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Abstract 

The relationship between market structure and innovation is bi-directional, wherein innovation is 

both an input and outcome of market structure. Market structure can influence the level and extent 

of innovation, and at the same time, innovation can influence the structure of the market. In this 

paper we investigate the influence of competition policy on the rate of innovation in South Africa. 

Our results show that competition policy promotes innovation in South Africa. Analysis carried out 

shows that an increase in the competitive enforcement capacity of the CCSA positively influences 

the rate of innovation in the country. Our results are in line recent developments in the South 

African economy, wherein interventions of the CCSA has resulted in new entries and expansions 

in certain sector of the economy, notably the cement, banking and telecommunications sectors. 

Ultimately, we conclude that there is need to continue reinforcing the capability of the CCSA in 

persecuting anticompetitive behavior. Improved competition outcomes leads to more innovation, 

which in turn promotes economic growth. 
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INTRODUCTION  

Although empirical estimates differ, most studies show a high correlation between innovation and 

economic growth (Gilbert, 2006). Therefore, given that economic growth in South Africa has 

remained subdued over the past 5 years, there is need for more research to investigate new 

sources of growth, and innovation is one such sources. One such strategy to liberate the economy 

from the middle income trap is innovation. Innovation is a major source of economic growth. It 

has been theoretically postulated and empirically proven by economists that the social returns on 

innovation are higher than the private return, wherein it creates positive externalities to customers 

that cannot be captured as revenue by the innovating firms. The higher social returns suggest 

that implementing policies that promote innovation yields greater higher returns to the society 

(Gilbert, 2006). But, what promotes innovation? While there are numerous theories on innovation, 

this paper focus on the empirical link between competition policy and innovation. The basic tenet 

of the competition policy-innovation link is that, competition promotes innovation by increasing 
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operating cost to a rival firm that fails to innovate. The World Bank (2012) found that greater 

competition induces innovation and higher productivity, which in turn enhances economic growth.  

The relationship between market structure and innovation is bi-directional, wherein innovation is 

both an input and outcome of market structure. Market structure can influence the level and extent 

of innovation, and at the same time, innovation can influence the structure of the market 

(Belleflemme & Peitz, 2010). According to the first proposition, increased competition creates an 

incentive for firms to innovate in order to achieve two objective: (i) “ride” above the competition 

wave from its rivals, and (ii) increases its profits. In South Africa, the determined effort by the 

Competition Commission of South Africa (CCSA) in the cement and telecommunications industry 

testify to this proposition. Following interventions by the CCSA, there was entry in the cement 

industry by Sephaku in 2014. The telecommunications sector also recorded an entry in 2016 by 

Econet/Liquid Telecoms when it took over Neotel. Therefore, it is important for competition 

authorities to promote industry structures that offer incentives for more innovation.  

The second proposition argues that innovation can create virtual monopolies, thus influencing 

market structure. Typical examples of such a phenomena include the infamous antitrust stories 

involving some of the greatest innovators of this current age, including Microsoft, Google and 

Amazon. On 27 June 2017, the European Commission fined Google a record €2.42 billion for 

abuse of dominance. Therefore, it becomes imperative for regulatory authorities not to penalize 

firms for being innovative, thus discouraging future innovators but to ensure that virtual 

monopolies do not abuse their market power.  

In light of the foregoing, the objective of this paper is to investigate the relationship between 

competition policy and innovation in South Africa. The investigation is carried out using data on 

the number of trademarks applied and trademarks registered with the CIPC, as a measure of 

innovation. Competition policy is proxied by the CCSA budget, the number of complaints filed with 

the CCSA, and the amount of penalties administered by the CCSA. The period of study is 2001-

2015. 

WHY DO FIRMS INNOVATE? 

Innovation can be classified into two main categories, product and process innovation. Product 

innovation refers to a new product, or a significant qualitative improvement to an existing product. 

On the other hand, process innovation refers to the introduction of a new process of making or 

delivering goods and services. 

The objective of an innovating firm is profit maximization, which can be attained by reducing costs 

of production and gaining market shares. In a perfect competition set up where the assumption is 



immediate knowledge diffusion, innovation results in lower prices for the consumers, as all firms 

immediately adjust their prices. However, in reality, firms rely of intellectual property rights 

(patents and trademarks), trade secrets and first mover advantages to delay imitation. Therefore, 

when a firm innovates and is able to obtain some form of protection, it acts as a monopolists for 

that particular product or process. This implies that it can charge monopoly prices until such gain 

has been eroded by new entry and imitations by its rivals. 

Thus, in an imperfect competition environment, innovation creates a new demand stream for the 

new product or process, thus resulting in an outward shift of the demand curve. Although the 

consumers are charged a higher price for the new product, they buy more and enjoy a bigger 

consumer surplus that before innovation. Consumers benefit from the increased product variety 

and the improved quality of products. Even if the new product is expensive, consumers will be 

happy because it exactly fits their tastes and preferences compared to earlier versions. However, 

as the market becomes more competitive, the price will fall resulting in even greater benefits to 

the consumers. 

