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Executive summary

In today’s Washington, bipartisan consensus is rare.
But at least two points of consensus remain. The first
is that America’s defining geopolitical challenge in the
21st century lies in its competition with the Chinese
Communist Party (CCP), and that this competition

is worth winning. The second is that US national
advantage in that competition, to no small extent, is -
and will continue to be - a function of technological
innovation in cutting-edge technologies such as
Artificial Intelligence (AT).

In the eyes of a bipartisan consensus, then, Lina
Khan’s agenda at the Federal Trade Commission (FTC)
should be regarded as a threat to vital US national
interests. In a best-case scenario, it will slow down
the pace of innovation in technologies, namely Al In
aworst-case scenario, it will result in a 21st Century
that sees the CCP displace the US as the world’s
preeminent geopolitical power.

The role of technologies like Al in shaping US
geopolitical competition with the CCP may be
unusual. If so the costs to the US national interest of
Khan'’s agenda may be unusual. But the bad economics
of antitrust agendas like Khan’s is not unusual at all.

When the stringency of competition policy rises,

all else equal, consumer prices typically rise and
inflation-adjusted economic growth falls. If the
typical relationships hold, if the US were to adopt

the competition policies of Canada, US Gross
Domestic Product (GDP) would be $134 billion lower
and consumer prices would be between 0.5 and

0.98 percent higher. These results imply that increases
in the stringency of a country’s competition policy
come at the expense of national competitiveness and a
country’s share of global GDP.

That represents, if not a paradox for antitrust policy,
then at least a dilemma. The intentions of tighter
antitrust measures may be domestic in nature. But
even policies made with the best of intentions can
lead to unintended costs. And this paper documents
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that antitrust agendas like Khan’s, whatever their
intentions may be, come with unintended costs -

costs that place the entire nation at an economic
disadvantage compared to the rest of the world.

Lina Khan’s antitrust in an era of
great power competition

A bipartisan consensus exists with regards to US
competition with the CCP. That consensus rests on two
pillars. The first is that America’s defining geopolitical
challenge now lies in its competition with the CCP.

In their National Security Strategies, both President
Biden and President Trump identified competition
with the CCP as America’s preeminent geopolitical
challenge. The second is that technological innovation
will play a huge role in this competition. The last two
US presidents said as much in the National Security
Strategy that each released. In 2017, the National
Security Strategy spoke of a focus on “preserv([ing]

our lead in research and technology.” In 2022, the
National Security Strategy spoke of “our innovation”
as one of the “foundations of our strengths at home.”
The verbiage has changed, but the substance has not.
There is little doubt that US technological innovation
is tied to US national interests.

The great importance of technological innovation to
US national interests raises the stakes for the brave
new direction that antitrust has taken under the
Biden administration. Under Biden, a clear target
of the antitrust spear is the US technology sector. A
foundational document of the Biden administration’s
antitrust agenda is Executive Order 14036. Signed
by President Biden in July 2021, the Executive Order
states that it is “the policy of my Administration to
enforce the antitrust laws to meet the challenges
posed by new industries and technologies.”

FTC Chair Lina Khan has zeroed in on the specific
technologies, like artificial intelligence, that are likely
to be central to US competition with China. “We must
regulate Al. Here’s how” is a headline that appeared
above Lina Khan’s byline in the New York Times in

1 The Whlte House, National Secur zty Strategy of the United States ofAmenca December 2017,
i hi 1

2 The White House, National Secunty Strategy, October 2022,

https: vvwwvxhnehouse gov/wp-content/uploads/2022/10/Biden-Harris-Administrations-National-Security-Strategy-10.2022.pdf.

3 White House, “Executive Order on Promoting Competition in the American Economy,” July 9, 2021,
https://www.whitehouse.gov/briefing-room/presidential-actions/2021/07/09/executive-order-on-promoting-competition-in-the-american-economy/.
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May 2023.# Al is likely to shape the future of US-China
competition in commerce and even potentially on

the battlefield itself. The People’s Liberation Army,

the military wing of the CCP, has identified the
integration of Al into its capabilities as a top priority.®
So has the US military.® The US Department of Defense
now even has Task Force Lima, its own for generative
Al the type embodied by ChatGPT.”

