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	EUROPEAN COMMISSION

JOINT RESEARCH CENTRE






ADMINISTRATIVE ARRANGEMENT

N° COMP/2015/032
BETWEEN

DG COMPETITION – DG COMP
AND

DG JOINT RESEARCH CENTRE 

According to the Council conclusions of 26.04.1994 (J.O. C 126 of 7.05.1994 p.1) on the role of the JRC;

According to the offer supplied by the DG Joint Research Centre to DG Competition on its request;

According to the project entitled “Modelling the macroeconomic impact of competition policy: Update and further development”, DG Competition entrusts the DG Joint Research Centre, Institute for the Protection and Security of the Citizen (IPSC) and Institute for Prospective Technological Studies (IPTS) with the execution of the above mentioned project;

1)
The present Administrative Arrangement is established between DG Competition, hereinafter referred to as "DG COMP" which is represented, for the purpose of signing this Administrative Arrangement, by Ms Isabelle Bénoliel, Director for Registry and Resources of the above-mentioned Directorate General, and the Joint Research Centre, hereinafter referred to as the "JRC", represented for the purpose of signing this arrangement by Mr Jean-Pierre Michel, Director of Resources.
2) The purpose of this Administrative Arrangement is to provide further support to the estimation of the macroeconomic impact of competition policy enforcement in the EU by exploiting updated information on cartel and merger decisions by the European Commission. More precisely, this information will be used to conduct further policy simulations of competition policy enforcement by the European Commission, using the QUEST III model developed by DG ECFIN. In addition, support will be given to the development and testing of alternative model specifications and to the conduct of model simulations which would be aimed in particular at exploiting the available information on the sectoral distribution of Commission cartel and merger decisions by tracking the interlinkages between sectors and at better capturing the market entry/exit effects of important cartel and merger decisions at the macroeconomic level.
The work to be realised under the execution of the above mentioned project “Modelling the macroeconomic impact of competition policy: Update and further development” is described in Annex I, 'technical details of the project' to the present Administrative Arrangement.

3) The JRC shall perform the work, defined in Annex I "Technical details of the project ", within 10 months counted from the date on which the last party signs this arrangement. 
4) Any delay in the performance of the work must be immediately notified to DG COMP in charge of the monitoring of the Project.

5) The JRC.G.1 (Financial and Economic Analysis) Unit and JRC.J.5 (Sustainable Production and Consumption) Unit shall make available the personnel necessary for the performance of the project.

6) A fixed cost of 100,000 EURO (hundred thousand euros) has been agreed for the work performed by the JRC. It shall be totally financed by the General Budget and transferred to the JRC, in accordance with point 7. This funding shall be shared equally by the two JRC Units, so 50,000 EURO (fifty thousand euros) each.
7) The agreed credits for the performance of this work shall be made available to the JRC when the services have been carried out to the satisfaction of DG COMP according to the Commission’s accounting rules on the internal invoicing. The sums shall be transferred from the budget line 03.010211.00.04 of DG COMP to the Legal Entity File (LEF) 6999999009 mentioning the Recovery Order (RO) number. The JRC will produce a debit note for the payment. The payment shall be made in accordance with the payment plan mentioned below and subject to any special provision (e.g. linked to approval of reports) as specified in the Annex I:

The amount of 100,000 EURO will be paid upon written acceptance of the final report and 30 days after the receipt of a debit note.
8) If a portion of the work is to be subcontracted by the JRC then: 

· The JRC shall seek prior written agreement from DG COMP before sub-contracting parts of the work.

· The request for agreement from DG COMP to the sub-contracting shall bear a detailed description of the services that will be tendered and of their estimated value. 

· The tender specifications for the work to be subcontracted shall be prepared by the JRC and submitted to DG COMP with the request for prior written agreement. For calls and invitations to tender related to subcontracting under the present arrangement and that are above the threshold of Art. 137 RAP, DG COMP will be given the option to participate in the (opening and) evaluation of tenders.

9) Any modification of the present arrangement and its annexes shall be the subject of a written agreement having the same format as the present arrangement.

10) The title of the project as quoted under point 2 and the number of the present Arrangement shall appear on any report, correspondence or cost statement concerning the same subject.

