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7.28

7.29

7.30

7.31

the OFT recommendations may have led to a reduction in the
probability of such anti-competitive behaviours in the sector.®®
However, it is important not to overstate the potential prevalence of
anti-competitive behaviours before OFT competition advocacy advice
was provided to Defra given the UK and EU guidelines for public
procurement already in place.

To estimate the likely price savings that can be attributed to this
advocacy intervention, we consider how much the OFT contributed to
the change in the guidelines, how much the improved guidelines
reduced the probability of anti-competitive outcomes and how much
savings avoiding such outcomes entailed.

It is reasonable to expect that the probability of anti-competitive
behaviour in the waste management sector is higher if guidelines do not
enhance competition. (See paragraphs 7.10 — 7.23 above).

In evaluations of competition enforcement by UK competition
authorities it has been suggested that, where no market specific
information is available, it would be relatively conservative to assume
overcharges of 15 per cent in the case of co-ordinated behaviour and 5
per cent in the case of an abuse of dominant position.®®

In the absence of more detailed information on the price impact of any
potential co-ordinated behaviour or abuse of dominant position in the
waste management sector, we assume that, on average, any potential
anti-competitive behaviours in the sector might have resulted in a 10
per cent surcharge.

5 We note the recommendations were intended to improve competition in the sector along

several dimensions and were not targeting one specific anti-competitive behaviour.

6% See OFT (2010).



7.32 In sum, the estimation of the benefits from a lower probability of anti-
competitive behaviour, and hence lower expected prices in
procurement, relies on the following assumptions:

e The avoided price increase is estimated at 10 per cent.

e After the intervention, 11 out of 16 elements of the guidelines were
improved. The OFT is only partly responsible for this improvement
and the OFT’s impact is partially transitory and partially permanent.
We assume that the OFT contributed permanently 10 per cent
towards this improvement in the guidelines. In the first few years,
the impact of the OFT contribution is higher as the guidelines are
implemented faster than would otherwise have been the case. The
impact is assumed to be 20 per cent in the first year, 16.6 per cent
in the second year and 13.3 per cent of that amount in the third
year.

e The share of the market re-tendered during each year and the
expected duration of contracts that are re-tendered. In any one year,
only a fraction of the market is re-tendered. But, improving
competitive conditions for re-tendering will have an impact lasting
throughout the lifetime of the contract.”

7.33 According to an OFT study of the municipal waste management market
from 20086, the value of the sector before the intervention was
approximately £2bn.”' Table 7.3 takes all these elements into account
in the estimation of the price benefits attributable to this advocacy
intervention for a period of 10 years.

7 Waste management contracts typically last for several years (average duration is
approximately 10 years based on a recent study by Defra (2006). As such, we assume that only
about 1/10 of contracts are on average re-tendered each year and thus only 1/10 of the market
would be impacted by the improvement in the guidelines in the first year. However, the more
competitive prices that would be achieved in this 1/10 of the market would remain in place for
10 years, the average duration of the contracts. Thus, the two effects cancel out.

"1 OFT (2006).



Table 7.3 Total estimated price benefits (and underlying assumptions

. Effect Impact on a
Fraction of i -
Expected L attributable £2 billion
year guidelines
overcharge to market
impacted .
Advocacy (million £)
1 10% 11/16 20% £27.50
2 10% 11/16 16.6% £22.83
3 10% 11/16 13.3% £18.29
Subsequent years 10% 11/16 10% £13.75

Total over 10 years (discounted at a real interest rate of 3.5 per

cent) £117.61

Source: Assumptions and calculations from London Economics

7.34

7.35

7.36

7.37

Based on the assumptions described earlier, total savings attributable to
the advocacy intervention are estimated at £117.61 million over a period
of 10 years and using a real discount rate of 3.5 per cent.”?To illustrate
the sensitivity of the results reported in Table 7.3 to the different
assumptions used in the calculation, we conduct below on a couple of
sensitivity scenarios.

In a first scenario, the expected overcharge due to anti-competitive
behaviour is assumed to be 15 per cent instead of 10 per cent. In this
scenario, total savings over a period of 10 years are £176.61 million, 50
per cent higher than in Table 7.3.

