
1 
 

 

 

 

INDUSTRIAL CONCENTRATION AND CROWN CORPORATIONS  

IN 

BRITISH COLUMBIA 

JUNE 1982 

BY  

ELMER G. WIENS  

Part Three:  Conclusions and Policy Recommendations 

 

 

 

 

 

 

 

 

 

 

 

 

 

 



2 
 

Table of Contents 
 

1. Introduction and Summary 

1.1 Objective of Study 

1.2 Scope of Study 

1.3 Industrial Concentration 

1.4 Vertical Integration 

1.5 Economies of Scale and efficient Plant Size 

1.6 Tariffs and Industrial Organization 

1.7 Competition Police / Provincial Scope 

2. Industry Sectors / Concentration 

2.1 Industry Description 

2.2 Industry Concentration Ratios 

2.3 Twelve Largest Firms by Industry 

2.4 Mineral and Metal Mines 

2.5 Oil and Natural Gas 

2.6 Fish Products Industry 

2.7 Industry Performance and Productivity 

2.8 Trade Through B.C. Ports 

3. Crown Corporations / Concentration Regulation 

3.1 Crown Corporations and Industrial Concentration 

3.2 Ports 

3.3 Rail 

3.4 Natural Gas Pipelines 

3.5 Crude Oil Refineries 

3.6 Public and Private Investment Projections 

3.7 Regulatory Agencies / Regulations 

4. Conclusions 

4.1 Industry Concentration 

4.2 Crown Corporations 

5. Alternatives 

5.1 Policy Options 

5.2 Recommendations 

5.3 Appendix 1 

 

 



3 
 

 

Chapter Four: Conclusions 

4.1 industrial Concentration 

This study focuses on industrial concentration. This refers to the organization of markets, 

businesses, and industries. Regarding the causes and consequences of industry concentration, 

economists cannot agree on anything. According to some economists, concentration damages 

small enterprises, increases inflation and unemployment, produces excessive profits for large 

corporations, and skews an enterprise economy's allocation mechanism. Concentration, 

according to other economists, promotes high capital investment and efficiency in addressing 

both domestic and global demands and objectives. 

If we rely only on concentration data to observe the structure of an industry, there is much we 

do not know.  A recent study by the Conference Board, “The Relativity of Concentration 

Observations,” has expressed the following criticisms of concentration data. 

i) Concentration data gives us no concrete information on the ways that companies 

and markets interact, on how markets differ from one another, or on how diversified 

companies participate in their various markets. 

ii) A concentration ratio is not a direct measure of how efficiently an industry operates, 

how well it serves its customers, its level of technology, its foreign competition, or its 

position in its life cycle. 

iii) No single number, like an age, or a concentration ratio, can accurately depict the 

shape of an individual market, its makeup or its competitiveness. 

iv) As a measure of competition, concentration does not explain company rivalry in 

product specifications and appearances, or in geographic or time terms. 

The usefulness of concentration data, according to the Conference Board report is in helping to 

answer questions such as: 

I) How much manufacturing activity is attributable to the largest industrial firms.  How 

has this changed over time?  Which firms contribute most to the change?  Why? 

II) What is the trend in industry and product concentration?  What is the relation 

between levels of concentration and employee output? Are more or fewer firms 

producing an industry’s products? 

I shall make some conclusions regarding company concentration based on the Conference 

Board's concerns. First, it is evident from the foregoing that corporate concentration by itself is 

neither beneficial nor detrimental. Of concern is the possibility that concentration will lead to 

undesirable practices or effects.  The data of section 2.2 confirmed that even at the 2-digit level, 
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primary metals, paper and allied, and petroleum and coal products fell into the concentrated 

category.   

Recall that the S.I.C. system is a collection of classifications intended to categorize businesses 

according to their core activity. The criteria include similarities in product distribution networks, 

manufacturing methods, physical attributes of the products produced, and material inputs used 

in production. The industry may or may not be a place of direct competition because products 

that belong to the same category may or may not be interchangeable in usage or 

manufacturing. 