Among the examples of how Khan’s FTC has already
undermined US national interests is its thwarting

of NVIDIA’s proposed acquisition of chip-design

firm Arm. Computer chips are at least as central to
national security as they were during the 1970s and
1980s, when they were quite central.® At the time
NVIDIA contemplated acquiring Arm, Arm was
owned by SoftBank, a Japanese firm, and NVIDIA

is an American-based firm. NVIDIA’s acquisition of
Arm, then, would have increased the degree control
over the global supply chain for computer chips that
resides in the United States. Yet Khan's FTC sued to
prevent NVIDIA’s acquisition of Arm from happening.
It's unlikely the FTC would have attempted to stop the
acquisition were Khan not its Chair: its justification
cited theories of harm from “vertical mergers” that
the FTC typically did not cite until her arrival.® Within
months, NVIDIA ultimately dropped its pursuit of
Arm, citing “regulatory challenges.”® Around a year
after that, President Biden himself was talking about
the importance of having the supply chains that
produce America’s computer chips reside within the
United States.! NVIDIA’s acquisition of Arm, thwarted
by Khan’s FTC less than a year before, would have
advanced the specific national security interests that
Biden was talking about.

At present, Lina Khan’s tenure at the FTC appears on
track to include a role in undermining US innovation
in AL Under her leadership, the FTC has shown no
hesitancy in targeting the firms at the cutting-edge of
AT For instance, the creator of ChatGPT, OpenAl, is

a crown jewel of the global AT universe that calls the
United States home. It’s now under scrutiny by Khan’s
FTC. In July 2023, it received notification that the FTC
was investigating whether it “engaged in unfair or
deceptive privacy or data security practices or engaged
in unfair or deceptive practices relating to risks of
harm to consumers.”?

At a minimum, OpenAI will now need to dedicate
time and money to dealing with the inquiry. Beyond
that, OpenAl’s innovators may also demur from
technologically fruitful lines of inquiry for fear

that it will run further afoul of Khan’s FTC, at least
until the courts weigh in. Judges have ruled against
the FTC when it brought cases motivated by Khan’s
novel theories of how antitrust law might apply to
new technologies. For instance, the FTC attempted to
block Meta’s acquisition of a virtual reality company,
Within, based on potential rather than actual
harms. The case was brought by Khan’s FTC over the
objections of the agency’s career staff.*®

Misperceptions of law matter greatly for the economy
when it’s the FTC Chair who has them. FTC cases and
investigations that fail to lead to cases still impose
costs on firms in terms of time, financial resources,
and opportunity costs. The FTC’s inquiry into OpenAl
may or may not prove to be fruitless as its inquiry into
Meta’s acquisition of virtual reality content maker
Within. Even if it is not, however, it will impose costs
on OpenAl that undermine Al innovation in America.

4 Lina M. Khan, “We Must Regulate AL Here’s How,” New York Times, May 3, 2023,
https://www.nytimes.com/2023/05/03/opinion/ai-lina-khan-ftc-technology.html.

5 Amy]. Nelson and Gerald L. Epstein, “The PLA’s Strategic Support Force and AI Innovation,” Brookings Institution, December 23, 2022,
https:/www.brookings.edu/articles/the-plas-strategic-support-force-and-ai-innovation-china-military-tech/.

¢ US Government Accountability Office, Artificial Intelligence: DOD Should Improve Strategies, Inventory Process, and Collaboration Guidance (GAO-22-105834,

March 2022), https:/www.gao.gov/assets/gao-22-105834.pdf.

7 US Department of Defense, “DOD Announces Establishment of Generative AI Task Force,” press release, August 10, 2023,

https://www.defense.gov/News/Releases/Release/Article/3489803/dod- announces—establishmem—of— enerative—ai—task—force4

8 Miller, Chris. Chip War: The Fight for The World’s Most Critical Technology. Simon and Schuster, 2022.

® “FTC Sues to Block $40 Billion Semiconductor Chip Merger,” December 2021.

https://www.ftc.gov/news-events/news/press-releases/2021/12/ftc-sues-block-40-billion-semiconductor-chip-merger

10 “NVIDIA and SoftBank Group Announce Termination of NVIDIA’s Acquisition of Arm Limited,” February 2022.
https:/nvidianews.nvidia.com/news/nvidia-and-softbank-group-announce-termination-of-nvidias-acquisition-of-arm-limited

11 “Remarks by President Biden on Increasing the Supply of Semiconductors and Rebuilding Our Supply Chains,” Pr631dent Joe Blden Remarks delivered
on January 21, 2022. https://www.whitehouse.gov/briefing-room/speeches-remarks/2022/01/21 b 2

semlconductors and-rebuilding-our-supply-chains/

2 Cat Zakrzewski, “FTC Investigates OpenAl Over Data Leak and ChatGPT’s Inaccuracy,” Washington Post, July 13, 2023,
https://www.washingtonpost.com/technology/2023/07/13/ftc-openai-chatgpt-sam-altman-lina-khan/.