11) All the correspondence concerning the present Arrangement shall be in written form and shall be forwarded to the following addresses:  

For DG COMP

A.
For administrative matters


European Commission 


Directorate General – Competition


Unit R2 - Resources, Ethics and Security

         Attn: Barbara Brandtner
         Phone: +3222951563
         E-mail: COMP-finance@ec.europa.eu 
B.     For technical matters

         European Commission 


Directorate General – Competition

Principal Adviser

         
Attn: Fabienne Ilzkovitz
         Phone: +3222993379
         E-mail: fabienne.ilzkovitz@ec.europa.eu 
For the JRC
A.
For administrative matters


European Commission 


Joint Research Centre
         Unit B04 – Budget, Accounting and Competitive Activities


Attn: Mr. Francisco Lopes

         Phone: +390332785744

         E-mail: francisco.lopes@ec.europa.eu 
B.     For technical matters

         European Commission 

         Joint Research Centre
         Institute for the Protection and Security of the Citizens

         Unit G01 – Financial and Economic Analysis 


Attn: Mr. Marco Ratto
         Phone: +390332783794
         E-mail: marco.ratto@jrc.ec.europa.eu 

and
         European Commission 

         Joint Research Centre
         Institute for Prospective Technological Studies (IPTS)
         Unit J05 – Sustainable Production and Consumption

Attn: Mr. Jose Manuel Rueda-Cantuche
         Phone: +34954488243
         E-mail: josem.rcantuche@ec.europa.eu 
12) The following documents form an integral part of this arrangement.


- Annex I: Technical details of the project 
SIGNATURES

For DG COMP
For the JRC

Ms Isabelle Bénoliel, Director
Mr Jean-Pierre Michel, Director
Registry and Resources, DG COMP
Resources, DG JRC
…./…./…. 
…./…./….
Modelling the macroeconomic impact of competition policy: 
Update and further development
Annex I: Technical details of the project

Technical Annex to Administrative Arrangement Number
COMP/2015/032
between

DG Competition

 and 
DG Joint Research Centre

1. Introduction

The Competition Directorate-General (DG COMP) has decided to improve the assessment of the broader impact of competition policy. Such an assessment is particularly important for advocacy and legitimacy purposes. Advocacy activities are more efficient when they are based on hard evidence and sound economic analysis. Therefore, DG COMP intends to update and improve its measurement of the macroeconomic impact of its competition policy interventions. More precisely, DG COMP will request the JRC to conduct (with the assistance of DG ECFIN) a number of econometric simulations of the macroeconomic effects of competition policy enforcement in the EU. The current project is an extension of the 2014 project aimed at "Simulating the effects of competition policy interventions in the EU using a macro-econometric model".
2. Subject of the project
The aim of this study project is to provide further support to the estimation of the macroeconomic impact of competition policy enforcement in the EU by exploiting information on cartel and merger decisions by the European Commission. This information includes the size of the turnover affected by the decision, the avoided price increase and the expected duration of this price effect (which together make up the so-called 'customer savings' from the decision). These measures of competition policy enforcement by the European Commission are then used to conduct policy simulations using the QUEST III model developed by DG ECFIN. In addition, the project should conduct model simulations which would be aimed in particular at exploiting the available information on the sectoral distribution of Commission cartel and merger decisions by tracking the interlinkages between sectors and at better capturing the market entry/exit effects of important cartel and merger decisions at the macroeconomic level.
3. Specific Requirements
The Joint Research Centre (JRC) will work in close collaboration with the Principal Advisor (PA) team in DG COMP and the econometric modelling unit (B3) in DG ECFIN. This close collaboration will be reflected in open lines of communication during the different stages of work (see below), in the organisation of bi-monthly meetings (see timetable), and in the provision of an annotated draft of the final report and a draft final report by the JRC, on which the team of the PA (as well as other members of the Steering Group including ECFIN.B3) will give detailed feed-back. 

The work to be undertaken by the JRC has the following objectives or main tasks:

I. Update existing model simulations with 2015 data on customer savings
II. Conduct model simulations exploiting the sector distribution of Commission cartel and merger decisions

III. Conduct model simulations including a market entry-exit transmission channel

IV. Conduct integrated model simulations

In order to achieve these objectives the JRC will undertake the following tasks, to be divided between the two JRC Units.
I. Update existing model simulations with 2015 data on customer savings [JRC.G1]
a. Collection of available data on 2015 customer savings (including the size of the turnover affected by the decision, the avoided price increase and the expected duration of this price effect) resulting from important Commission cartel and merger decisions. DG COMP will assist the JRC in the data collection exercise. 
b. Calculation of 2015 mark-up shocks by sector (defined at both the NACE rev.2 and ISIC3 two-digit level) based on already available data on customer savings for the years 2013, 2014 and 2015. This shock should reflect both the 'direct' and indirect, deterrent effects of important Commission cartel and merger decisions on price setting.
c. Preparation of a detailed user guide for DG COMP allowing DG COMP to calculate the mark-up shocks on the basis of customer savings data.