Nevertheless, the concentration data can be used, if judiciously interpreted, if one looks at the 

type of products produced from the list of twelve largest corporations found in section2.3. 

To allow for incompatibilities in classification, Appendix 1 provides 4-firm, 8-firm, and 12-firm 

concentration ratios at the 4-digit S.I.C. level, along with a list of the twelve largest corporations.  

Here is a list of industries with 4-firm concentration ratios in excess of 45%. 
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Chapter Five: Alternatives 

5.1 Policy Options 

A government policy pertaining to corporate concentration that enables businesses to adjust to 

the fundamental dynamics of supply and demand is necessary. These fundamental 

requirements have to do with supply and demand, industry and business behavior, and market 

structure. Policies that hinder businesses from attaining real economies that are in line with 

supply and demand are undesirable. 

Government policies have and can take many forms.  Such policies include: 

1) Merger Policy, 

2) Tenure Policy, 

3) Tax-Subsidy Policy, 

4) Moral Suasion, 

5) Price Controls, 

6) Public Regulation, 

7) Structural Rationalization, and 

8) Public Ownership. 

There isn't a single policy that works in every circumstance. It is possible to create scenarios in 

which any of the policies listed above would be appropriate for British Columbia Government in 

the sense of weighing the costs and benefits to society. 

Public ownership, direct regulation, and antitrust (merger) policy are the primary policy options 

to address corporate concentration. If scale economies allow for the existence of only one 

company, as B.C. Hydro or B.C. Telephone, either public ownership or direct control of the rate 

of return based on the average level and structure of prices is typically employed. 

The situation is more complex in a high concentration scenario where four enterprises account 

for the majority of the production capacity due to scale economies. 

Since it is unable to enact laws prohibiting non-collusive strategic behavior, antitrust (combines) 

policies may be ineffectual in such an oligopolistic setting. When it comes to handling collusive 

and non-competitive practices inside an industry, combines policy works best. 

How about controlling prices and/or quantity directly within an industry? Even though strategic 

interactions between businesses are eliminated, profit maximization by firms would allocate 

input resources inefficiently when product prices within and between industries do not adjust 

to market conditions. Additionally, the regulator's prices are not market clearing prices that 
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balance supply and demand due to either incomplete information or administrative delays. A 

product will be rationed if its price is lower than its market clearing value because demand will 

outpace supply.   Too high a price will result in overproduction by the industry’s firms. 

The market structure of British Columbia's industries is influenced by federal government 

policies, which must be taken into account while evaluating provincial government policy 

options. Its industrial structure is shaped in part by federal crown corporations, tax and subsidy 

programs, tariff policies, competition policies, etc. 

I will outline each policy and discuss its benefits and drawbacks in the pages that follow. Given 

the circumstances as outlined in Chapters One, Two, Three, and Four, I will suggest the best 

policy, or set of policies, in section 5.2.1. 

5.1.1 Merger Policy 

Merger policy generally limits the degree of concentration directly.  Such legislation can take the 

form:  

• No firm in the, for example, electrical products industry shall control more than 25% of 

the productive capacity;  

• No four firms in the electrical industry shall control more than 55% of the productive 

capacity. 

Economists have conducted numerous research to ascertain the highest amount of 

concentration that is optimal. It is clear from Frederic M. Scherer's book, Industrial Market 

Structure and Economic Performance (second ed. 1980), that it is extremely difficult to say that 

businesses less than a certain size don't present monopoly problems or that businesses larger 

than a certain size might.  

Firms merge by exchanging shares, purchasing the shares of another company, or by acquiring 

productive assets from another company for many reasons other that to obtain a monopoly 

position in an industry. 