@

Makena Kelly and Adi Robertson, “Meta Wins Fight to Buy VR Startup Within,” The Verge, updated February 4, 2023,

https://www.theverge.com/2023/2/1/23575041/meta-within-vr-acquisition-ftc-antitrust-lawsuit-injunction-denied.
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Khan’s “big is bad, and Big Tech is especially bad”
attitude has already led the FTC to harm many
organizations that fuel Al innovation. That’s because
of where the funding for AT innovation in the United
States tends to come from. The biggest investors in Al
are Big Tech firms. These firms fund investments in
innovative new technologies with retained earnings
that have been generated by their other lines of
business. They do not fund it by issuing new equity or
new bonds. Their investments in Al are no exception.
These investments, and by extension US innovation in
AT and competitiveness with China, are threatened by
Khan’s ongoing litigation against Big Tech.

Meta is a case study in AT’s reliance on internal
funding. In April of 2023, Meta, the parent company of
Facebook, announced that it would invest $33 billion
in artificial intelligence.* In the universe of all US Al
investment, that’s a nontrivial sum. By some accounts,
in the first half of 2023, all venture capital investment
in AT amounted to $15.3 billion.s

Meta is funding this investment from its retained
earnings, which are, in effect, corporate profits from
the past. For Meta, those stand at around $68 billion.
Meta could not fund its Al investments with current
profits, which were $23.1 billion in 2022.% Nor is it
issuing new equity, or shares of stock, that could fund
these investments. In 2022, in fact, it bought back
existing stock.'” Nor is it using bond markets to fund
research and development projects like AT. Tt has issued
corporate debt only once.’® Without these retained
earnings, Meta’s investments in AI, which are much of
America’s investments in AT, would not be possible.

It is worth emphasizing that other Big Tech firms
fund their AT investments in ways that are as reliant
on retained earnings as Meta is. Alphabet, parent
company of Google, is another case-in-point. It does
not seem to have turned to public stock and bond
markets for new capital since 2020.* Its ability to fund
investments in cutting-edge technologies like AT relies
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on retained earnings and profits from existing lines
of business. And the Department of Justice’s Antitrust
Division is now suing Google in a case that would
threaten its core, profit-generating lines of business.?
If the Department of Justice succeeds, the source of
the funds that allow Google to invest in AT will be, if
not eliminated, at least harmed.

You could write a version of this script for Khan’s FTC
harming US innovation, while swapping out Meta for
other Big Tech firms, like Amazon or Apple. Each of
these firms is investing in AT and other cutting-edge
technologies like it. Each of these firms funds these
types of investments with profits accumulated in the
past and retained until the present. Each of these
firms has faced a level of heightened scrutiny from
the FTC under Khan, whose hostility towards Big Tech
predates her time at the FTC. At each of these firms,
then, Khan’s FTC seems poised to pursue an agenda
that would have the effect of undermining the firm’s
ability to accumulate and retain earnings to fund
investments in Al

If the FTC does ultimately undertake regulatory or
enforcement action that causes Big Tech’s existing
investments in Al to cease to be profitable, the costs
would fall on a range of actors beyond Big Tech.
That’s because such FTC action would have the effect
of lowering the expected rate of return on future
investments in Al. With a lower expected rate of
return, there would be less investment the AT space,
including for newer start-up firms. That decrease in
funds available for AT startups would, in turn, harm
downstream businesses that benefit from innovation
in Al as well as consumers. The breadth of these
implications for the returns on existing investments
in AT, much of which has been made by Big Tech,
clarifies another conceptual point. The case against
FTC enforcement that jeopardizes investment in AT,
then, is not a case for Big Tech for Big Tech’s sake. Tt is
a case for investment in Al for America’s sake.

14 Ed Targett, “Meta to Spend Up to $33 Billion on Al, as Zuckerberg Pledges Open Approach to LLMs,” The Stack, April 27, 2023,

https://www.thestack.technology/meta-ai-investment/.

o

Anna Cooban, “Al Investment Is Booming. How Much Is Hype?,” CNN, July 23, 2023,

https://www.cnn.com/2023/07/23/business/ai-vc-investment-dot-com-bubble/index.html.