d. Simulation combining the effects of the 2014 and 2015 mark-up shocks on relevant macroeconomic indicators, including GDP growth, employment and disposable incomes for high- and low-skilled households in the QUEST III model developed by DG ECFIN (these simulations will be carried out in collaboration with DG ECFIN). Simulations should consider alternative assumption on how to best use the information about the expected duration of the price effect of individual decisions.
II. Conduct input-output model simulations exploiting the sector distribution of Commission cartel and merger decisions [JRC.J5]
a. Development of an input-output based methodology to better exploit the available information on the sectoral distribution of Commission cartel and merger decisions by tracking the inter-linkages between sectors. Such sectoral information should be provided in the format of NACE Rev.2 classification, otherwise a method of conversion will have to be implemented. The version of the QUEST III model used in the 2014 study project was a one-sector model making it impossible the assess the importance of competition policy interventions in a given sector for the rest of the economy. The use of a multi-sector model based on the EU consolidated input-output table (published by Eurostat) would allow better taking into account the differential effects of competition policy decisions affecting different sectors. JRC J5 will project the EU Input-Output Table from 2012 (latest available) up to 2015 for the purpose of this project.
b. By using the Leontief price model, calculation of 2014 and 2015 price-shocks based on avoided price increases (defined at both the NACE rev.2 and ISIC3 two-digit level) resulting from important Commission cartel and merger decisions for the years 2012, 2013, 2014 and 2015. 

c. Simulation of the effects of the 2014 and 2015 price shocks on relevant macroeconomic and, if possible, sector-level indicators, including growth in value added and employment. For this purpose, JRC J5 will estimate demand elasticities to calculate the changes in demand due to such price shocks and eventually, will use the Leontief quantity model to estimate macroeconomic impacts.
d. Reflection on how to integrate the effects of the 2014 and 2015 price shocks in the QUEST III model.
III. Conduct model simulations including a market entry-exit transmission channel [JRC.G1]
a. Preparation of a short literature survey to identify the transmission channel(s) through which competition policy affects market entry/exit and thereby macroeconomic indicators of competition (mark-ups, e.g.) and performance (productivity, e.g.).

b. Development of a methodology to assess the effects of Commission merger and cartel decisions on aggregate economy-wide market entry and exit rates, which may be used as an input into the QUEST III model. 
c. Calculation of productivity shocks associated with market entry/exit resulting from important Commission merger and cartel decisions in the years 2012, 2013, 2014 and 2015. These shocks should reflect both the 'direct' and indirect, deterrent effects of important Commission cartel and merger decisions on market entry/exit.

d. Simulation of the effects of such shocks on relevant macroeconomic indicators, including GDP growth, employment and disposable incomes for high- and low-skilled households in the QUEST III model developed by DG ECFIN (these simulations will be carried out in collaboration with DG ECFIN). 
IV. Conduct integrated model simulations [JRC.G1 and JRC.J5]
Integration of the results obtained under the previous three objectives in a single set of model simulations. These model simulations would include the following elements. 
a. Calculation of 2014 and 2015 mark-up and productivity shocks. This calculation should be based on the disaggregated sectoral data on customer savings and avoided price increases for the years 2012, 2013, 2014 and 2015. These shocks should reflect the impact of the sectoral distribution of important Commission cartel and merger decisions (including sectoral spill-over effects) as well as the impact of these decisions on market entry/exit.

b. Simulation of the effects of these shocks on relevant macroeconomic and, if possible, sector-level indicators, including growth in value added and employment. 
The results of the analysis should be considered in light of the recent literature on the macroeconomic and sector impact of competition policy
. The macroeconomic impact of competition policy will also be put into perspective, by comparing this impact with that of other microeconomic policies (such as the internal market programme or the liberalisation of network industries) on the basis of existing model simulations using widely accepted macro-econometric models.

4. Reporting and deliverables

The maximum duration of the work is 10 months. The task will involve five meetings: a kick-off meeting, two meetings to discuss progress made and a final meeting at which the draft final report will be presented. The possibility of holding further meetings will be decided on a case by case basis.
All meetings between the JRC, DG COMP and DG ECFIN (as well as the project's Steering Group) are foreseen in the DG COMP premises in Brussels. For each meeting, the JRC will prepare a PowerPoint presentation summarising the progress made (further detail on the work to be done is provided below) and, for the third and the fourth meetings, it will also provide respectively a draft-annotated outline of the final report and a draft final report (the envisaged contents of the final report is described below).

