieved. For
example, an entity's market share may be atributable to itsrelatively low prices, rather thanits
market power. Moreover, agovernment business activity with alow market share may have
St prices so high that competitors offering inferior substitutes are induced into the market.

Accordingly, whilst asubgtantid market share will be relevant in characterising agovernment business
activity as a government monopoly business activity, a minimum threshold reguirement should not be
goplied. Ingtead, the focus of the andyss should be on the more significant issue concerning the
intensity of the competitive pressure within the market and the consequences of theincumbent charging
more or giving less.

For example, volatile market shares (assuming thereisnotrend towardsincreasing the market share of
the mogt sgnificant supplier) can suggest a competitive market, even if one of the participants has a
relaively high market share. Thisis because the changing market shares themsalves can demondrate
that competitive pressures are operating within the market.
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Whilg crcumstanceswill vary, theexistence of at |east one vigorous competitor iscritica to establishing
the existence of acompetitive market. A vigorousriva isonewho actudly exerts effective competitive
pressures on agovernment business activity. The presence of avigorousrival substantidly reducesthe
likeihood of a government business activity being characterised as a government monopoly business
activity (unlessrivashave been induced into the market by the government business activity’ smonopdy

pricing).

Inthiscontext, a least one vigorousriva’ s presencein the market place must be sufficiently substantial
to ensure it is not only capable of exerting, but in fact exerts, effective competitive pressures upon the
government busness activity. Generdly, a vigorous rivd must have the capacity to substantialy
increase its output within a reasonably short period of time in order to ensure the incumbent cannot
successfully “charge more or give less’ and preferably be an entity with Significant financia backing.”

A complication can arise where a potentid vigorous riva of a government business activity isitsdf a
government business activity. This Stuation arises for example in dectricity generation and in the
provison of certain port facilities in centrd Queendand. In such an environment, the degree of
independence demongtrated by the government business activities and the extent of competition
between them will be rdevant in establishing whether they provide an effective competitive condraint for
one another.

Ancther related means by which competitive pressures may beimposed isthrough import competition,
whereitisfeasble. Thisisbecauseitispossibleto rapidly expand importsin regponseto agovernment
business activity’s higher prices, especialy where the import competition dreaedy has an established
presence in locd markets. However, import competition will not generdly be feasble in markets
involving government monopoly business activities.

Vigorous rivary is unlikely to exist where a government business activity, through its pogtion in the
market, has the capacity to “punish” aggressve competitors, by, for example, deeply discounting
productsin particular markets that adversdly affect particular competitors and subsequently raising its
prices above acompetitivelevel. Thistactic can be used to ensure competitors do not encroach upona
government business activity’ s market leadership. The cgpacity for an incumbent to engagein thistype
of conduct is facilitated where price discrimination is possble or where barriers to entry enable
government business activities to retain their market power.

The absence of vigorous competitiverivary in the market raisestheissue of the existence of barriersto
entry.

The existence of ahighly concentrated market structure may give rise to concerns about collusion
(or tacit collusion) between the market participants. The experience of competition policy has been
that it is easier for a smaller number of firmsto collude and behave as asingle monopoly than for a
larger number of firms. However, the appropriate response to collusive activity isto take action
under the Trade Practices Act, 1974 rather than attempt to undertake prices oversight (unless
such collusive behaviour is determined to be in the public interest by the Australian Competition
and Consumer Commission).
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Barriers to entry

Any person (be it agovernment business activity or aprivate firm) able to charge excessve priceswill

generatelarge profitsin the short term. However, in generd, these high profitswill attract new entrants
into the market and ultimately |ead toincreased competition and innovation. Theexistenceof barriersto
entry can frudtrate this process by discouraging the new investment that market forces would normally
be expected to entice.