=

5

“META Platforms Net Income (Annual),” YCharts, accessed August 3, 2023, https://ycharts.com/companies/META/net income annual.
Nicholas Rossolillo, “Meta Scored a Big Victory in the Bear Market, and No One’s Talking About It,” The Motley Fool, May 3, 2023,

https://www.fool.com/investing/2023/05/03/meta-big-victory-bear-market-stock-buyback/.

3

Allison Nicole Smith, David Caleb Mutua, and Sri Taylor, “Meta to Tap Bond Market at ‘Measured Pace,” CFO Says,” Bloomberg, July 27, 2023,

https://www.bloomberg.com/news/articles/2023-07-27/meta-cfo-says-tech-giant-to-tap-bond-market-at-measured-pace#xj4v7vzkg.

1 https://www.reuters.com/article/us-alphabet-bonds/google-owner-alphabet-issues-record-10-billion-bond-at-lowest-ever-price-idUSKCN2472PC”

N
8

“What Google’s trial means for the company - and your web browsing.” Sam Morrison, October 30, Vox,

https://www.vox.com/technology/2023/9/11/23864514/google-search-antitrust-trial
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The nature of competition between the US and
the CCP may upgrade FTC action that harms US
innovation in AT from an issue of direct economic

costs to one of geopolitical as well as direct economic
costs. But this upgrade to worse comes from a baseline
of bad. The agenda of Khan’s FTC would have real
economic costs regardless of the state of geopolitics.
As the next section documents, where antitrust
agendas like Khan’s appear, for the country as a whole,
bad economic consequences tend to follow.

The economics of antitrust
in global perspective

Economists and other scholars have spent decades
quantifying how some policies affect country-level
economic outcomes. The ideal analysis permits causal
inferences that separate the wheat of causation from the
chaff of mere correlation. Antitrust policies have not
been a great focus of such efforts. To some extent, that
may reflect the tendency of debates in antitrust policy to
revolve around legal debates, which can center around
questions of intent, rather than around economic
debates, which tend to focus on the unintended
consequence of policies as much as their intended
consequences. This section attempts to fill that gap by
quantifying the effects of antitrust policy on economic
outcomes like real GDP per capita and inflation.

Any quantification of the effects of economic policy
on outcomes requires data over time on that set of
economic policies within countries. The current gold
standard for such data, which was introduced in
2018, is the Competition Law Index (CLI) by Columbia
University’s Anu Bradford and the University of
Chicago’s Adam Chilton. The CLI Index spans 1890 to
2010 and covers 134 countries.?! For each country and
year in the sample, the CLI assigns a value between
zero and one to the overall stringency of competition
law.?? Beyond this headline rating, the CLI assigns

4

numeric values to subcomponents of competition law,
like merger control.

Google Scholar reveals that existing scholarship

has used the CLI index to quantify the effects of
competition policy only on equity-motivated outcomes,
like income inequality and labor’s share of income.?
Attempts to quantify the effects of competition policy
on efficiency-motivated outcomes appear to be absent.
This paper attempts to fill that niche.

This paper’s baseline set of regressions merge
economic data from the World Bank with data from
the CLI. Because the World Bank data start in 1960, in
the merged data, the timeframe runs from 1960 until
2010.** These panel regressions also include two

sets of controls. The first is a control for the income
group that the World Bank classifies a country as
belonging to in a given year.? The second is a control
for the calendar year.? To deal with the influence

of outliers like Zimbabwe on estimates of average
inflation, annual rates of inflation were top-coded at
fifty percent. An effect of that is to bias the estimated
average effect of increases in the stringency of
competition law downward, as outliers higher than
50 are encoded only as 50.

This statistical setup addresses a number of concerns
that may be raised. The first is that country-level
characteristics that affect inflation and real GDP
growth, like corruption, may correlate with the level
of stringency in a country’s competition policy. But
these regressions are looking at the influence of
year-over-year changes in the level of the stringency
of competition policy. Country-level characteristics
that tend not to vary much over individual years with
a given country, like the independence of monetary
policy, would not be expected to influence their
results. And the inclusion of variables for World
Bank income classification addresses, however

Anu Bradford and Adam S. Chilton, “Competition Law Around the World from 1889 to 2010: The Competition Law Index,”

Journal of Competition Law & Economics, Vol. 14, No. 3 (September 2018), https://academic.oup.com/jcle/article-abstract/14/3/393/5132768.