To obtain manufacturing and distribution economies, a company may take over another. Recall 

from Chapter One is that a sizable share of the domestic markets may consist of minimum 

efficient business sizes. Businesses will have a competitive edge over less efficient businesses if 

they can achieve adequate productive capacity and the associated market share. At that point, 

only companies with minimally efficient plant sizes could make enough money to cover their 

investment.  

Other motives for mergers or joint ventures between firms are to pool risk and to utilize 

complementary managerial, technical, and / or marketing resources.  Oliver Williamson of the 

University of Pennsylvania has been a particularly strong proponent of the cost savings that flow 
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from a merger.  Williamson claims that if the focus in the weighing of social benefits and costs of 

mergers is “confined to possible cost reductions and the dead-weight welfare losses flowing 

from monopolistic price raising, modest unit cost savings tend rather quickly to outweigh 

appreciable price effects.” 

Merger policy can be enforced through legislation or informally through moral suasion.  In 

Canada, the Combines Investigation act provides for the enforcement of competition legislation 

with respect to mergers, monopolization including joint-monopolization, and conspiracies in 

retrain of trade, notably price-fixing and market-sharing agreements.    

The Federal Report of the Royal Commission on Corporate Concentration 1979, concluded that: 

While we have recommended a number of improvements, we conclude that no radical 

changes in the law governing corporate activity are necessary at this time to protect the 

public interest. 

Furthermore, the Commission stated that: 

Competition law should deal in a prohibitory way, with proven anticompetitive conduct 

only.  

The cases that are taken into consideration for adjudication are only tangentially related to the 

costs and societal benefits of merger policy. The business activities that are discouraged by the 

restrictions that merger policy places on company takeovers are the true costs and benefits. 

Very few cases would need to be adjudicated if the policy is working well.  

A preliminary review of federal cases indicates that price fixing and horizontal mergers seem to 

be more of an issue than exclusive dealing, vertical merger, or conglomerate merger. 

5.1.2 Tenure Policy 

Tenure policy refers to the means devised for conveying rights over Crown resources to 

industrial users and ultimately to consumers.  Prove rights over public resources can be 

acquired in many ways.  The topics of mineral leasing, forest cutting rights, and allocation of 

fishing rights have received much research and debate.   

In British Columbia, forest tenure polity is administered through the Forest Act; mineral tenure 

policy through the Mineral Act; petroleum and natural gas thought the Petroleum and Natural 

Gas Act; and coal tenure policy through the Coal Act. 

Rights to resources can be transferred via bonus bidding, landlord / tenant arrangements, work 

commitment bidding, or government involvement in exploration. 
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Tenure policy can have a substantial impact on the distribution of rights in the province and 

thereby on the degree and extent of industrial concentration.  For example, in the forest sector, 

the ten top companies held about 44.3% of the committed allowable annual cut in the Public 

Sustained Yield Units in 1980.   The ten largest firms hold 89% of the committed annual cut in 

Tree-Farm Licences. 

The degree of concentration in cutting rights is reflected in the lumber production industry.  For 

example, the 4-firm concentration ratios are 52% and 28% for Coast and Interior lumber 

production, respectively. 

The E.A.R.B. study on corporate concentration in the forest industry concluded: 

The drive for secure cutting rights is the root cause for the extent of integration of 

different forest product operations into (combined) firms. 

It summarized that the control of cutting rights: 

Is the central issue because the present distribution of cutting rights thwarts the 

establishment of a balanced industry in any of the further processing sectors. 

In section 5.2, I shall examine further the issue of tenure policy for the mineral and coal and 

natural gas sectors. 

5.1.3 Tax-Subsidy Policy 

Tax-subsidy policy is the most common tool used by the government. The idea is to tax 

unwanted activities and subsidize desirable ones. In terms of corporate concentration, it is 

possible to attain the desired level out output by subsidizing the output levels. The accelerated 

depreciation allowance for mining or oil drilling is one example of this.  At the federal level, 

profits from the extraction and processing of iron ore up to the primary pellet stage is subject to 

a 25% resource allowance. 