Any factor which discourages new ertry into an industry, so that government business activitiesare not
congtrained to act competitively, can be accepted as a barrier to entry. Barriers to entry may be
regulaory, structurd, or strategic (ie created by anincumbent specificaly in order to discourage entry).
Thus any feature of an industry or a market which puts a potentia entrant at along run competitive
disadvantage relaive to incumbents, thereby preventing market forces from eroding an incumbent's
market power, will be a barrier to entry.®

Barriersto entry can include:

sunk costs, which are perhaps the best known structural barrier to entry. Sunk costs are the
costs necessarily incurred in becoming a viable competitor that cannot be recovered if entry
fals. In assessng the ggnificance of sunk cods it is not just the amount that is sunk thet is
important, but also thelength of time expected to be required before these costs are recovered.
Examples of sunk costs include the congtruction costs for a gas pipdine (Snce virtudly dl of
these costs will belost by investorsiif entry is unsuccessful), Saff training and advertisng and
promotional costs associated with establishing a recognised presence in the market;

legd or regulatory barriers, such as licensng requiremernts or legidated monopolies (eg tying
arangements). An example of a regulatory restriction on competition is the limitations on
carrying cod by road transport;

access to scarce resources (including know-how and intellectua property);

cost advantagesenjoyed by incumbent firms (not related to theincumbent's superior productive
efficiency directly attributable to the incumbent’ s performance);

informational advantages enjoyed by incumbents - for example, where the market Sructureis
such that a government business activity immediately becomes aware of any existing cusomer
changing supplier, it enables the government business activity to subsequently target that
customer; - for example, QR will become aware of any customer seeking to use another rall
provider instead of QR,;

the nature of relationships in the market - for example, the existence of long term contracts (or
verticd integration) in an industry can represent amgor barrier to entry for apotential entrant
dueto these contracts (or the market structure) effectively rendering aproportion of the market

Barriersto entry may also arise from superior performance by a government business activity.
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non-contestable;

brand loyalty and customer inertia. Whilst adegree of buyer loydty existsfor any product, in
certain instances, the need to gain market acceptance of anew product can significantly dday
successful entry and therefore condtitute abarrier to entry. Inertiacan arise for many reasons,
including fear and uncertainty of change, lock-ins(eg wherethe cusomer will remain dependent
on the government business activity for someof its services), information and changeover codts,
the nature of customers decison making processes and any other marketing advantages
possessed by an incumbent;

insufficient demand - for example, where the minimum efficient scale of an enterprise in the
industry (ie the minium Sze necessary for an entrant to compete with incumbentsin theindustry)
islarge rdaive to current demand, with limited opportunities for trade, the number of efficient
firmsin amarket will be amdl. In such ingances, the presence of an incumbent may preclude
entry by prospective efficient entrants because the market smply may not be big enough to
support them. This is likely to be the case where there are economies of scae or scope
associated with production technology, or wherethereisdready excess capacity intheindudtry;

where agovernment business activity controlsan “ essentia facility” or anatural monopoly® such
as rall track for the trangportation of cod. For example, control over rail infrastructure
potentidly provides a substantid advantage to the owner as it could use its control to difle
competitive activity in the provison of above-rail services (eg scheduling maintenance to
interrupt its competitor’ s traffic)™;

where a government business activity can underteke dSrategic behaviour to discourage
compstitive conduct or entry. Thereare many formsof strategic behaviour which are designed
to discourage competitive conduct or entry, including exacerbating customer inertia (described
above), invedting in excess capacity or otherwise generating uncertainty for any prospective
entrant about the pricesthat are likely to prevail in the market after entry.

When assessing the impact of barriersto entry for a prospective competitor, it isimportant to consider
the interaction of the barriers taken together, as they affect the best qudified competitor (ie the
competitor most likely to successfully enter, or increaseits sharein, the market). In thisregard, actua
competitors are more likely to effectively condrain a government business activity than potentid
competitors.

Examining the success or failure of new entrantsin the past, or thetotal absence of any new entry, inan
industry that has generated high long-term profits may aso indicate thet barriers to entry exi.

A natural monopoly ariseswhere the most cost effective means of meeting market demand iswith a
singlefacility, rather than any combination of smaller or more specialised facilities.