N
N

The CLI data were downloaded from: Comparative Competition Law.org, https://comparativecompetitionlaw.org/data/.

8

For a paper that labor’s share of income as its outcome of interest, see Amit Zac et al., “Competition Policy and the Labour Share,” Journal of

Law, Economics, and Organization (forthcoming), last revised April 18, 2023, https://papers.ssrn.com/sol3/papers.cfm?abstract id=3824115. For
a treatment of income inequality as the outcome of interest, see Amit Zac et al., “Competition Law and Income Inequality: A Panel Data
Econometric Approach” (Working paper CCLP(L)52, Centre of Competition Law and Policy, University of Oxford, September 22, 2020),

4

5

N
£

https://www.law.ox.ac.uk/sites/default/files/migrated/working_paper_-_competition law_and_income_inequality.pdf.

The World Bank data were downloaded from the World Bank’s World Development Indicators series through the Stata add-on module. The series ID is
NY.GDP.PCAP.KD for real GDP per capita, NY.GDP.DEFL.ZS for the GDP deflator, and BN.GSR.FNFS.CD for the trade deficit. Data were downloaded in
July 2023. “World Development Indicators,” World Bank, https://datatopics.worldbank.org/world-development-indicators/.

These controls are “fixed effects” that allow each income group to have an independent effect. The regression does not, for instance, assume that being a
medium-income country is the average of low and high-income countries.

These controls are also “fixed effects” that allow each year and income group to have an independent effect. The regression does not, for instance, assume
that the year 2009’s effect on inflation has anything to do with 2008’s.
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Table 1. If U.S. competition policy were like this other country’s

Country U.S. real GDP lower by U.S. consumer prices higher by CLI Index (

France -0.22% 0.43% 0.78 (.08)
Canada -0.50% 0.98% 0.89(.19)
China -0.65% 1.28% 0.94 (.24)

imperfectly, the influence of policy characteristics,
such as corruption, that may tend to vary little over
years but much over the course of decades, perhaps
like antitrust policy, as a country develops. There are
certainly omitted variables that are liable to bias these
estimated effects of competition policy to be too large.
By construction, however, they are likely limited to
things that change within countries specifically in
years in which competition policy changes.

In policy debates, a number of other jurisdictions
have served as references with regard to possible
directions for US antitrust policy. One is the
European Union (EU). The EU is often referenced in
discussions of antitrust in the United States, including
by policymakers.?” Another is Canada. Judged by a
letter from Khan and the assistant attorney general
in charge of antitrust at the Department of Justice to
the Canadian Ministry of Innovation, Science, and
Economic Development, US antitrust policymakers
and their counterparts are in regular contact to
exchange ideas.?® That exchange of ideas addresses
areas of active policy upheaval, like merger oversight.
A third is China, a frequent reference point for
antitrust approaches to the technology sector.?

The table above shows the expected effect of the US
moving to the level of stringency in competition policy
in each of these three jurisdictions on real GDP and
consumer prices.*® France serves as the country-level
stand-in for the EU. Each row in the table shows the

economic effects that the US economy could expect to
experience if it mimics the competition policy of that
other country. The estimated effects are significant
and troubling. If the US adopted a competition policy
as stringent as Canada’s within a single year, for
example, in the following year you could expect the
growth of US GDP per capita to be 0.5 percent lower
and consumer prices to be 0.98 percent higher than
they’d otherwise be. The final column shows each
country’s overall CLI Index, as well as its difference
over the US level of 0.70.

These estimates of average effects on real GDP and
consumer prices are plausible upper-bounds on the
effects of competition policy.® That’s because they

are based on increases in the stringency of antitrust
policy that likely correlate, in their timing, with

other country-level changes in economic policy that
raise inflation. At least in the case of Khan’s arrival

to the FTC, that concern about correlated policy
changes seems to be borne out. A number of policies
undertaken under the Biden administration, unrelated
to the FTC itself but co-incident in timing to her arrival
at the FTC, have plausibly raised consumer prices.