However, subsidization is a relatively blunt instrument.  To determine the correct level of 

subsidy or tax, precisely, requires a knowledge of the elasticity of demand and the elasticity of 

the response of supply.  Often, tax-subsidy policy just gives ball park results. 

Tariff barriers are typically blamed for any detrimental effects of Canada's oligopolistic sector. If 

this is the case, lowering tariffs could lessen protection for certain businesses. These businesses 

would be forced to drop their pricing due to import competition, which would shift 

monopolistic profits to consumers in the form of lower prices. Although consumers profit from 

such policies, workers in the protected business do not. Additionally, Canada's balance of 

payments and exchange rate will suffer from increased imports. Furthermore, there is no 
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assurance that costs will drop after tariffs are lowered because multinational firms handle a 

large portion of trade. 

 

5.1.4 Moral Suasion 

Moral suasion or jawboning is frequently used by politicians to cover situations where no 

legislation exists or where regular government channels are too slow to deal adequately with 

the situation.  Jawboning can be backed up by government threats such as denial of 

government contracts, publicity and consumer boycotts, and the threat of diminishing import 

and regulatory protection. 

Over time, price controllers often base their pricing decisions on unit costs. Long-term unit costs 

are typically reflected in such unit costs. A price set at this level will result in product at the 

short run average cost schedule's minimal point since the long run average cost schedule is the 

envelope of short run average cost schedules. 

A company has little motivation to increase its production capacity in order to advance along its 

long-term average cost schedule once producers and price controllers are locked into such a 

scenario. It is easy to see the detrimental impact on employment, output, long-term prices, and 

potential shortages. 

5.1.6 Public Regulation 

It is often said that regulation occurs because there are well organized vested interests who 

expect to benefit, and that these beneficiaries are not consumers but producers.  Section 3.5 

described the various regulatory agencies.  The most import regulatory agency from the point of 

view of economic development is the B.C. Utilities Commission.  Whose interests this agency 

favors, if any, remains open to debate.  It is undeniably true that during Commission inquiries, 

consumers, consumer organizations, environmental organizations, and local interest groups 

have the chance to present their case.  

The thirteen marketing boards, environmental protection organizations, and "watchdog" 

organizations including the Human Rights Commission, the Rent Review Commission, and the 

Rentals Man are other significant regulatory bodies. 

Marketing boards, like the milk board, control its producers by a combination of inventory 

holdings, price setting, and entry obstacles. The idea of a fair return on the investment required 

to produce the product is typically the foundation of such programs. 

5.1.7 Structural Rationalization 
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Referring back to the structure-conduct-performance discussion of Chapter One, structural 

rationalization could involve a decrease or an increase in the number of producers.  It could also 

involve specialization agreements among firms to limit themselves to certain product lines, and 

increase or decrease in vertical integration by firms, the formation of export consortia, the 

formation of conglomerates to internalize certain features of the capital market, the relocation 

or abandonment of certain plant sites in favour of larger more up-to-date plants.  

Generally speaking, these rationalizations are best undertaken in response to market incentives. 

Regulators and government planners find it challenging to determine the ideal industry 

structure from the perspective of cost or satisfying consumer demand. 

It is crucial to make sure that industrial regulations don't stop structural rationalizations from 

occurring. Government policies, especially those pertaining to tenure, should not promote 

excessive concentration at later stages of resource extraction or removal.  

Structural rationalization has been discussed from the perspective of resource tenure policy in 

Section 5.12. Further processing of these resources will surely be concentrated in the hands of a 

small number of enterprises if there is a high level of concentration at the resource level. 

Market forces left to decide the extent of vertical and horizontal integration will not provide a 

satisfactory industrial structure from the public's point of view if resource tenure regulations 

allow concentration of lease holdings. 