10 Although the extent to which this occurs will depend in part upon the effectiveness of Pat5adf the

QCA Act which deals with third party access to the services provided by these facilities.
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Accordingly, in the aasence of vigorous comptitiverivary, the presence of any barriersto entry islikely
to indicatethe government business activity isagovernment monopoly business activity, especidly if the
best qualified entrant does not have an established presenceinthemarket. However, if vigorousrivary
is present in the market, then attention turns to whether there is evidence of substantia market power
actudly being exercised by the government businessactivity. Thisissueneedsto be consdered because
competitors may have only been ableto enter the market because of the government businessactivity’s
high prices™

Evidence of exercise of market power

The focus of the andlyss to date has been to identify situations where monopoly or near monopoly
power could be used by incumbents. However, it will be open to any government business activity
possessing substantial market power to exercise that power to its advantage by raising its prices to
maximise its profit.

The exercise of market power by anincumbent meansthat it is quite conceivablefor thereto appear to
be vigorous competition between agovernment bus ness activity and its competitors, precisely because
the government business activity is exercisng its market power, for example, by charging excessve
prices.

In order to ascertain whether a government business activity is exerciang monopoly power, the
following consderations are relevant:

the extent to which the government business activity’ s economic income represents an excessve
return on its asset base (see Steering Committee on Nationd Performance Monitoring of

Government Trading Enterprises publication An Economic Framework for Assessing the
Financial Performance of Government Trading Enterprises and Queendand Treasury’s
publication Recording & Valuation of Non-Current Physical Assets in the Queensland
Public Sector);

whether there is a maerid difference between the productive efficiency of a government
businessactivity rdativeto itscompetitorsor best practice benchmarks (an example of alack of
productive efficiency ariseswith goldplating of assetsor poor operationd efficiency) andthereis
evidence that the government business activity’ s economic income would be excessve wereit
not for itsinefficient operations,

whether the government business activity cross-subsdises between profitable and lossmaking
adtivities®.

1 Indeed, it will often be consistent with a government monopoly business activity’s commercial

interests to raiseits prices to the maximum extent possible, which in turn meansto the point where
competitors are enticed into the relevant market.
12 A cross-subsidy arises where a business activity receives less commercial benefit from a
transaction (including, for example, the reasonably expected benefit of a customer’s future
business) than the cost to the business activity of the transaction.
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Clear evidence of agovernment businessactivity’ spricing or production behaviour incorporating any of
these d ements suggests competitive pressures may not be exerted on theentity. Inthisregard, it should
be noted that in competitive markets, firmswhich persstently engagein theseformsof conduct normally
do not survivein the long run.

Summary of analysis of competitive pressures

If the andlysis of the market indicates effective competitive pressures are being exerted (either because
of the presence of vigorousrivary or thelack of barriersto entry) and thereisno evidence of substantid
market power being exercised by the government business activity, then the government business
activity will not be considered to be agovernment monopoly business activity. However, wherethese
conditions are not satisfied, then a government business activity should be declared a government
monopoly business activity.

Appendix

The appendix outlines the additiond factors which are relevant to consdering whether to refer a
government monopoly business activity for prices oversght.
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Appendix - Matters relevant to consideration of whether or not government
monopoly business activities should be referred for prices oversight

1. Introduction

The principad paper sated and explained the Authority’s recommended criteria for identifying
government monopoly business activities. The criteria focus upon market power as the key
characterigtic of government monopoly business activities.

The primary focus of competition policy in uncompetitive markets should be to increase competitive
pressureswhere possible by removing regulatory regtrictions, restructuring public monopolies, requiring
competitive neutrality to be observed and introducing third party accessrights. Where these measures
are not effectivein fostering competitionin affected markets, or arenot taken at al, someform of prices
oversght may be warranted.

This gppendix links the criteriato the other factors that are consdered relevant in deciding whether to
refer a government monopoly business activity for prices oversght. This gppendix therefore:

explanswhy itisimportant government monopoly businessactivitiesdo not exploit their market
power;

briefly outlines the policy and legidative framework for prices oversght in Queendand; and

explains the additiond economic factors which are consdered relevant in deciding whether to
refer a government monopoly business activity for prices oversight.

2. Importance of addressing market power

Government business activities are key providers of vitd products and services to the Queendand
economy, including much of this State's infrastructure, such as the rallways, the dectricity supply
industry, the ports and water authorities,

Whilgt infrastructure industries congtitute gpproximately 10% of gross state product, their redl impact is
congderably larger because of the inputsthey provide for dl other industries, particularly those which
areexport oriented. For example, infrastructure costs a one congtitute gpproximately 25% of the free-
on-board price of Audtrdia s biggest export, codl.