In a second scenario, the proportion of the guidelines impacted by the
advocacy intervention is assumed to be only 6/16 instead of the original
assumption of 11/16. In this scenario, total savings over a period of 10
years are £64.16 million.

Finally, in a third scenario, the effect attributable to the advocacy
intervention is halved. Under such a scenario, total savings of the 10
year period are £58.80 million.

72 HM Treasury recommends using an interest rate of 3.5 per cent for the purpose of calculating

the present value of future financial streams (see HMT (2003) p.26).



Other effects
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Improved competition in procurement in the public sector may enable
Local Authorities to achieve not only lower prices but also better quality
waste management. One of the quality parameters that Local Authorities
are concerned about is the amount of waste disposed in landfills. More
competition in the sector may provide suppliers with an incentive to
invest and innovate in order to reduce landfilling.

In the UK most waste is traditionally disposed in landfills — in 1998
approximately 84 per cent of municipal solid waste went to landfills.”?
However, UK and EU legislation, in particular the EU Directive on the
landfill of waste (Landfill Directive)’*, set out targets to reduce this
significantly. In particular, the Landfill Directive specifies targets for
reduction in biodegradable municipal waste (BMW)."®

Currently, two different initiatives in the UK incentivise local authorities
to move away from landfill: increased taxes on landfill (from £18 per
tonne in 2006 to £40 in 2009-2010), and decreasing tradable
allowances. In addition to the economic incentives provided by the
Landfill Tax and the Landfill Allowance Trading Scheme, the WIDP
provides financial support to Local Authorities through PFI credits. The
aim is to ‘ensure... delivery of the major infrastructure required to bridge
the shortfall in residual waste treatment capacity needed in order for
England to meet its share of the UK’s Landfill Directive diversion

targets’.’®

73 Morris et al. (1998).

7% Council Directive 1999/31/EC of 26 April 1999 on the landfill of waste (Landfill Directive):
http://eur-lex.europa.eu/LexUriServ/LexUriServ.do?uri=0J:L:1999:182:0001:0019:EN:PDF

’® BMW is defined as ‘waste that is capable of undergoing anaerobic or aerobic decomposition,

such as food and garden waste, and paper and paperboard’ (Landfill Directive).

76 http://www.defra.gov.uk/environment/waste/residual/widp/index.htm



7.41

In recent years there has been a large reduction in the share of municipal
waste disposed in landfills. In 2007, approximately 57 per cent of UK
municipal waste went to landfills compared to 84 per cent in 1998.
Most of the reduction seems to have been achieved through an increase

in recycling.”’

Figure 7.4: Biodegradable Municipal Waste (BMW) landfilled and
BMW targets

Million tonnes
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€ — BMW Target
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Source: Environment Agency (2009) and Defra (2009a).

7.42

It is possible that part of the decrease since 2006 might be linked to
improved procurement design. Although the downward trend began long
before the OFT intervention and seems largely attributable to the Landfill
Tax and the Landfill Allowance Trading Scheme, more rapid reductions
of landfilled waste may be seen in the future as a result of the faster
implementation of the guidelines following the provision of the OFT

advice.

77 Gentil et al. (2009).



7.43 The reduction in landfilling of waste over the last four years has
averaged slightly above 5 per cent per year.”® We assume that the OFT
advocacy potentially may account for up to 10 per cent of this yearly
reduction in landfill.

7.44 The yearly average landfill tonnage stands currently at 13.8 million
tonnes.’”® We assume that the intervention might contribute to a yearly
reduction of 69,000 tonnes®® of landfill. As these effects are assumed to
be due to the faster implementation of the guidelines, they are assumed
to be felt with decreasing intensity over three years in line with what is
assumed for the analysis of the impact on better procurement guidelines
discussed in the previous section. The environmental benefits associated
with less landfilling are difficult to quantify, but a recent article estimates
the environmental costs of landfill at £9.0 to £11.7 per tonne. #'#

Taking these elements together leads to an overall estimate of possible

future environmental costs avoided by the reduction in landfill in the

order of £1.4 million.®®

78 According to Defra (2009b). There is also some evidence that the rate of reduction has been
slightly higher since the advice was provided. In 2006/07 the reduction was 5 per cent, in
2007/08 it was 8 per cent and in 2008/09 it was 11 per cent.