If such a situation already exists, then the only way to obtain an appropriate industry structure 

is through divesture, the division of the industry along vertical and / or horizontal lines.  For 

example, in the U.S.A., the Senate Judiciary Committee once proposed for consideration by the 

Senate a divesture bill that would divide the major integrated oi companies into: 

1. Exploration and Production, 

2. Transportation, and  

3. Refining and Marketing 

Government policy makers contemplating divesture in an industry should familiarize themselves 

with the following:  

• Oliver E. Williamson, 1975.  Markets and Hierarchies: Analysis and Antitrust Implications.  

New York: The Free Press, and  

•  Wiens, Elmer G., 1979. "Petro-Canada, Antitrust Legislation and Vertical Integration in 

the Canadian Petroleum Industry." Center for the Study of Organizational Innovation, 

University of Pennsylvania, Discussion Paper #41. 

http://www.egwald.ca/wiens/elmerwienspetrocanada.pdf
http://www.egwald.ca/wiens/elmerwienspetrocanada.pdf
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If resource tenure arrangements are overly concentrated, should divestment occur in any of 

British Columbia's resource-based industries?  What kind of industry structure will emerge is a 

challenging but crucial subject. 

In order to solve this problem, two questions need to be addressed:  

• Do the businesses in the sector in question have oligopolistic or monopolistic dominance 

in the home market?  

• Does the interconnected nature of these businesses offer any significant efficiencies? 

Efficiencies could be due to economies of scale or economies associated with internalizing 

certain transactions within the firm that might otherwise take place in the market.  Since 

divesture proposes to substitute arms length transactions for internal transactions between 

divisions, divesture could in fact increase costs and prices. 

5.1.8 Public Ownership 

A public enterprise is any government-owned and / or controlled unit that produces and sells 

industrial, commercial, or financial goods and services to the public.   

Public finance literature has generally distinguished between two types of public enterprises.  

The first type are those industries that because of the inelasticity of demand are operated as 

fiscal monopolies, such as the B.C. Liquor Control Board, providing a source of revenue for the 

government.   

The second type are firms or industries that cannot be operated, both profitably and efficiently, 

owing to the decreasing cost characteristic of their production function, such as public utilities 

in power, water, or transportation systems.   Here the government may either undertake the 

production and provision of the god or service, or permit the emergence of a privately owned 

“natural monopoly” that it regulates.  Such activities, even if operated efficiently, may generate 

losses that must be financed from other sources.  This could be the case in decreasing cost 

industries if marginal cost pricing is enforced by the regulator. 

Naturally, this is not the case for government ownership of "nontraditional" businesses, which 

stand out primarily for their ability to operate profitably and effectively in markets other than 

those often controlled by fiscal monopolies. 

How then should profits of these public enterprises be transferred to the government?  Should 

the be transferred via dividends or through a profits tax?  If these enterprises are anticipated to 

incur a loss, what is the “best” method ensuring loans, or for calculating subsidies?   

Understanding how the federal government transfers profits from its businesses to the federal 

treasury is also crucial. This is relevant since its operations, including investment in British 
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Columbia, are impacted by federal policies concerning its Crown Corporations. Federal crown 

corporations give the federal government both monetary and political dividends. Opportunities 

for cross-subsidization between regions and provinces make the taxation of earnings and any 

"political" mandates from the federal government—whether directly or through the boards of 

directors—of utmost importance to British Columbia. 

The equal application of a profits tax to both private and public enterprises is important for 

industrial concentration and growth of crown corporations.  If everything else is equal, a 

company with a tax advantage will expand more quickly and be less affected by fluctuations in 

the economy.  

The growth and profit prospects of public and private firms will differ due to differences in 

taxation. Additionally, lowering tax rates for public businesses in order to maintain artificially 

low output prices may permanently prevent private businesses that are subject to higher taxes 

from entering the market. 

Efficient resource usage requires fair and accurate pricing, which is represented in market 

dynamics. Waste, inefficiency, and unforeseen consequences result from ignoring genuine costs. 

5.3 Appendix 1 
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