Consequently, theinternationa competitiveness of the Queendand economy dependsto alarge degree
upon the prices charged by these government business activities for the products and services they
provide and the efficiency with which they are provided. However, many government business activities
operate in an environment characterised by weak competitive pressure.

In competitive markets, sellersincreasethelr prices or reduce the qudity of their products at their peril,
as consumers are able to find dternatives rdlaively easlly. Where an incumbent possesses substantia
market power, the rigours provided by competition:

21



Queensland Competition Authority Criteria for the Identification of Government Monopoly Business Activities

to price and produce efficiently;
to satisfy customers with qudity relative to price; and
to innovate,

are substantialy weakened.

The absence of competitive pressures can dlow anincumbent to charge more and givelessto maximise
profit, potentially undermining the competitiveness of the entire economy. The problems presented by
government monopoly business activities exploiting market power are particularly acute since the
products and services they produce tend to conditute sgnificant and unavoidable inputs for al
downstream activities. Consequently, excessive pricing by these business activities not only forces
consumers to pay excessive prices for these products and services, but contributes to raising costs
throughout the economy.

Thereisaso the opportunity for monopoly or near monopoly producersto becomelessefficient inther
operations and produce poorer quality products or servicesthan might be expected if they operated in
more competitive market conditions. The adverse consequences of bad management decisonscan be
passed onto customers.

Monopoly pricing raises ggnificant equity concerns because of itsimpact on income distribution. The
problems associated with adverse income distribution assumes particular Significance since it is often
those most vulnerable who havethe least capacity to pay monopoly pricesor to seek out aternatives(ie
consumers). Pricesoversight therefore needsto address both the market distortions and equity issues.

The problems associated with government monopoly business activities exercisng market power are
likely to have increased with corporatisation and commercidisation reforms. This is because these
reforms place greater emphasison the commercia performance of government businessactivities, which
inturnincreasestheincentives of those who have market power to exploit it by setting excessive prices
to increase profitability.

3. The QCA Act and prices oversight

The QCA was established under the QCA Act. Part 3 of thisAct requiresthe Authority to recommend
to the Minigters the criteria for identifying government monopoly business activities and to undertake
prices oversight of those business activities referred to it.** Thissection discussesthe provisonsof the
QCA Act pertaining to prices oversight.

13 The QCA Act also confers upon the QCA responsibility for investigating alleged breaches of

competitive neutrality by significant business activities, assessing whether accreditation
applications should be approved and administering the State based third party access regime.
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Need for referral from Ministers

The QCA does not have jurisdiction to investigate a Government business activity's pricesunlessit first
receives a reference from Government. There are two methods by which the QCA'’ s jurisdiction is
triggered; either by astanding reference (where the Government bus ness activity would be prescribed
by regulation under the Act) or by aministerid referrd by gazette notice.

Standing references require the QCA to initidly investigate the most gppropriate level and structure of
prices for a particular product or service and subsequently monitor a government monopoly business
activity's pricing prectices. Minigeria references may require the QCA to investigate or monitor a
government monopoly business activity’s prices (or both).

The QCA Act dso empowersthe QCA to request abusiness activity bereferred to the QCA for prices
oversght either by way of standing or ministeria reference. A ligt of these requestsisto be maintained
by the Authority and be available for public ingpection at the Authority’ s office.

Prices oversight investigations

When undertaking prices oversght, the QCA Act requiresthe Authority haveregard to awiderange of
meatters, including “economic” criteria (such as the efficiency of the business activity and the cost of
supply), socid, equity and regional concerns, environmenta issuesand any government directionsto the
business activity. The weight given to each of these factors will vary with the circumstances of each
investigation.

In generd, the Authority envisages conducting its enquiries in a trangparent processto facilitate public
input. The QCA Act requires the results of investigations be published.

Implementing recommendations

The QCA only has the power to advise Government of the level of pricesit thinks gppropriate for a
particular entity. Ultimate responsibility for price setting will remain with Government.** However, the
QCA Act specifies that the Government must make a decison whether it will accept or rgject the
Authority’ s recommendations and requires this decison to be publicised. The legdation requires the
Authority’s reports to be published within two days of being submitted to the Ministers (unless the
report contains confidentid materid in which event that materid may be excised from the publicly
released version of the report).