7 According to Defra (2009b).
80 This corresponds to 5 per cent times 10 per cent of 13.8 million tonnes.

81 Based on original range of 10-13 euro, converted at 23/03/2010 exchange rate, 1 euro =
0.89823 pounds according to Bank of England spot exchange rates.

82 This figure corresponds to present value of environmental impacts over time, see Rabl et al.
(2008).

83 This is calculated as 69,000 times 10.3 (midpoint in the 9.0-11.7 range) in the first year, plus
that same amount times 2/3 for the second year and times 1/3 for the third year. As before, we
take into account that only about 1/10 of the market is re-tendered each year but also that the
impact of improved contract conditions lasts for an average of ten years.



7.45

As previously, this estimate is heavily reliant on a number of
assumptions, most notably the impact of OFT guidelines on the
decrease in landfilling, the length of the impact and the value assigned
to any savings.

Conclusion

7.46
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In assessing the impact of the OFT advocacy intervention in this market,
we have taken into account of the view that, to a large extent, many of
the recommendations put forward by the Advocacy Team were already
being considered by Defra officials at the time the advice was provided.

But, the sheer size of the waste management sector means that the
impact of the OFT intervention, even if it only nudged policy a bit further
in the direction that was already being followed, is significant.

On the basis of the many assumptions which had to be made in order to
estimate the total impact of the OFT intervention, total cumulative
benefits over a period of 10 years are estimated at £117.61 million (in
present value terms). These estimated benefits are related to the
potential lower probability of anti-competitive behaviour in the sector.

It is important to note the figure of £117.61 million is highly sensitive to
the underlying assumptions and the sensitivity scenarios presented in
this chapter show that different assumptions yield very different savings
estimates.

Moreover, due to more competition in the sector, service providers may
face improved incentives to invest in technologies which can reduce
landfilling. We thus also estimate potential environmental benefits at
£1.4 million. As before, this estimate is heavily reliant on a number of
assumptions but highlights that the benefits of competition are not
exclusively limited to lower prices.



8 CONCLUSIONS AND SUGGESTIONS

8.1 The analysis in the previous chapters shows that advocacy is a
potentially powerful tool for promoting competition and ensuring that
markets work well for consumers. Competition advocacy can
complement other consumer protection and competition activities carried
out by the OFT.

8.2 However, competition advocacy is not legally binding. Policy-makers are
under no obligation to take on-board the advice. Also, they can be
subject to pressure from different interest groups who seek to influence
policy outcomes.

8.3 An important question for the advocacy team to bear in mind is how
best to frame the advice in order to influence policy-makers, given that
they are not legally required to follow the advocacy team’s
recommendations.

Factors likely to enhance the effectiveness of a competition
advocacy team

8.4 In this section we discuss, by building on previous academic analysis in
the area,®® how the effectiveness of advocacy interventions can be
maximised and identify some key criteria that enhance the effectiveness
of advocacy interventions, such as:

e Expertise in the area that advice is given, and a reputation for
accuracy;

e Timely provision of advice;

¢ Independent and objective advice;

84 Our taxonomy builds on the analysis undertaken by Hilke (2006). Although his analysis
concentrates on the influencing of sectoral regulators, we consider that the main conclusions
can also be applied to policy-makers in general.



8.5

8.6

8.7

8.8

e Advice based on up-to-date information; and

e Commitment to long-term engagement with the recipient, and
helping the sector in question.

We use evidence from our analysis of the survey results and from the
three examples of advocacy interventions to assess the performance of
the competition advocacy team against each of these criteria. The aim is
to form a view on how OFT advocacy fairs according to these criteria, as
well as make some suggestions on how best to direct advocacy efforts
in the future.

Expertise and reputation for accuracy

It is crucial to have technical expertise in the area that competition
advice is given. Advice will be better received if the advocacy team also
demonstrates a deep understanding of sectoral specificities. This reduces
the potential likelihood or ability of policy-makers to dismiss the advice
as not being relevant or adequate to their particular sector. It is also
important if the advocacy team has built a track record of sound and
prescient advice, particularly if going against strongly held views by
policy-makers and/or stakeholders.

