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Competition and the Internet

For most commentators, it is almost
self-evident that the Internet has
salutary effects on commercial
competition. It 15 a Ilow-cost
“production factor”, freely available
to all industries and so expansive as
to prevent anyone from exploiting its
scarcity value. It facilitates the
development of trade on a playing-
field as level as everyone could wish.
It 15 associated with unprecedented
successes among new entrants. The
provision of Internet access and
services may be subject to restrictions
of competition, of which the
Microsoft and other cases are actual
or potental examples; but the
Internet itself appears to be either
beneficial from a competitive point
of view or, at the least, a neutral
factor.

It 1s therefore refreshing to find an
economist, who works with the
Commission in Brussels (but speaks
for hmmself and not for the
Commission in this respect) raising
some legitimate queries about the
effects of the Internet on
competifion. Bemardo Urrutia pre-
sented a paper at UIMP, Barcelona,
on 10 July, 2000, in which he offered
“some cautious reflections about
possible threats to competition” in
the light of developments in the use
of the Internet. Mr Urrutia states
fairly enough its positive aspects.
“For many companies, the Internet
represents a business opportunity,
the possibility of carrying out
investment projects with high
expected return rates, improving the
competitive edge or for the purposes
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of corporate diversification strat-
egies. For many other companies —
for some economic sectors as a
whole in some cases — the Internet
may represent a serious threat, as the
functions they perform will disappear
with the development of e-
commerce. This would be the case
of many intermediary functions
(wholesalers, retailers) for which
direct Internet competition s
possible. The Internet does not only
threaten intermediary functions. It is
also a challenge for territorial
protection agreements, that is, for the
reseller who obtains full exclusivity
for commercialising some goods in a
given territory. The Internet makes
1t very easy to know at what prices
these goods are offered in contiguous
or far away territories and provides
the means to obtain them from
different resellers.”

However, in at least two respects,
these very advantages may have their
drawbacks, leading “to many
tradinonal retailers and businesses
categories opposing the new forms of
competition over the Internet”; and,
“for the purposes of full exploitation
of Internet business possibilities, we
are witnessing a concentration of
economic power ... that could well
be necessary for the foundation of
the so-called new economy but that
could also mean that the market
structures m that new economy will
be controlled by a limited number of
players at world-wide level”. The
author cites the intended mergers
between America on Line and Time
Warner and between Vivendi/Canal
Plus and Seagram. M
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