CONTEXT OF INNOVATION AND COMPETITION POLICY IN SOUTH AFRICA 

A cursory look at the indicators of competition policy and measures of innovation in the figures 

below suggest a strong positive correlation between (i) economic growth and innovation 

(trademarks) and (ii) competition policy (measured by three indicators) and innovation in South 

Africa. This calls for econometric analysis to establish the nature of the relationship that exists 

between competition policy and innovation in South Africa. 



Figure 1: Trademarks and GDP 

Source: World Development Indicators and CIPC 

 

Figure 2: Trademarks and the CCSA annual budget 
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Source: CIPC and CCSA annual reports 
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Figure 3: Trademarks and the number of complaints filed with the CCSA 
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Source: CIPC and CCSA annual reports 

Figure 4: Trademarks and penalties 
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Source: CIPC and CCSA annual reports 

The figures presented above show positive correlation between competition policy and innovation. 

The results from econometric estimation to understand the nature and significance of the 



relationship are presented later on in the paper. The next section presents the methodology 

employed in this paper.  

METHODOLOGY  

In this section we present the econometric methodology and definition of the variables used for 

the analysis. As a build-on to the study by the World Bank (2015), which study estimated that the 

dismantling of cartels by the CCSA resulted in poverty reduction by 0.4 percentage points, we 

use the Ordinary Least Squares (“OLS”) estimation technique to investigate the impact of CCSA 

interventions on innovation in South Africa. The equation takes the following form: 

 

Y = β1 + β2CPt + β3Xt + εt 

Where: 

Y is a measure of innovation, trademarks; 

CP is a measure of intervention by the CCSA; 

X is a set control variables; and 

εt is the error term. 

The description of measures of innovation and interventions by the CCSA are set out in the table 

below. 

 

Table 1: Description of measures of consumer welfare and interventions by the CCSA 

Variable Description and motivation 

Trademarks   A trademark is a distinctive figurative or sonorous sign that identifies 

certain goods or services produced or provided by an individual or a 

company. The trademark helps consumers to identify and purchase a 

product or service based on whether its specific characteristics and 

quality – as indicated by its unique trademark – meet their needs.2 

Therefore, firms can use trademarks to fight off or ride on competitive 

forces in order to gain market share and maximise profits. 

CCSA annual budget  The strength of competition policy can be measured by human and 

budgetary resources employed by competition authorities. The 
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assumption which is very partial assumes that there is a positive 

relationship between the budget allocated the competition authority and 

the effectiveness and strength of its competition policy (Competition 

policy brief, European Commission, 2015)3 

CCSA penalties levied  The CCSA has over the years been discovering a number of hard-core 

cartel conduct, resulting in the size of administrative penalty increasing 

substantially over time.4 The main objective for the CCSA to impose a 

penalty is for deterrence purposes on the basis that if firms are penalised 

financially or know that they will be penalised then they will not engage 

in anti-competitive conduct there will be more competitive outcomes in 

the economy (10 Years of enforcement by the South African competition 

authorities, 2009). 

Number of complaints 

(complaints) 

The higher the number of complaints received (through third party 

complaints or CCSA’s initiations) the more likelihood of anti-competitive 

behaviour being observed in the economy. This grants the CCSA with a 

bigger the opportunity for it to promote and maintain competition through 

imposition of innovative remedies and penalties. 

Source: Own analysis 

The next section presents the results from empirical estimation of the relationship between 

competition policy and innovation in South Africa. 

ESTIMATION RESULTS 

This section presents estimation results for three models, which models show that competition 

policy is positively influences the rate of innovation in South Africa. The results presented in this 

paper are exploratory, and should stimulate further study and research to understand the nuances 

of competition policy and innovation.  

Data used in the analysis was converted to logs. 

                                                           
3 See Ex post evaluation of competition policy enforcement, see following link accessed on the 27 August 

2017 http://ec.europa.eu/competition/publications/cpb/2015/004_en.pdf 
4 See Table 5 of the “10 year of enforcement by the South African Competition Authorities – Unleashing rivalry, 
1997 -2007”, accessed from the following link on the 27 August 2016 -   http://www.compcom.co.za/wp-
content/uploads/2014/09/10year.pdf .  

http://ec.europa.eu/competition/publications/cpb/2015/004_en.pdf
http://www.compcom.co.za/wp-content/uploads/2014/09/10year.pdf
http://www.compcom.co.za/wp-content/uploads/2014/09/10year.pdf


Table 2: Model 1 

Dependent 

Variable Control Variable Coefficient Std. Error t-Statistic Prob. 

Adjusted R-

squared 

Trademarks CCSA Budget 0.1550 0.0245 6.3293 0.0001 0.9154 

 
GDP 1.0333 0.0305 33.9006 0.0000 

 

 
FDI -0.0273 0.0162 -1.6798 0.1212 

 

 
HTECHX 0.2470 0.1367 1.8062 0.0983 

 
Source: Own analysis 

Table 3: Model 2 

Dependent 

Variable Control Variable Coefficient Std. Error t-Statistic Prob. 