First, kick-off meeting

The kick-of meeting will take place within ten days from the signature of the administrative arrangement by the last signing party. The objectives of the kick-off meeting are the following:

· To present the work plan;

· To have a first discussion of the method(s) that the JRC will use to further exploit information of the sectoral distribution of competition enforcement decisions, to capture the market entry/exit effects of important merger and cartel decisions, and to develop and test alternative specifications of the QUEST III model;

· To discuss practicalities of the cooperation between the JRC, DG COMP and DG ECFIN.

Second meeting 

The main purpose of the second meeting will to discuss data collection and methodological issues (i.e. tasks I.a, II.a, II.d and III.b), the update of the existing model with 2015 data on customer savings (i.e. tasks I.b and I.d) and the first results of the literature survey (task III.a). The JRC is expected to make a PowerPoint presentation including its progress in completing these tasks and its planning on how to achieve the objectives of the study project more generally. This meeting will take place within two months from the signature of the administrative arrangement by the last signing party. 

Third meeting 

The main purpose of the third meeting will be to discuss progress made in calculating shocks (i.e. tasks II.b, III.c and IV.a) as well as a first draft of the user guide (task I.c). The JRC is expected to make a PowerPoint presentation including its progress in completing these tasks and its planning on how to achieve the objectives of the study project more generally. This meeting will take place within four months from the signature of the administrative arrangement by the last signing party. 

Fourth meeting 

The fourth meeting will take place within six months from the signature of the administrative arrangement by the last signing party. It will be devoted to the presentation and discussion of an annotated draft of the final report. This annotated draft will follow the specifications required for the final report and include draft sections regarding:

· The introductory section which presents the objectives of the study and the broad approach taken to achieve such objectives;

· A short literature survey to identify the transmission channel(s) through which competition policy affects market entry/exit and thereby macroeconomic indicators of competition and performance (task III.a);

· A detailed user guide for DG COMP allowing DG COMP to calculate the mark-up shocks on the basis of customer savings data (task I.c);

· Development of an input-output based methodology to better exploit the available information on the sectoral distribution of Commission cartel and merger decisions by tracking the interlinkages between sectors (task II.a);

· A descriptive analysis of data collected on customer savings resulting from Commission cartel and merger decisions in 2012, 2013, 2014 and 2015 (tasks I.a);

· A description of the methodology used to assess the effects of Commission merger and cartel decisions on aggregate economy-wide entry and exit rates, which may be used an an input into the QUEST III model (task III.b);

· A presentation of the first model simulations (task I.d).

The annotated draft of the final report will be integrated and refined following the progress of the project, feeding into the draft final report to be submitted before the final meeting.
The main purpose of the interim meeting will to discuss progress made with the model simulations (i.e. tasks II.c, III.d and IV.b). The JRC is expected to make a PowerPoint presentation including first results of the model simulations and suggestions on how to further refine such simulations. The results of the model simulations will also be put into perspective, by comparing the macro-economic impact of competition policy enforcement with that of other microeconomic policies aimed at improving the conditions of competition. This comparison will be made on the basis of the results of existing simulations using widely accepted macro-econometric models. The JRC will include such refinements in the Draft Final Report. 

Fifth, final meeting 

The Draft Final Report shall deliver the results of all tasks covered by these technical specifications, and must be clear enough for any potential reader to understand. The Draft Final Report shall be delivered within nine months from the signature of the administrative arrangement by the last signing party, and has to be presented at the fourth and final meeting in Brussels within ten days of its submission.

The structure of this report shall follow a broad classification into the following elements:

Main report which must be limited to 80 pages and consist of six parts:
· Part I: 
Introduction
· The introductory section which presents the objectives of the study and the broad approach taken to achieve such objectives.
· Part II: Update of existing model simulations with 2015 data on customer savings (task I)
· A description of the method(s) used to: (i) take into account the differential effects of competition policy decisions; and (ii) aggregate such effects thereby allowing the conduct of QUEST III model simulations;

· A descriptive analysis of data collected on customer savings resulting from Commission cartel and merger decisions in 2012, 2013, 2014 and 2015;

· A detailed user guide for DG COMP allowing DG COMP to calculate the mark-up shocks on the basis of customer savings data;

· A description of the results of the model simulations.
· Part III: Model simulations exploiting the sector distribution of Commission cartel and merger decisions (task II)
· Development of an input-output based methodology to better exploit the available information on the sectoral distribution of Commission cartel and merger decisions by tracking the inter-linkages between sectors;
· A descriptive analysis of data collected on avoided price increases resulting from Commission cartel and merger decisions in 2012, 2013, 2014 and 2015;

· Description of the 2014 and 2015 price-shocks applied to the Leontief price model;

· A description of the results of the model simulations.