After receiving a report from the Authority, the QCA Act obliges the Minigters to make a decison
within 1 month and notify their decison and the reasons for it as soon as practicable after it is made.
The Authority’s annud report will provide a vehicle for the Authority to publicly state whether its
recommendations have been accepted by the government and to indicate the extent of implementation
of its recommendations.

14 Thisis not the case, however, under the State based third party access regime also contained in

the QCA Act under which the QCA exercises deterministic price setting powers in conducting
arbitrations.
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4. Additional factors relevant for referring government monopoly business
activities for prices oversight

Government monopoly businessactivitiesarethose government business activitieswhich aredeclared as
such by the Minisers. However, there may be factors which affect the perceived desrability of
impasing prices oversght upon government monopoly business activities. These factorsinclude:

the manner in which market power was acquired by the government monopoly business activity;

the extent to which agovernment monopoly busnessactivity' s customers possess countervailing
market power;

dynamic factors, such astherate of change in demand and technology in the industry;

the impact of other structurd and regulatory reforms, such as third party access, on the
government monopoly busness activity; and

whether undertaking prices oversight is expected to produce a net public benefit.

This gpproach is cond stent with the recommendations of the Report of the Independent Committee of
Inquiry (the Hilmer Report) which emphasi sed that prices oversight should be applied sparingly adanly
after proper investigation of the underlying market circumstances. The Authority endorses these
sentiments and notes it may be desirable to take into account the matters discussed below before
referring a government monopoly business activity for prices oversight. In addition, an assessment of
these factors will dso affect the nature of prices oversight that is undertaken.

The manner in which market power was acquired

If agovernment business activity’ s market power has been gained solely by itssuperior skill, foresight,
efficiency or innovation, there should be a reluctance to gpply prices oversight to it, if to do so would
undermine the incentive for desirable economic activity.

However, it isemphasi sed that the assessment of the manner in which market power isacquired must be
approached with extreme caution. Many government business activities have been explicit or implicit
recipients of government support and subsdy during their history. Indeed, a principd reason for the
establisiment of many government business activities is that government support was consdered
necessary to provide the products or services. Such support precludes recipients from asserting the
position they have gained in their market is exclusvely dueto their superior performance.
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Countervailing market power

If those who ded with government monopoly bus ness activities possess countervailing market power,
then the desirability of gpplying prices oversight to the government monopoly business activity may be
reduced. Thisis becausethe market power possessed by the government monopoly business activity
may be effectively negated by the buyer’ s equivaent market power.

In such a market structure, assessing the desirability of applying prices oversght to agovernment
monopoly business activity is complex. However, the criticd issue is to ensure that the buyer's
countervailing market power produces competitive outcomes for consumers rather than resulting in
monopoly profitsbeing shared between the parties. This, inturn, depends on the competitivenessof the
fina productsmarket for consumers. For example, thelocation of aforestry plantation may be such that
it can support only asingle processor. However, if the markets serving thefina productsfor the timber
are competitive, then the intrusion of prices oversight is unlikely to be warranted.

Impact of market dynamics

Dynamic factors, such as rapid growth in demand or technologica development, (or both) may dso
have an impact on the need for pricesoversght or theintensity of pricesoversight if it isundertaken. In
generd, the greater therate of growth in demand or technologica changein anindustry, the morelikely
it is that new invesment will be made by a government monopoly business ectivity’s competitors,
undermining its competitive pogtion.

Thesefactors can combineto accd eratethe process of competitors chalenging agovernment monopoly
business activity’s postion in the market. In very dynamic market conditions, the intengty of
comptitive pressures exerted on a government monopoly business activity may be greater than might
appear on a purely historical assessment of the market.

Therefore, the current market structure must be considered in light of the past and with an eye to the
future. The nature of the regulatory environment will beacritica factor in how competition developsin
such markets.

Impact of other regulatory mechanisms

Thedesirability of addressing monopoly positionsby regulatory and structura reform wasaddressed in
the principd paper. The dedrability of goplying prices oversght to government monopoly business
activities operating in affected markets depends on the extent of these reforms. For example, the
restructuring of the Queendand Electricity Supply Industry has been designed to ensure acompetitive
electricity generation market emergesin this State.