One method for calculating a lower-bound for the
inflationary effect of increases in the stringency

of antitrust enforcement comes from the Quantity
Theory of Money.*2 If the money supply determines
the level of nominal GDP, holding money supply
constant, any decrease in real GDP necessarily implies

77 See for example, William E. Kovacic, “Competition Policy in the European Union and the United States: Convergence or Divergence?” (Bates White Fifth
Annual Antitrust Conference, Washington, DC, June 2, 2008), https:/www.ftc.gov/sites/default/files/documents/public_statements/competition-policy-

&

european-union-and-united-states-convergence-or-divergence/080602bateswhite.pdf.
Letter from Lina Khan, Chair, Federal Trade Commission, and Jonathan Kanter, Assistant Attorney General, Antitrust Division

of the Department of Justice to Honourable Frangois-Philippe Champagne, Canadian Ministry of Innovation, Science, and
Industry regarding Ministry’s Public Consultation Paper on the Future of Competition Policy in Canada, March 31, 2023,
https://www.ftc.gov/news-events/news/speeches/letter-chair-lina-khan-assistant-attorney-general-jonathan-kanter-canadian-ministry-innovation.

3
2

https://www.wired.com/story/china-technology-competition-antitrust/.

@
g

For example, see Sam Bresnick and Nathaniel Sher, “On China, US National Security Experts Fear the Wrong Thing,” Wired, April 28, 2022,

Because CLI data are current only through 2010, for this exercise, 2010 values were treated as current values.

3 Tt may be worth clarifying this paper’s view that what regression output generates are simply estimates of average treatment effects that are consistent
with a range of marginal effects that vary across cases. If that is your view, then you can believe both that an increase in antitrust enforcement would
have a marginal effect of lowering consumer prices in some limited number of cases (e.g., be compatible with the consumer welfare standard) and have
an average effect of raising consumer prices (e.g., be compatible with this paper’s regression output). Relaxing that view could make interpretations of

these estimates hard to reconcile with certain views in antitrust policy.

3 Thisis the MV = PY equation that one reader mentioned. Lefteris Tsoulfidis, “Quantity Theory of Money,” in International Encyclopedia of the Social Sciences,
2nd ed. (London: Macmillan, 2007), https:/www.academia.edu/7203327/Quantity_Theorv_of_Money.
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https://www.wired.com/story/china-technology-competition-antitrust/
https://www.academia.edu/7203327/Quantity_Theory_of_Money
http://vs.US
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Figure 1. The consumer pain from stricter antitrust policy

Increases in U.S. consumer prices from U.S. mimicking the country’s policies
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a corresponding increase in the price level. Antitrust
policy does not generally affect the money supply. Tt
is plausible to hold the money supply constant when
calculating its expected effects of changing antitrust
policy on inflation, when using this approach. If

you use this approach, any decrease in real GDP is
equal in percentage terms to the increase in the price
level. Because of that, the decreases in real GDP
documented in Table 1 double as the lower-bound
estimates for increases in inflation that are shown
above in Figure 1. Figure 1 shows these lower-bounds
alongside Table 1’'s estimated effects, which serve as
the upper-bounds, for each of these three scenarios for
US competition policy.

These are not annual effects that would be expected
to show-up every year as the US converged towards
Canadian levels of antitrust over time. They are the
cumulative effects that you'd expect to arrive once
that convergence finished. If the US were to ratchet-
up toward Canada’s level of competition policy over
four-years, for instance, that 0.98 percent increase in
consumer prices would increase average consumer
price inflation by 0.24 percent per year.®

The expected decrease in real GDP of 0.5 percent from
the US adopting Canada’s competition policies implies
that Q2 2023 US GDP would have been $134 billion

3 The number is less than 0.98 divided by four because of compounding.
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= . l

Canada’s:

1.28%

China’s:

0.98%

0.65%
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lower if it had Canada’s competition policies. That may
strike some observers as high enough to stretch the
imagination. But a glimpse at the full set of economic
effects that would arrive from FTC enforcement on
Amazon, to take one company as an example, suggests
that it is not implausibly high at all.

For starters, a likely effect of inaugurating a post-
Amazon world would be to raise prices for consumers.
Economists have documented an “Amazon Effect”

on brick-and-mortar retail pricing.** That effect is
consistent with competition from Amazon holding
down the ability of brick-and-mortar retailers to raise
mark-ups on goods sold to consumers. A consequence
of the loss of that “Amazon Effect” would be higher
prices at brick-and-mortar stores around the country.
That would lower real GDP both by definition (prices
for the same goods are now higher) and by depriving
customers of money they would then not be able to
spend elsewhere in the economy. As prices rise for
once-on-Amazon goods, like energy drinks, then
customers would have less cash to spend on their
never-on-Amazon services, like haircuts.