· Part IV: Model simulations including a market entry-exit transmission channel (task III)
· A short literature survey to identify the transmission channel(s) through which competition policy affects market entry/exit and thereby macroeconomic indicators of competition and performance;

· A description of the methods used to: (i) assess the effects (direct and possibly deterrent) of Commission cartel and merger decisions on expected market entry/exit and on market structure more generally; and (ii) to introduce such effects in the QUEST III model simulations;

· A descriptive analysis of changes in economy-wide entry/exit rates that may be associated with Commission cartel and merger decisions in 2012, 2013, 2014 and 2015;

· Description of the 2014 and 2015 mark-up and/or productivity shocks applied to the QUEST III model;

· A description of the results of the model simulations.
· Part V: Integrated model simulations (task IV)
· A description of the methods used to conduct the integrated model simulations;
· A description of the results of the model simulations
· Part VI: Results and conclusions
· A description of the main results of the model simulations and a comparison between these results and the macroeconomic impact of other microeconomic policies (such as the internal market programme);

· Conclusions and suggestions for further research.
Annexes with summaries of the most relevant papers in the literature, summary tables describing in more detail the information obtained on customer savings and market entry/exit resulting from Commission cartel and merger decisions, detailed estimates of the effects of such decisions, technical details of the QUEST III simulations as well as a detailed user guide for DG COMP.

The JRC will present the Draft Final Report and most of the annexes in a publishable way, only containing non-confidential information. The Draft Final Report will be formatted using the document template in annex.

Final Report

The Final Report shall be delivered within ten months of the signature of the administrative arrangement by the last signing party. 

The Final Report follows the same format as the Draft Final Report (based on the document template in annex). It needs to be edited by a native English speaker to ensure publishable quality. 

The Final Report shall include an abstract of no more than 200 words and a publishable executive summary of maximum 6 pages, both in English and French. The executive summary will summarise the study's main conclusions, the main evidence supporting them and the recommendations arising from them. As for the Draft Final Report, the JRC will draft the main final report and most of the annexes in a publishable way, only containing non-confidential information.

The Final Report must take into account the feedback from the DG COMP, DG ECFIN and the Steering Group on the Draft Final Report, insofar as these do not interfere with the independence of the JRC as a research centre in respect of the conclusions they have reached and the recommendations made.

5. Confidentiality issues

In the process of this work, the JRC could be given access to confidential information (in particular, regarding the calculation of the customer savings). If this is the case, the JRC undertakes to treat in the strictest confidence and not make use of or divulge to third parties any confidential information or documents provided to carry out of the work under this administrative arrangement. The JRC shall continue to be bound by this undertaking after completion of the work.

Unless the JRC’s staff, who are performing tasks under this administrative arrangement, are bound by the duties and obligations under the Regulations and Rules applicable to officials and other servants of the European Communities on disclosure of information, the JRC shall obtain from each member of its staff performing tasks under this administrative arrangement an undertaking that they will respect the confidentiality of any information which is linked, directly or indirectly, to execution of the tasks and that they will not divulge to third parties or use for their own benefit or that of any third party any document or information not available publicly, even after completion of the tasks.

6. Timetable

The signature of the administrative arrangement is expected to take place by the end of December 2015. The following work plan and indicative timetable are envisaged:

	Month
	Task

	N
	Signing of the administrative arrangement by last signing party

	N + 15 days max
	First, kick-off meeting between DG JRC and DG COMP 

	N + 2 months
	Second meeting between DG JRC and DG COMP
PowerPoint presentation on progress made (10 days before the second meeting)

	N + 4 months
	Third meeting between DG JRC and DG COMP

PowerPoint presentation on progress made (10 days before the second meeting)

	N + 6 months
	Fourth meeting between DG JRC and DG COMP.
Annotated draft of the final report (10 days before the interim meeting)

	N + 9 months
	Submission of the draft final report 

	N + 9 months 
+ 10 days max
	Fifth, final meeting between DG JRC and DG COMP

	N + 10 months
	Submission of the Final report 


� 	See "Ex-post economic evaluation of competition policy enforcement: A review of the literature", � HYPERLINK "http://ec.europa.eu/competition/publications/reports/expost_evaluation_competition_policy_en.pdf" �http://ec.europa.eu/competition/publications/reports/expost_evaluation_competition_policy_en.pdf�. 
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