In addition, the QCA Act establishes a third party access regime to gpply to natura monopoly
infrastructure, such asrail linesand port channds. Third party accesswill gpply to many facilitiesowned
by government monopoly busness activities, undermining their market power. However, the
effectiveness of third party access in disciplining government monopoly business activities will often
depend upon whether potential competitors are prepared to invest and compete with entrenched
monopolies. Government monopoly business activities are likdly to retain a Sgnificant “firs mover”

26



Queensland Competition Authority Criteria for the Identification of Government Monopoly Business Activities

advantage in these markets for a consderable period.

The extent of barriersto entry represents asignificant factor for any potentia competitor to consider in
this context. For thisreason, the market definition consdered in the analyss of whether a government
business activity could be characterised as agovernment monopoly businessactivity generdly excludes
potential competitors where significant new investment is required for competitorsto enter the relevant
market. However, thiswill need to be considered in the circumstances of each particular indusry.

Assessing whether prices oversight will produce net benefit

In setting criteria for assessng whether government business activities should be subject to prices
oversight, abalance must be struck between the costs associated with prices oversight and the gainsthe
process offers. Applying prices oversght to smal government business activities, even if they are
monopolies, may not yied net benefits for the community.

A large body of economic principles has been developed to assist in the quantification of the costsand
benefits of aparticular policy insrument, such as prices overdght. These principles provide a sound
economic framework in which to undertake thisandlysis, incorporating not only financia effects, but dso
impacts from asocid perspective (for example, an improved digtribution of income).

A cost benefit assessment will need to consder:

an initid assessment of the extent of monopoly pricing and its effects on the Queendand
economy in amacro sense, aswell asits effectson any classof customer in amicro sense; and

the costs of undertaking the process. The costsincludethoseincurred by the Authority and the
government business activity that is potentidly subject to prices oversght. More difficult to
quantify ae the cogs (and benefits) associated with changing the incentives of government
monopoly business activitiesand their actud or potentid competitorsarising from the gpplication
of prices oversght.

In practice, the assessment needs only to be sufficiently detailed to provide clear evidence of a net
benefit to the State from ingtigating prices oversght. The assessment should asss the Minigers to
prioritise pricesoversight candidates. 1n addition, the process should facilitate an assessment of typeof
investigation that should be undertaken (ie an investigation of the government business activities pricing
practices or Smply monitoring those prices).

Nature of prices oversight

The matters outlined in this section will dso affect the nature of the prices oversight undertaken. For
example, there is a greater likelihood of light handed (ie less invasive) gpproaches being appropriate
where agovernment monopoly business activity isin an environment which israpidly changing than one
which is rdatively gatic (dthough in rgpidly developing markets, it is important to ensure particular
classes of customer are not adversdly affected by the changes).
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Similarly, light handed approaches may be more appropriate where the government monopoly business
activity is subject to other regulatory mechanisms (such as third party access) if these measures are
expected to produce robustly competitive markets in a reasonable period of time. Light handed
gpproaches are likely to be more suitable where countervailing market power is present in the market
Structure.

In addition, the views of stakeholdersin the industry and potentidly arange of other factors, including
marketing arrangements, should be taken into account when determining the nature of prices oversght
which is proposed.

5. Concluding Comment

Government monopoly business activities provide sgnificant and unavoidable inputs for virtudly dl
productive activity within the economy. The adverse consequences of monopoly pricing by these
organisations potentialy undermines the competitiveness of the entire economy and can cause adverse
equity impacts upon vulnerable members of the community.

Pricesoverdght is potentidly apowerful ingrument for the Government to improve community wefare
and achieve economic and socia objectives by preventing adverse effects of monopoly pricing by
government business activities.

The gpplication of prices overgght to a government monopoly busness activity involves congderable
effort and expense being incurred by dl stakeholders. Moreover, the very application of prices
overdght is likdy to affect the incentives for the government business activity and perhgps more
importantly, the incentives of its actud and potential competitors,

History has shown, both in Austrdiaand sawhere, thet if prices oversght is misused, it is capable of
ggnificantly reducing community wefare.
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