Beyond that, through the stock market, consumers
would face a massive wealth shock from any transition
to a post-Amazon economy. Amazon’s market
capitalization is now around $1.7 trillion. According to

3 Alberto Cavallo, “More Amazon Effects: Online Competition and Pricing Behaviors” (NBER Working Paper No. 25138, National Bureau of Economic
Research, Cambridge, MA, October 2018), https://www.nber.org/system/files/working papers/w25138/w25138.pdf.
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Figure 2. In context: The cost of competition policy like Canada’s

Other Biden regulatory policies have already imposed similar annual costs
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one recent estimate, households spend wealth at a rate
of 14.6 percent annually.®* That means that $1 in lost
wealth means 14.6 cents in lost spending by the end

of the year. By one estimate, US investors own around
90 percent of Amazon’s stock.* Taken together, these
numbers imply that FTC enforcement on Amazon

that caused its share price to fall by 50 percent would
result in a drag to consumer spending of $111.7 billion,
and that enforcement that caused its share price to
drop by 25 percent would result in a drag to consumer
spending of $55.9 billion. These numbers do not seem
at odds with a $134 billion overall cost number from
the US adopting antitrust as stringent as Canada’s.

Nor would an $134 billion cost increase be out of

step with the magnitude of the costs imposed by the
other regulatory actions of the Biden administration.
The cost-benefit estimates prepared by the federal
agencies themselves, according to University of
Chicago professor Casey Mulligan, indicate that

the regulatory actions undertaken by the Biden
administration through the end of 2022 impose
annual costs of $173 billion.*” Mulligan’s own analysis

addresses a richer range of economic effects than

the cost-benefit analysis of the federal agencies. That
analysis suggests the regulatory activity undertaken
by the Biden administration through the end of

2022 impose overall economic costs of $617 billion

per annum. An additional $134 billion in costs arising
from the FTC matching Canada in terms of stringency
of competition policy does not look like a stretch.

Because the $134 billion in costs is comparable more
to Mulligan’s overall $617 billion in new costs than
the agencies’ $173 billion in costs, Figure 2 puts
these estimated costs in the context of Mulligan’s
$617 billion figure.

In addition, the CLI allows for additional scrutiny

of an antitrust policy area of particular focus

for Khan's FTC: mergers. The FTC’s new Merger
Guidelines, released in July 2023, aim even at mergers
between vertical suppliers that do not compete in the
“horizontal” manner that has been the traditional
focus of antitrust.® The CLI has a sub-index
specifically for the scrutiny of mergers.

¥ Greg Kaplan and Giovanni L. Violante, “The Marginal Propensity to Consumer in Heterogeneous Agent Models” (NBER Working Paper No. 30013, National
Bureau of Economic Research, Cambridge, MA, May 2022), https://www.nber.org/system/files/working papers/w30013/w30013.pdf.
% Gregory Scruggs, “As Amazon.com Flexes Its Muscle, Seattle Moves to Curb Corporate Political Donations,” Reuters, January 12, 2020, https://www.reuters.

com/article/us-usa-politics-seattle/as-amazon-com-flexes-its-muscle-seattle-moves-to-curb-corporate-political-donations-idUSKBN1ZB0CK.

3 Casey B. Mulligan, Burden Is Back: Comparing Regulatory Costs Between Biden, Trump, and Obama, Committee to Unleash Prosperity, June 2023,
https://committeetounleashprosperity.com/wp-content/uploads/2023/06/CTUP_BurdenisBack_ComparingRegulatoryCosts.pdf.

% Federal Trade Commission, “FTC and DOJ Seek Comment on Draft Merger Guidelines,” press release, July 19, 2023,
https://www.ftc.gov/news-events/news/press-releases/2023/07/ftc-doj-seek-comment-draft-merger-guidelines.
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If we consider changes in competition policy for
mergers, the direction and nature of the results do not
change. The estimated effects for both real GDP and
inflation remain in the expected direction. That said,
the sizes of the estimated effects do decrease. The size
of the estimated effect of the merger sub-index on
inflation is 63 percent of what it is for the overall index
of competition policy, and the size of its estimated
effect on real GDP growth is 72 percent of what it is for
the overall index. But these are still non-trivial and
negative expected effects.