Adjusted R-

squared 

Trademarks Complaints 0.3437 0.0901 3.8154 0.0029 0.8310 

 
GDP 0.8497 0.0827 10.2740 0.0000 

 

 
FDI -0.0525 0.0242 -2.1727 0.0525 

 

 
HTECHX 0.6374 0.2310 2.7595 0.0186 

 
Source: Own analysis 

Table 4: Model 3 

Dependent 

Variable Control Variable Coefficient Std. Error t-Statistic Prob. 

Adjusted R-

squared 

Trademarks Penalties 0.0396 0.0089 4.4601 0.0012 0.8553 

 
GDP 1.0969 0.0366 29.9461 0.0000 

 

 
FDI -0.0519 0.0253 -2.0542 0.0670 

 

 
HTECHX 0.2248 0.1915 1.1737 0.2677 

 
Source: Own analysis 

Discussion of results 
Results presented in Table 1 show that the size of the CCSA budget has a positive influence on 

innovation. Specifically, a 1% change in the CCSA budget, will result in a 0.16% change in 

innovation. This implies that as the CCSA commits more results to implementing the competition 

policy, it creates an environment that encourages more firms to innovate. The CCSA budget 

increased from just over R80 million in 2008 to almost R250 million in 2015. This is more than a 

three-fold increase. The increase in the enforcement capacity of the CCSA was also shown by 

the establishment of a stand-alone cartels division. The establishment of the cartels division 

coincided with a massive increase in the prosecution of a number of cartel cases. In addition, the 



CCSA also demonstrated its increased enforcement capacity by carrying out raids at regular more 

frequently. This has also been demonstrated by an increase in the number of complaints as the 

CCSA budget continued to increase, demonstrating that as the CCSA becomes more visible; the 

distaste for anticompetitive behavior increases.  

Thus, the increase the CCSA budget has resulted in a more competitive environment, where firms 

are forced to search for ways to gain competitive advantage by developing new products or 

processes, which are in turn protected by trademarks.  

Model 2 results shows that there is a statistically significant and positive relationship between the 

number of complaints and innovation. An increase in the number of complaints suggests 

confidence that the public has in the capability of the CCSA in redressing anticompetitive behavior 

in the industry, thus promoting competitive markets. The results show that a 1% increase in the 

number of complaints results in 0.3% increase in the number of trademarks registered. 

Data available on the number of complaints shows that over the past 9 years, the number of 

complaints file with the CCSA has been consistently above 150 complaints per annum. This 

suggests an increase in confidence by the public of the ability of the CCSA to sanction 

anticompetitive behavior, thus improving competitive market outcomes. An improvement in 

competitive outcomes leads to innovation, as firms search for ways to gain competitive 

advantage. 

The last model shows that an increase in the amount of penalties administered to offending firms 

by the CCSA positively influences innovation, and such influence is statistically significant. An 

increase in penalties charged to offending firms shows the success of the CCSA in prosecuting 

firms breaching provisions of the Competition Act. Over the past 9 years, the CCSA recorded an 

astronomical increase in the amount of penalties levied against offending firms. Our results show 

that a 1% change in the amount of penalties results in 0.04% change in the rate of innovation. 

CONCLUSION  

The objective of this paper was to investigate the impact of competition policy innovation. 

Competition policy increases competition pressure on firms, thus forcing firms to search for 

innovative ways to ride above the competitive wave. 

In this paper we found that competition policy promotes innovation in South Africa. The results 

show that an increase in the competitive enforcement capacity of the CCSA positively influences 

the rate of innovation in the country. Our results are in line recent developments in the South 

African economy, wherein interventions of the CCSA has resulted in new entries and expansions 



in certain sector of the economy. While this paper could not confirm if the entries in those sectors 

was registered as trademarks, we believe that introduction of new products and processes upon 

entry can be viewed as innovation.  

Following successful prosecution of cartels in the cement and telecommunications industry, the 

South African economy witnessed entries in those sectors by Sephaku in 2014 and Econet/Liquid 

Telecoms in 2016, in the cement and telecommunications sector, respectively. Another interesting 

case study which may require further investigation is the rapid expansion of Capitec Bank 

following the conclusion of the banking. Such coincidence suggests that improvement in 

competition outcomes after the banking inquiry led to financial innovation in terms of both products 

and processes. 

Thus, we conclude that competition policy positively influences innovation in South Africa. 

Therefore, there is need to continue reinforcing the capability of the CCSA in persecuting 

anticompetitive behavior. Improved competition outcomes leads to more innovation, which in turn 

promotes economic growth. However, given the potential of innovation to influence market 

structure by creating monopolies, there is need for the CCSA to develop mechanisms to 

continuously monitor market concentration trends in all industries. This will provide the CCSA with 

an opportunity to detect any anticompetitive behavior from innovative firms before it conduct starts 

generating harmful effects to the economy. 
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