Under this criteria, the OFT competition advocacy team fairs particularly
well. Survey respondents overwhelmingly (88 per cent) considered the
OFT to provide well-informed and well-researched advice. The case
studies highlighted the thoroughness with which the OFT researches
particular markets, including the publication of reports (on waste
management and environmental standards) and how advice is based on
the theoretical and empirical realities of the different markets.

Adequate timing for submitting advice

In addition to the provision of technical expertise that demonstrates a
deep understanding of sector specificities, it is also crucial for any
advocacy team to provide advice within the relevant policy timeframe.
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8.11

This will allow time for the advice to be reflected in (early) policy
discussions.

In the responses to our survey, we have found evidence that the
effectiveness of an advocacy intervention is likely to depend on the
appropriateness of the timing at which advice is provided. Advice
received earlier on is found to be most likely to influence policy officials.
For instance, the OFT's competition advice was considered more useful
when provided during the initial stages of policy development by a
majority of survey respondents (51 per cent). The advice had an impact
on the policy approach in 67 per cent of cases where it was provided
early in the policy development process, but only in 43 per cent of cases
when it was provided at a later stage in the policy development process.

The examples also illustrate the importance of the provision of on-going
advice throughout the policy development process rather than at just one
point in time. For instance, the OFT provided on-going assistance in the
case of brokering voluntary agreements among light bulbs manufacturers
and retailers, and this form of assistance was well received.

Independence and objectivity

Maintaining independence and objectivity increases the weight given to
the advice. This is particularly important where the advice given might
be perceived as controversial, or is given on a controversial issue. For
example, certain competition advocacy interventions may generate
controversy because of (perceived) tensions with other policy objectives.
Advocacy teams need to handle this controversy well and be perceived
as an impartial participant.

The survey results provide indirect evidence that the OFT advocacy team
fairs well with regards to this criterion. As already noted, a majority of
survey respondents found the advice to be of high quality. Moreover, 38
out of 43 survey respondents indicated that the OFT’s input was clearly
presented and based on sound analysis, and 41 out 43 survey
participants thought the OFT’s input would be useful to policy-makers
facing other relevant issues in future. These survey responses do not



provide direct evidence that survey participants thought that the OFT
competition advice was independent and objective. However, the
generally very positive assessment of that advice seems to suggest that,
survey participants might be likely to view the advice as independent
and objective as well.

Up-to-date contributions that add value

Competition advocacy that brings new information, analysis, or insights
to bear on policy-making or sector regulation issues can be compelling,
newsworthy and difficult to ignore. Further, new information and
analysis can be critical to attracting media attention to competition
issues and in developing broad public support for policy or regulatory
proposals that can help make specific reforms feasible.

Two of the advocacy interventions considered in this evaluation are
linked to empirical evidence/research reports (environmental product
standards and waste management procurement). This seems to be a
powerful way to convey the potentially negative effects of some
regulatory interventions. The importance of empirical work in supporting
advocacy efforts raises, however, the issue of timing and resources.
Thoughtful empirical work may take too long to be feasible in respect of
every advocacy intervention. An alternative is to identify the most
important issues ex ante and have empirical studies done before an
advocacy opportunity arises.

Long-term engagement

Deregulation or market reform is, in many cases, a process that takes
place over a long period of time. Policy makers are more likely to heed
competition advice if the advocacy body shows commitment to long-
term engagement and to helping the policy-makers deal with competition
issues as they arise during the process.

None of the examples or the survey focused on this aspect of
competition advocacy. Thus, we cannot assess how well the advocacy
team fairs in this regard. However, long-term engagement is likely to be



an important aspect of the work of the OFT competition advocacy team
in the follow-up to market studies, where bringing about change to
reduce consumer detriment may require a longer-term approach to
influencing policy, than in the case of advice offered for a specific policy
under development.

Suggestions

8.17

On the basis of our analysis of the literature, survey results, and
examples of advocacy interventions, and while acknowledging resource
constraints, we put forward the following main suggestions for the
Competition Advocacy Team to maintain and increase its impact:

Continue to enable the competition advocacy team to provide high
quality advice. Quality is a key factor influencing the take-up of the
advice by policy-makers. It is also a key determinant of the impact of
the advice on the policy approach adopted, and where relevant, the
ultimate policy objectives.