These results sound a cautionary note for policymakers
in the United States who are inclined to view European
Union, with policies like the Digital Services Act, as
something of a model of antitrust policy in the United
States. Those policymakers, if the FTC’s coordination
with its counterparts in the EU is any indication, may
include Lina Khan herself.® Much of the European
Union has spent the last few decades lagging the US in
economic growth, with the advantage that the US enjoys
over much of the EU in terms of inflation-adjusted GDP
per capita growing over time.* This paper’s results
suggest that the EU’s lackluster growth is no coincidence,
given its antitrust policies. These results, after all,
document that antitrust policies like the EU’s tend to
come with lower rates of inflation-adjusted economic
growth. Unless policymakers want to replicate the EU’s
anemic rates of growth in the United States, then, they
should not seek to emulate the EU’s antitrust policies.

Beyond the United States, they're also a cautionary
tale for policymakers in other countries, like the
United Kingdom. The UK appears to be contemplating
changes in antitrust policy that would increase its
stringency.* The UK is also experiencing a “cost of
living crisis” characterized by high inflation and

low inflation-adjusted growth. According to these
results, policymakers in the UK would be ill-advised
to move forward on tightening antitrust policy, unless
they want to see the “cost of living crisis” worsen.
Policymakers, in the UK as in elsewhere, tend not to
think of antitrust as an issue that has macroeconomic
consequence. They should think again.

A global antitrust paradox?

These results complicate cases for antitrust
enforcement that are rooted in claims that antitrust
increases measures of relative gain within countries.
Labor’s share of output, a measure of wages as a share
of GDP, is one example. It is a measure of relative gain
that some have cited to argue in favor of stringent
antitrust. “If it is the case that competition policy

and the labor share are related in a positive way,” in
the words of one observer, “then this suggests that
effective competition policy could generate positive
effects beyond its traditional efficiency goals and
result in labor receiving a higher share of welfare
gains.”™? This paper’s results show that is not the right
way to think about competition policy.

Wages as a share of GDP can rise not because wages
are rising, but because GDP is falling while wages are
either stagnating or falling at a slower rate than GDP.
In such a world, labor’s share of output has risen, but
workers have not received a “higher share of welfare
gains” from antitrust enforcement. Instead, they've
borne a lesser share of the welfare losses that antitrust
policy has imposed. This paper’s results on inflation
and GDP suggest that we are living in such a world.
Stricter antitrust really does tend to lower real GDP.

In such a world, antitrust policy would have effects
that look, at least to some, like a paradox. It would
improve some measures of equality, like labor’s share
of output, that define success as the gains of one group
relative to another. But that purported “success” at
turning one set of Americans into relative winners
would be thanks to having shrunken the GDP available
for all Americans. You give some a growing slice of the
American pie, in effect, by shrinking the pie.

Can that be considered a policy success? It seems hard
to say that the answer is yes. If success is defined
relative to others, some Americans have succeeded.
Viewed at a global level, however, America as a whole
is worse-off relative to other countries.

3 Senator Cruz Blasts FTC for Colludmg with EU to Target American Businesses,” August 22, 2023. Press release.

July 2023 European Center for International Polmcal Economy. https://ecipe.or
“ UK s D1g1tal Markets Competmon and Consumers Bill: Increased Overs1ght Espemally for Digital Compames May 2022. ttps ZZWWW wﬂmerhale com/
i -me - d- - ht- 1ly- :

4 Amit Zac, “Global vs. Local: What Drives Changes in Labor’s Share of Income,” ProMarket, February 8, 2022,
https://www.promarket.org/2022/02/08/global-vs-local-what-drives-changes-in-the-labors-share-of-income/.
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Conclusion About the author

Khan’s agenda at the FTC is a bad idea that could Joseph W. Sullivan is a senior adviser at The Lindsey
scarcely come at a worse time. To say that the fate of Group, a macroeconomic advisory and forecasting

the free world depends on US competition with the firm. He is also a Visiting Scholar at Florida

CCP is only to paraphrase what is now a bipartisan International University’s Institute of Environment.
consensus. The outcome of that competition may From 2017 to 2019, he served as a staff economist and
depend on the pace of US technological innovation the special adviser to the chairman at the White House
in fields including AI, which Khan is working hard Council of Economic Advisers.

to thwart.

More broadly, a country’s competition policy has
serious and previously underexplored ramifications
for economic growth, inflation, and global
competitiveness. And the effect size is non-trivial,
even by macroeconomic standards. America’s real
GDP would shrink by half of a percentage point, or
around $134 billion, if the FTC adopted competition
policies like Canada’s.

Because stricter antitrust harms real economic
growth and raises inflation, even if it benefits some
within a country, it ultimately causes the country as
awhole to fall behind the rest of the world. In the
race of the US versus China, that could have negative
geopolitical implications as well.
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