Aim to provide advice early on in the policy process as it is at this
stage that the advice is most likely to influence policy-makers and
have an impact on the development of the policy itself.

Give a high priority to informal provision of competition advice and
advice substantiated by OFT publications of market and competition
analysis. The former is the type of targeted advice which influences
policy-makers and impacts policy developments the most, while the
latter contributes to the credibility and quality of the advice activities
by demonstrating the OFT's knowledge of particular issues.

Use a variety of communication channels. Face-to-face communication
is important and valued by advice recipients despite it being more
resource intensive.

Ensure that the OFT is able to identify and address policy
developments that may raise competition issues relatively early in the
policy process. Such a pro-active engagement is resource intensive;
therefore, the OFT might want to focus its available resources on



monitoring policy developments in key government departments and
agencies. An important criterion for deciding which departments to
focus on could be the departments' past record in approaching the
OFT for competition advice.



ANNEXE

Table A.1 Communication channels used by the OFT

Communication channel Frequency Percentage
Face to face 30 70%
Via telephone 24 56%
Via email 33 77 %

Note: Several respondents reported receiving competition advice through more than one channel.
Source: London Economics’ analysis of 43 detailed survey responses

Table A.2 Cross analysis of quality of presentation and analysis with
extent of agreement to statements 1-3

The OFT’s competition advice was clearly presented and
based on sound analysis:

Disagree Agree Strongly agree Total

Statement 1: The OFT’s competition advice provided a perspective on competition that had not
been considered previously.

Strongly agree and

agree 1(2%) 12 (28%) 12 (28%) 25 (58%)
Strongly disagree

and disagree 4 (10%) 11 (26%) 3 (7%) 18 (42%)
Total 5 (12%) 23 (53%) 15 (35%) 43 (100%)

Statement 2: My awareness of competition issues changed as a result of OFT's competition
advice on the policy issue.

Strongly agree and

agree 3 (7%) 12 (28%) 14 (33%) 29 (67 %)
Strongly disagree

and disagree 2 (4%) 11 (26%) 1 (2%) 14 (32%)
Total 5 (12%) 23 (53%) 15 (35%) 43 (100%)

Statement 3: The OFT’s competition advice would be useful to policy makers facing other
relevant issues in future

Strongly agree and 4 (10%) 23 (53%) 14 (33%) 41 (96 %)




agree

Strongly disagree
and agree 1(2%) 0 (0%) 1 (2%) 2 (5%)

Total 5 (12%) 23 (53%) 15 (35%) 43 (100%)

Source: London Economics’ analysis of 43 detailed survey responses

Table A.3 Cross analysis of stage at which OFT competition advice
was received with take-up of input

Stage at which OFT input was received:

Initial stages of Mid-late stages of In response to a After public
policy policy consultation announcement of
development development document the policy
No Yes No Yes No Yes No Yes

Extent OFT input taken on board by the policy team:

To a great
extent and 9 24 14 19 27 6 26 7
some (25%) (67 %) (39%) (53%) (75 %) (17 %) (73) (19%)
extent
3 0 1 2 3 0 3 0

Not at all (8%) (0%) (3%) (6%) (8%) (0%) (8%) (0%)

12 24 15 21 30 6 29 7
Total (33%) (67 %) (42%) (58%) (83%) (17 %) (81%) (19%)

Note: This cross-tabulation uses results from the full survey only, as the question asking when
advice was provided was added after the pilot survey.
Source: London Economics’ analysis of 43 detailed survey response



Table A.4 Cross analysis of stage at which OFT competition advice
was received with importance of changes to the policy approach and
objectives

Stage at which OFT input was received:

Initial stages of Mid-late stages In response to a After public
policy of policy consultation announcement
development development document of the policy
No Yes No Yes No Yes No Yes

Importance of changes to the policy approach:

Very important 3 16 10 9 16 3 14 5
and important (8%) (45%) (28%) (25%) (45%)  (8%) (39%) (14%)
Not very
important and 3 7 3 7 8 2 9 1
not all important (8%) (20%) (8%) (20%) (22%)  (6%) (25%)  (3%)
No changes were 6 1 2 5 6 1 6 1
made (17%)  (3%) (6%) (14%) (17%)  (3%) (17%)  (3%)
12 24 15 21 30 6 29 7
Total (33%) (67%) (42%) (58%) (83%) (17%) (81%) (19%)

Importance of changes to the policy objectives:

Very important 1 7 6 2 8 0 7 1
and important (3%) (20%) (17%) (6%) (23%) (0%) (20%) (3%)
Not very
important and 2 12 5 9 11 3 12 2
not all important (6%) (35%) (14%) (25%) (32%)  (9%) (35%) (6%)
No changes were 8 5 4 9 11 2 9 4
made (23%)  (14%) (11%)  (26%) (31%)  (6%) (26%)  (11%)
11 24 15 20 30 5 28 7
Total (31%)  (69%) (43%)  (57%) (86%) (14%) (80%)  (20%)

Note: This cross-tabulation uses results from the full survey only, as the question asking when
advice was provided was added to the survey questionnaire after the pilot survey.
Source: London Economics’ analysis of 43 detailed survey responses



Table A.5 Cross analysis of quality of presentation and analysis with

importance of changes to policy approach and objectives

The OFT’s competition advice was clearly presented and based on

sound analysis:

Disagree Agree Strongly agree Total
Importance of changes to the policy approach:
Very important and
important 1 (2%) 10 (23%) 10 (23%) 21 (39%)
Not at all important
and not very
important 3 (7%) 10 (23) 2 (4%) 15 (35%)
No changes were
made 1 (2%) 3 (7%) 3 (7%) 7 (16%)
Total 5 (12%) 23 (563%) 15 (35%) 43 (100%)
Importance of changes to the policy objectives:
Very important and
important 0 (0%) 5 (12%) 5 (12%) 10 (24 %)
Not at all important and
not very important 2 (5%) 13 (31%) 4 (9%) 19 (45%)
No changes were made 3 (7%) 5 (12%) 5 (12%) 13 (31%)
Total 5 (12%) 23 (55%) 14 (33%) 42 (100%)

Note: One respondent did not answer regarding the importance of changes to policy objectives.

Source: London Economics’ analysis of 43 detailed survey responses



Table A.6 Cross analysis of type of competition advice provided by

the OFT with importance of changes to the policy
approach and objectives

Type of competition advice:

Competition Market study

Informal advice related recommendation  Consultation

advice to a RIA follow-up Response Other
Importance of changes to the policy approach:
Very
important
and
important 12 (28%) 4 (9%) 2 (5%) 0 (0%) 3 (7%)
Not very
important
and not all
important 6 (14%) 5 (12%) 3 (7%) 1 (2%) 0 (0%)
No changes
were made 0 (0%) 5 (12%) 0 (0%) 1 (2%) 1(2%)
Total 18 (42%) 14 (33%) 5 (12%) 2 (5%) 4 (9%)
Importance of changes to the policy objectives:
Very
important
and
important 5 (12%) 4 (10%) 1 (2%) 0 (0%) 0 (0%)
Not very
important
and not all
important 10 (24 %) 4 (10%) 3(7%) 1(2%) 1(2%)
No changes
were made 3 (7%) 6 (14%) 1 (2%) 0 (0%) 3 (7%)
Total 18 (43%) 14 (33%) 5 (12%) 1(2%) 4 (10%)

Source: London Economics’ analysis of 43 detailed survey responses



Table A.7 Interest groups, media coverage and publication of the oft
position and whether it caused officials to give more
consideration to the OFT’'s views

Respondents who If “yes”, gave more consideration to the
answered “yes”. OFT’s views:
Agree Strongly agree
Interest groups who 11 (26%) 5 (45%) 2 (18%)
shared the OFT’s views
Press coverage of the 19 (44 %) 6 (32%) 2 (11%)
policy issue
Publication of the OFT’s 9 (21 %) 2 (22%) 1(11%)
position

Source: London Economics’ analysis of 43 detailed survey responses
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